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PREFACE. 


On  April  12,  1921,  the  President,  in  an  address  to  a  joint  session 
of  the  two  Houses  of  Congress,  urged  '^  a  prompt  and  thoroughgoing 
revision  of  the  internal-revenue  laws." 

On  May  4,  1921,  the  chairman  of  the  Conunittee  on  Finance,  after 
conference  with  the  committee,  gave  out  the  following  statement: 

INTERN AlrBE VENUE  HEARINGS. 

The  Oommittee  on  Finance  will  hold  public  hearings  relating  to  internal -revenue 
revision  at  Washington,  D.  C,  beginning  Monday,  May  9,  1921. 

It  is  the  purpose  of  the  committee  to  hear  first  the  proponents  and  opponents  of  the 
sale?  tax. 

In  order  to  avoid  duplication  of  arguments  and  suggestions,  it  is  suggested  that  per- 
sons having  the  same  problem  to  present  agree  upon  one  representative  to  present 
thtar  views. 

The  hearings  will  be  conducted  in  room  312  of  the  Senate  Office  Building.  Sessions 
will  begin  at  10.30  a.  m. 

It  is  desired  that  witnesses  endeavor  to  prepare  their  statements  in  such  form  that 
their  presentation  will  not  require  more  than  30  minutes. 

Pei*x)iis  wishing  to  be  heard  should,  if  possible,  apply  to  the  clerk  of  the  committee 
prior  to  the  date  set  for  the  hearings  for  an  assignment  of  time.  In  making  such 
application  the  following  information  should  be  given:  Name,  business  address, 
temporary  address  in  Washington,  business  or  occupation,  the  pen?on,  firm,  corpK)- 
ration,  or  association  represented,  and  the  subject  concerning  which  testimony  will 
be  given. 

All  briefs  and  other  papers  filed  with  the  committee  should  have  indorsed  on  them 
the  name  and  address  of  the  person  submitting  them,  his  business  or  occupation,  and 
the  name  of  the  person,  firm,  corporation,  or  association  whom  he  represents. 

In  accordance  with  the  foregoing  notice,  hearings  were  held  May  9 
to  27,  both  inclusive,  With  the  exception  of  tour  cases  in  which 
members  of  the  committee  requested  witnesses  to  appear  they  did 
so  at  their  o^m  request.  The  stenographic  minutes  of  each  day's 
proceedings  were  prmted  and  distributea  usually  on  the  day  follow- 
ing, and  1,000  of  this  first  print  were  thus  available  for  distribution 
through  a  mailing  list  of  requests  and  on  personal  application. 
Copies  were  sent  to  each  witness  with  the  request  that  ne  make 
necessary  corrections  for  clearness  in  his  statement  and  return  the 
revised  copy  to  the  clerk.  Such  corrections  have  been  observed  in 
preparing  this  revised  edition  of  the  hearings.  In  this  edition 
the  chronological  order  of  the  statements  has  been  disregarded 
and  the  testimony  and  papers  submitted  for  printing  in  the  record 
have  been  grouped  in  accordance  with  the  principal  subject  dis- 
cussed by  the  witness.  At  the  suggestion  of  the  members  of  the 
conamittee  witnesses  frequently  digressed  from  the  subject  of  their 
appearance  to  discuss  other  phases  of  the  revenue  laws.  No  attempt 
has  been  made  to  divide  ana  distribute  the  testimony  of  any  witness 
according  to  subjects,  but  the  complete  testimony  of  each  has  been 
included  under  the  principal  subject  discussed. 

Leightox  C.  Taylor, 

Cleric  to  the  Committef. 


LETTER  OF  THE  SECRETARY  OF  THE  TREASURY  RELA^ 

TIVE  TO  INTERNAL-REVENUE  LAWS. 


TrEASUBY   DEPARTMENT; 

Office  op  the  Secretart, 

Washington,  April  SO,  1991. 

Dear  Mr.  Chairman  :  In  accordance  with  your  request,  as  com- 
municated in  your  letter  of  April  25,  1921,  I  am  dad  to  present 
for  jour  consideration  and  that  of  the  Committee  on  Ways  ana  Means 
revised  estimates  of  receipts  and  expenditures  for  the  fiscal  years 
1921  and  1922,  and  to  indicate  in  tnat  connection  what  revenues  * 
must  be  provided  for  the  fiscal  years  1922  and  1923  in  order  to  carry 
on  the  Government's  business  and  meet  its  current  requirements  and 
fixed  debt  charges,  including  interest  and  sinking  fund. 

In  order  that  the  Congress  may  have  the  latest  available  informa- 
tion before  it,  I  hand  you  herewith  the  following  statements: 

(A)  Statement  giving  revised  estimates  of  receipts  and 
disbursements  for  the  fiscal  jears  1921  and  1922,  with  a  supple- 
mental statement  classifying  the  estimated  disbursements. 
This  statement  is  made  up  on  the  basis  of  actual  receipts  and 
disbursements  for  the  first  three  Quarters  of  the  fiscal  year 
1921,  and  the  best  estimates  of  the  Treasury  and  the  spending 
departments  as  to  receipts  and  disbursements  during  the  last 
quarter  of  1921  and  the  fiscal  year  1922.  It  supersedes  the 
estimates. of  receipts  and  expenditures  for  the  fiscal  years 
1921  and  1922  which  appear  on  pages  273  to  278  of  the  Annual 
Eeport  of  the  Secretary  of  the  Treasury  for  1920. 

OS)  Preliminary  statement  showing  classified  expenditures 
of  the  Government  for  the  period  from  July  1,  1920,  to  March 
31,  1921,  with  comparative  figures  and  total  expenditures  for 
the  fiscal  year  1920,  on  the  basis  of  daily  Treasury  statements 
(exclusive  of  postal  expenditures,  except  postal  deficiencies, 
etc.). 

(C)  Preliminary  statement  showing  ordinary  receipts  of  the 
Government  for  the  period  from  July  1,  1920,  to  March  31, 
1921,  with  comparative  figures  and  total  ordinary  receipts  fot 
the  fiscal  year  1920,  on  the  basis  of  daily  Treasury  statements 
(exclusive  of  postal  revenues) . 

(D)  Prelimmary  statement  of  the  public  debt  on  March  31, 
1921,  on  the  basis  of  daily  Treasury  statements,  with  a 
Quarterly  comparative  public  debt  statement  which  shows  the 
ngures  for  August  31, 1919,  when  the  war  debt  was  at  its  peak. 

(E)  Statement  showing  comparative  figures  as  to  the  out- 
standing short-dated  public  debt,  on  the  basis  of  daily 
Treasury  statements  from  August  31,  1919,  to  March  31,  1921. 

Ordinary  expenditures  for  the  first  three  quarters  of   the  fiscal 
year  1921  have  been  $3,783,771,996.74,  or  at  the  rate  of  about 
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$5,000,000,000  for  the  year.  Of  these  expenditures  about  $850,- 
000,000  have  been  expenditures  of  the  War  Department,  about 
$500,000,000  expenditures  of  the  Navv  Department,  about  $600,- 
000,000  payments  to  the  railroads,  ana  about  $650,000,000  interest 
on  the  public  debt,  an  aggregate  of  $2,600,000,000  und^r  these  four 
headings  in  nine  months,  or  at  ihe  rlite  of  about  $3,600,000,000  for 
the  year.  According  to  the  latest  estimates  of  the  spending  depart- 
ments, as  set  forth  in  Statement  A — Supplemental,  ordinary  ex- 
penditures during  the  fiscal  year  1922,  mcluding  interest  oh  the 
public  debt,  Will  be  over  $4,000,000,000. 

The  Nation  can  not  continue  to  spend  at  this  shocking  rate.  As 
the  President  said  in  his  message,  the  burden  is  unbearable,  and 
there  are  two  avenues  of  relief.  "One  is  rigid  resistance  in  appro- 
priation and  th«  other  is  the  utmost  economy  in  administration.'* 
This  is  no  time  for  extravagance  or  for  entering  upon  new  fields  of 
I  expenditure.  The  Nation's  finances  are  sound  and  its  credit  is  the 
best  in  the  world,  but  it  can  not  afford  reckless  or  wasteful  expendi- 
ture. New  or  enlarged  expenditures  can  not  be  financed  without 
increased  taxes  or  new  loans.  Expenditures  should  not  even  be 
permitted  to  continue  at  the  present  rate.  The  country  is  staggering 
under  the  existing  burden  of  taxation  and  debt  and  clamoring  for 
gradual  relief  from  the  war  taxation.  It  may  be  coimted  upon  not 
only  to  exert  effective  pressure  against  increased  expenditures  but 
also  to  give  its  whole-hearted  support  to  all  sincere  efiorts  to  reduce 
expenditures. 

The  last  Congress  made  a  creditable  record  in  reducing  appropria- 
tions, and  it  effected  substantial  economies.  Notwithstanding  the 
reduced  appropriations,  however  expenditures  have  contmued 
unexpectedly  high,  and  the  reduction  in  expenditures  has  barely 
kept  pace  with  tue  shrinkage  in  receipts.  Reduction  of  appropria- 
tions, moreover,  will  not  of  itself  be  effective  to  reduce  expenditures 
unless  at  the  same  time  the  Congress  avoids  or  controls  measures 
which  resxilt  in  expenditure  without  an  apparent  appropriation. 
Reappropriations  of  unexpended  balances,  revolving-funa  appro- 
priations and  appropriations  of  receipts,  and  other  indefinite  authori- 
zations of  expenditure  have  in  the  past  been  responsible  for  hundreds 
of  millions  ol  dollars  of  actual  cash  outgo. 

The  estimates  for  the  fiscal  year  1922  are  subject  to  great  uncer- 
tainty as  to  both  receipts  and  expenditures.  The  estimated  collec- 
tions of  $3,700,000,000  of  internal  taxes  are  based  on  the  provisions 
of  existing  law,  and  are  $850,000,000  less  than  the  estimated  collec- 
tions for  1921,  chiefly  because  of  the  shrinkage  in  business.  They  are 
liable  to  be  somewhat  further  reduced  from  the  same  cause.  The 
estimated  ordinary  expenditures  of  $4,014,000,000  will  on  their  part 
be  affected  by  appropriations  which  are  still  to  be  made.  The  esti- 
mated expenditures  of  the  War  Department  and  the  Navy  Depart- 
ment, aggregating  over  $1,100,000,000  for  1922,  will  depend  largely 
upon  the  military  and  naval  policv  adopted  by  the  Congress  at  the 
present  session.  The  estimate  of  about  $545,000,000  for  payments  to 
the  railroads  in  1922  is  made  necessary  by  the  provisions  of  the 
Transportation  Act,  1920,  and  increased  estimates  from  the  Director 
General  of  Railroads.  In  the  absence  of  drastic  cuts  in  military  and 
naval  expenditures,  there  is  almost  no  prospect,  according  to  the  esti- 
mates, of  any  substantial  available  surplus  even  in  the  fiscal  year  1922. 
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The  estimates  of  receipts  and  expenditures  for  both  1921  and  1922 
show  clearly  that  while  this  Goyenuueiit  has  defipitely  balanced  its 
budget,  the  surplus  of  current  receipts  over  current  expenditures  will 
not  quite  provide  for  what  may  oe  termed  the  fixed  public-debt 
redemptions,  and  that  unless  expenditures  are  sharply  reauced  there, 
will  be  practically  no  funds  available  in  these  years  tor  the  retirement 
of  the  floating  debt  represented  by  loan  and  tax  certificates  out- 
standing. The  estimated  current  surplus  in  both  1921  and  1922  will 
be  absorbed  (1)  by  current  redemptions  of  War-Savings  securities,, 
redeemable  substantially  on  demand,  (2)  by  purchases  for  the  cumu- 
lative sinking  fund,  (3)  by  acceptance  of  Liberty  bonds  and  Victory 
notes  for  estate  taxes,  and  (4)  by  miscellaneous  other  debt  retire- 
ments which  must  be  made  each  year  in  order  to  comply  with  existing 
law  or  with  the  terms  of  outstanding  securities.  This  means  that  the 
Treasury's  earlier  expectations  as  to  the  retirement  of  the  floating 
debt  have  been  upset  by  the  continuance  of  unexpectedly  heavy  cur- 
rent expenditures  during  the  past  12  months,  particularly  on  account 
of  the  Army  and  Navy  and  the  railroads  ^  and  that  the  Govemmmt 
can  not  now  expect  to  retire  any  material  portion  of  the  two  and  one- 
half  billions  of  floating  ctebt  now  ou,t9tanaing  during  the  fiscal  yerars 
1921  and  1922  out  of  current  revenues.  It  means  also  that  the 
country  can  not  look  to  anv  plan  foir  funding  the  floating  debt  to 
reduce  the  burden  of  internal  taxes  during  the  next  two  years.  Sub- 
stantial cuts  in  current  expenditures  offer  the  only  hope  of  effective 
relief  from  the  tax  burden. 

Within  the  next  two  years,  or  thereabouts,  there  will  mature  about 
seven  and  one-half  billions  of  short-dated  debt  (including  the  out- 
standing floating  debt),  ^d  it  is  to  the  gradual  retirement  of  this 
debt  that  the  bulk  of  the  current  surplus  is  necessarily  applied,  in 
large  part  through  the  miscellaneous  debt  retirements  described  in. 
the  preceding  paragraph.  Substantial  progress  has  already  been 
made  in  the  retirement  of  the  short-dated  debt.  Statement  E,  for  ex- 
ample, shows  that  the  short-dated  debt  aggiegated  $7,578,9.54,141.89 
on  March  31,  1921,  as  against  $9,248,188,921.12  on  August  31,  1919. 
when  the  war  debt  was  at  its  peak,  a  reduction  of  about  one  ana 
two-thirds  billions  in  the  19  months'  period.  This  reduction  was  due 
in  large  part  to  the  reduced  balance  in  the  general  fund  and  the 
application  of  receipts  from  war  salvage,  and  only  in  small  measure 
to  surplus  tax  receipts.  In  view  of  its  early  maturity,  the  Treasury 
must  regard  the  short-dated  debt  as  a  whole,  and  within  the  next 
two  years  mav  expect  to  reduce  it  bv  perhaps  $1,000,000,000  tlu'ough 
the  continued  operation  of  the  sinKing  fund  and  the  miscellaneous 
annual  debt  retirements.  The  remainder  of  this  short-dated  debt. 
amounting  to  over  six  billions,  will  have  to  be  refunded.  It  will 
therefore  be  the  Treasury's  policy  to  vary  its  monthly  offerings  of 
Treasiiry  certificates  of  indebtedness  from  time  to  time  when  market 
conditions  are  favorable  with  issues  of  short-term  notes  in  moderate 
amounts  with  maturities  of  from  three  to  five  years,  with  ^a  view  to 
the  gradual  distribution  of  the  short-dated  debt  through  successive 
issues  of  notes  in  convenient  maturities  extending  over  the  period 
froni  1923  to  1928,  when  the  Third  Liberty  Loan  matures.  Treasury 
certificate  offerings  will  continue  to  be  made  from  time  to  time  as  in 
the  past,  in  order  to  meet  the  Treasury's  current  requirements. 
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This  program  will  make  the  short-dated  debt  more  manageable  and 
facilitate  the  refunding  operations  whieh  will  be  necessary  in  con- 
nection with  the  maturity  of  the  Victory  Liberty  Loan. 

This  analysis  of  the  condition  of  the  Treasury  and  of  the  burdens 
which  it  must  face  within  the  next  two  fiscail  years  shows  clearly,  as 
the  President  stated  in  his  message,  that — 

unless  there  are  striking  cuts  in  the  important  fields  of  expenditure,  receipts  from 
internal  taxes  can  not  safelv  be  permitted  to  fall  below  four  billions  in  the  fiscal  veare 
1922  and  1923.  This  would  mean  total  internal  tax  collections  of  about  one  billion 
less  than  in  1920  and  one-half  billion  less  than  in  1921. 

The  most  substantial  relief  from  the  tax  burden  must  come  for  the  present  from  the 
readjustment  of  internal  taxes,  and  the  revision  or  repeal  of  those  taxes  which  have 
become  unproductive  and  are  so  artificial  and  burdensome  as  to  defeat  their  own 
purpose.  A  prompt  and  thoroughgoing  revision  of  the  internal  tax  laws,  made  with 
due  regard  to  the  protection  of  the  revenues,  is,  in  my  judgment,  a  requieite  to  the 
revival  of  business  artivitv  in  this  country.  It  is  earnestly  hoped,  therefore,  that 
the  Congress  will  be  able  to  enact  without  delay  a  revision  of  the  revenue  laws  and 
such  emergency  tariff  measures  as  are  necessary  to  protect  American  trade  and  in* 
dustry. 

Now  that  the  House  of  Representatives  has  passed  the  emergency 
tari^  legislation,  I  hope  that  the  Congress  will  soon  undertake  the 
revision  of  the  revenue  laws,  with  due  regard  to  the  protection  of  the 
revenues  and  at  the  same  time  with  a  view  to  ''  the  readjustment  of 
internal  taxes  and  the  revision  or  repeal  of  those  taxes  which  have 
become  tmproductive  and  are  so  artificial  and  burdensome  as  to 
defeat  their  own  pm-pose."  The  higher  rates  of  income  sifftaxes  put 
constant  pressure  on  taxpavers  to  reduce  their  taxable  income,  inter- 
fere with  the  transaction  of  business  and  the  free  flow  of  capital  into 
productive  enterprise,  and  are  rapicUy  becoming  unproductive.  The 
excess-profits  taxes  is  artificial  and  troublesome.  Taxes  of  this 
extreme  character  are  clogs  upon  productive  business  and  should  be 
replaced  by  other  and  more  equitable  taxes  upon  incomes  and  profits. 
An  intelligent  revision  of  these  taxes  should  encourage  production 
and  in  the  long  run  increase  rather  than  diminish  the  revenues. 
Early  action  is  necessary,  for  unless  a  revision  is  adopted  within  a 
few  months  it  could  not  in  fairness  apply  to  income  and  profits  arising 
from  the  business  of  the  present  calendar  year. 

With  these  considerations  in  mind,  I  venture  to  make  the  following 

})rincipal  suggestions  with*  regard  to  the  revision  of  the  internal  tax 
aws: 

1.  Repeal  the  excess-profits  tax  and  make  good  the  loss  of  revenue 
by  means  of  a  modified  tax  on  corporate  profits  or  a  flat  additional 
income  tax  upon  corporations,  and  the  repeal  of  the  existing  $2,000 
exemption  applicable  to  corporations,  to  yield  an  aggregate  revenue 
of  between  $400,000,000  and  $500,000,000.  The  excess-profits  tax 
is  complex  and  difficult  of  administration  and  is  losing  its  produc- 
tivity. It  is  estimated  that  for  the  taxable  year  1921  it  wul  yield 
about  $450,000,000,  as  against  $2,500,000,000  in  profits  taxes  for  the 
taxable  year  1918,  $1,320,000,000  for  the  taxable  year  1919,  and 
$750,000,000  for  the  taxable  year  1920.  In  fauTiess  to  other  tax- 
payers, and  in  order  to  protect  the  revenues,  however,  the  excess- 
profits  tax  must  be  replaced,  not  merely  repealed,  and  should  be 
replaced  by  some  other  tax  upon  corporate  profits.  A  flat  addi- 
tional tax  on  corporate  income  would  avoid  determination  of  invested 
capital,  would  be  simple  of  administration,  and  would  be  roughly 
adjusted  to  ability  to  pay.     It  is  estimated  that  the  combined  yield 
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to  accrue  during  the  taxable  year  1921  from  a  tax  of  this  character 
at  the  rate  of  5  per  cent  and  the  repeal  of  the  $2,000  exemption 
would  be  about  $400,000,000. 

2.  Readjust  the  income-tax  rates  to  a  maximum  combined  normal 
tax  and  surtax  of  40  per  cent  for  the  taxable  year  1921,  and  of  about 
33  per  cent  thereafter,  with  a  view  to  producing  aggregate  revenues 
substantially  equivalent  to  the  estimated  receipts  n*om  the  income 
tax.  under  existing  law.  This  readjustment  is  recommended  not 
because  it  will  reUeve  the  rich,  but  because  the  higher  surtax  rates 
have  dready  passed  the  collection  point.  The  mgher  rates  con- 
stitute a  bar  to'  transactions  involving  turnovers  ot  securities  and 
property,  which  with  lower  surtax  rates  would  be  accomplished  and 
thus  yield  substantial  new  revenue  to  the  Government.  The  total 
net  income  subject  to  the  hieher  rates  is  rapidlv  dwindling,  and 
funds  whicl^  would  otherwise  oe  invested  in  productive  enterprise 
are  being  driven  into  fields  which  do  not  yield  taxable  income.  The 
total  estimated  revenue  from  the  surtaxes  under  existing  law  is 
about  $500,000,000  for  the  taxable  vear  1921.  The  estimated  yield 
for  the  year  from  the  surtax  rates  above  32  per  cent  would  be  about 
$100,000,000.  The  immediate  loss  in  revenue  that  would  result 
.from  the  repeal  of  the  higher  surtax  brackets  would  be  relativdy 
small,  and  tne  ultimate  effect  should  be  an  increase  in  the  revenues. 

3.  Retain  the  misceUaneou's  specific-sales  taxes  and  excise  taxes, 
including  the  transportation  tax,  the  tobacco  taxes,  the  tax  on 
admissions,  and  the  capital-stock  tax,  but  repeal  the  minor  ''nui- 
sance" taxes,  such  as  the  taxes  on  fountain  drmks  and  the  miscella- 
neous taxes  levied  under  section  904  of  the  revenue  act,  which  are 
difficult  to  enforce,  relatively  unproductive,  and  unnecessarily 
vexatious.  The  repeal  of  these  miscellaneous  special  taxes  would,  it 
is  estimated,  result  in  a  loss  of  about  $50,000,000  in  revenue.  The 
transportation  tax  is  objectionable  and  I  wish  it  were  possible  to 
recommend  its  repeal,  but  this  tax  produces  revenue  in  tne  amount 
of  about  $330,000,000  a  year  and  could  not  safely  be  repealed  or 
reduced  unless  Congress  is  prepared  to  provide  an  acceptable  substi- 
tute. The  Treasury  is  not  prepared  to  recommend  at  this  time  any 
general  sales  tax,  particularly  if  a  general  sales  tax  were  designed  to 
supersede  the  highly  productive  special  sales  taxes  now  in  effect  on 
many  relatively  nonessential  articles. 

4.  Impose  sufficient  new  or  additional  taxes  of  wide  application, 
such  as  mcreased  stamp  taxes  or  a  license  tax  on  the  use  of  automo- 
biles, to  bring  the  totfd  revenues  from  internal  taxes,  after  making 
the  changes  above  suggested,  to  about  $4,000,000,000  in  the  fiscal 
years  1922  and  1923.  The  only  way  to  escape  these  additional 
internal  taxes,  to  an  aggregate  amount  of  between  $250,000,000  and 
$350,000,000,  will  be  to  make  immediate  cuts  in  that  amount  in 
current  expenditures.  In  the  event  that  this  should  prove  impossible, 
it  might  be  feasible  to  provide  perhaps  as  much  as  $100,000,000  or 
$150,000,000  of  the  necessary  revenue  from  new  duties  on  staple 
articles  of  import,  and  the  balance  by  taking  more  effective  steps  to 
realize  on  back  taxes,  surplus  war  supplies,  and  other  salvageable 
assets  of  the  Government. 

5.  Adopt  necessary  administrative  amendments  to  the  revenue 
act  in  order  to  simplify  its  administration  and  make  it  possible, 
among  other  things,  for  the  Commissioner  of  Internal  Revenue,  with 
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xh»  approval  of  the  Secretary  of  the  Trea»sry  sad  the  eooaent  of 
the  Uxpayer,  to  make  Anal  det^xnination  and  settlement  of  tax 
oaso8«  in  this  connection  it  would  be  well,  in  the  interest  of  faimesfr 
and  in  order  to  simplify  the  administrative  problem,  to  provide, 
under  proper  safeguardsr  for  carrying  foiward  net  losses  of  one  year 
<^  a  dtnluction  from  the  income  of  snceeeding  years. 

I  suRi^ost  for  the  consideration  of  CcMigress  that  it  may  ako  be 
bk^ivisHoIe  to  take  action  by  statute  or  by  constitutional  amendment, 
wh<rn^  iicceHsary,  to  restrict  further  issues  of  tax-exempt  securities, 
tt  ^<  tuiw  th(^  policy  of  the  Federal  Government  not  to  issue  its  own 
I  v*l.>i4gfH(ion9  with  exemptions  from  Federal  surtaxes  and  profits  taxes, 

I  ^Hjii  StatOH  an<i  municipalities  are  issuing  fully  tax-exempt  securities 

t^.  ttt'Ht  vohime.  (t  is  estimated  that  there  are  outstanmng  perhaps 
1^l,»ViHHi.(MK),()()()  of  fully  tax-exempt  securities.  The  existence  of 
'  't.t<  luHSN  of  oxempt  securities  constitutes  an  economic  evil  of  the 
>MsLt  iUAKl)i^ii<'^'  1^  continued  issue  of  tax-exempt  securities 
I'^u^HU'H^^'N  tho  ^owth  of  public  indebtedness  and  tends  to  divert 
t  uf*itHl  from  profluctive  enterprise.  Even  thouj^  the  exemptions  of 
^»u.UuiuiinK  necurities  can  not  be  disturbed^it  is  important  that  future 
ir«iUvv<  Uo  (controlled  or  prohibited  by  mutual  consent  of  the  State  and 
^X'^U^^'wl  (Joveniments. 

i  aiu  Monding  a  copy  of  this  letter  to  Senator  Penrose  as  chairman 
^•i  Uw  (*ominittee  on  Finance. 

(  <UhU.  of  course,  be  glad  to  hold  myself  and  the  Treasury  experts 
<»*  iv^duuHM  to  answer  any  call  from  the  conmuttee  and  to  supply 
v(<v^^  (urUuif  information  with  regard  to  the  condition  of  the  Treasury 
k'^\{  Ou^  'rr<^nMury\9  revenue  recommendations  as  the  committee  may 

\'l^rv  truly y  yours, 

A.  W.  Mellon,  Secretary. 

l[\\k\    Jn^K'I'U    W.  FORDXEY, 

i'hitirrMin  Committee  on  Ways  and  ilean^, 

Bouse  of  Eeprest:ntativ€S. 
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[On  basis  ofdaUy 


lilK'HipU. 


I  lll«(l 


July  1  to 
Hept,  90, 1902. 


H40,M3,390.81 

aM,7»,  101.08 

'iU,M2,8l6.77 

1,008,  gDH.A8 


1,  MO.  074,  Ml  M 


Oct.  1  to 
Dec.  81, 1090. 


$66^000,240.83 

787,580,600.78 

370,338,110.27 

200,900,310.80 

8,607,734.82 


1,477, 448, 014.  M 


Jan.  1  to 
Mar.  31, 1821. 


867,842,176.13 

852,277,01&48 

318»0OQ^14&.S7 

142, 840^  43a.  13 

5»  658^787. 00 


1,387.519.466.60 

. \ 
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I  '  B., 

'     July  7, 1920,  to  Mar.  St,  2921;  with  comparative  figures  and  total  expenditures  for 
,     year  1920. 

Treasury  statements.] 
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Mar.  31, 1921.       ^^^'  ^'  ^*'*- 

Oct.  1  to 
Dec.  31,  1019. 

Jan.  1  to 
Mar.  31, 1020. 

Total,  July  1, 

1910,  to 
Mar.  31, 1020. 

Total.  July  1, 

1919.  to 
June  30, 1020. 

$14,645,396.17 

293,5ia81 

6,393,786.78 

360,613,30a06 

840,886,234.15 

«   12,567,421.54 

37,965,686.89 

505,563,118.59 

251,883,215.90 

95,463,129.07 

24,886,296.20 

6,014,350.57 

97,614,765.50 

592,967,304.18 
17,630,563.17 
00,353,411.42 
79,275.210.17 
16,141,241.40 

650,331,966.37 

$6,116,00a53 

52,26a  96 

4,065,504.80 

108,605,056. 91 

653,552,919.09 

4,178,182.01 

813,601.33 

286,406,326.16 

70,176,666.60 

13, 362,  m.  17 

4,775, 68a  53 

1,404,09&48 

334,768,016.83 

431,756,376.71 
19,475,735.42 

204, 062, 45a  80 

12, 34.%  102.  .35 

5,776,521.84 

136,902,789.29 

$5,216,888.01 

5,532,641.73 

3,776,71&74 

41,329, 80a  46 

307,718,768.29 

4,589,818.97 

18,397,560.58 

174,406,117.70 

70,736,076.23 

10,606,039.63 

5,021,36a  10 

1,160,488.51 

106, 028, 17a  88 

82,036,307.93 

158,043,854.33 

105,356,575.54 

8,756,209.05 

4.933,274.01 

330,018,776.70 

$4,706,854.96 

508,066.90 

8,240,647.06 

120,478,304.40 

350,334,307.14 

4,380,667.06 

0,463,485.56 

160,373,006.63 

69,374,034.96 

18,538,376.30 

8,873,799.87 

1,985,647.11 

93,370,446.40 

362,707,518.56 
13,606,406.26 

101,003,300.13 

20,213,867.98 

4,804,866.50 

197,071,746.28 

$15,009,743.53 

6,177,060.59 

11,111,961.40 

364, 504, 06a  n 

1,301,605,888.52 

13,088,368.98 

38,674,736.47 

631,364,450.58 

310,276,666.80 

50,406,613.00 

18,660,740.50 

4,640,834.10 

433,100,634.10 

776,500,203.20 

144,962,712.65 

17,703,575.14 

41,315,260.38 

15,516,622.41 

661,923,312.27 

$10,327,708.72 

6,675,517.58 

13,566,02142 

322,315,627.43 

1,610,587,380.86 

17,814,896.18 

50,040,295.07 

736,031,456.43 

270,344,660.87 

65,516,393.14 

30,010,737.75 

5,415,358.40 

580,565,649.61 

1,036,672,157.53 

1328,472,186.61 

350,338,401.70 

50,460,306.17 

19,967,808.41 

1,020,251,622.28 

3.686,131,858.57 
4,968,202.34 

2,161.6n,485.86 
8,014,830,75 

1,341,912,078.30 
'5,180,657.34 

1,135,800,818.20 
4,970,611.11 

4,639,584,382.45 
7,795,781.52 

5,945,397,399.01 
4,399,^7.00 

3, 681, 143,566. 23 
11, 050, 412. 2S 

,      73,806,607.44 
16.781.330.79 

2,153,856,655.11    1,347,101,736.73 

1,501,343.86          3,701,460.35 

253,931,045.99  •      86,788,968.10 

1, 130,830,207.  »>9 

3,461,482.71 

47,000,000.00 

4,631,788,597.93 

8,667,286.92 

387,720,914.09 

5,940,097.552.01 

11,363,714.01 

421,337,028.09 

29.643, >46. 17 

.%  783, 771,906. 74 

2,100,202,044.96 

1,437,502,164.18 

1,181,291,6.^.80 

5,028,176,798.01 

6,403,343,811.21 

6,236,180.000.00 

1%,  031, 752. 06 

130.711.09 

146;  300. 00 

3,583.800.00 

17,t)66,g00.00 

31,008,600.00 

145.934,150.00  | 

5,715,415,820.00 

52,650,  a33. 07 

156, 15a  00 

13,000.00 

40,060,000.00 

27,805,550.00 

120,005,100.00 



2,104,387,882.07 

48,180,560.48 

258,Oia28 

20,463,100.00 

90,040,900.00 

150,117,850.00 

105,666,300.00 

4,548,031,700.00 
50,301,567.58 
47,  (JOS.  19 
4,015,450.00 
22,731,500.00 
61,000,350.00 
41,061,400.00 
72,500,000.00 

4,61.'),  535. 00 

12,368,705,402.97 

151,222,160.13 

462,608.47 

21, 401,. 550. 00 

162,732,400.00 

339.033,750.00 

266,782,800.00 

72,500,000.00 

17,227,041.75 

15,580,117,438.53 
300,982,034.62 
509,165.07 
.32,336,700.00 
241,114,200.00 
296,300,800.00 
405,222,800.00 
219,001,500.00 

14,154,801.00 
6.577,837,01.M5 

6,081,472.50 
5,962,307,425.57 

6,530,034.35 

23,421.164.30 

2, 535, 543, ')76. 08 

4,  .S05, 301, 100. 77 

13,  .303, 157, 103. 32  ' 

17,038.039,723.62 

c. 

to  Mar.  31,  192 1\  with  comparative  figures  and  total  receipts  for  the  fiscal  year  1920. 
Treasury  statements.] 


Total,  July  1, 

10i),to 
Mar.  31, 1021. 

July  1  to 
Sept.  30, 1019. 

Oct.  1  to 
Dec.  31, 1991. 

Jan.  1  to 
Mar.  31, 1030. 

Total,  July  1, 

1010,  to 
Mar.  31, 1920. 

Total,  July  1, 

1919, to 
June  30, 1020. 

$217,030,441.86 

2,480,481,849.02 

1,088,964,457.07 

558,293,56^.39 

0,360,430.84 

$66,376,133.37 

1,017,556,093.72 

364,613,848.61 

189,401,006.28 

1,029,900.17 

1 
$75, 492, 351. 03  •    $89, 785, 412. 17 

985,767,736.31   1,014,882,285.08 

370,037,175.30      372,004,615.03 

149, 171, 837. 94       106, 017, 668. 41 

1,738,013.29          1,316,016.53 

$331,553,886.47 

3,018,206,114.11 

1,115,644,638.93 

444,500,506.63 

3,073,038.08 

$322,002,650.39 

3,044,040,287.75 

1,460,082,286.91 

960,066,422.38 

5,664,741.45 

4,355,038,744.08 

1,638,875,970.15 

1,501,187,114.77 

1,583,005,991.20 

4,813,069,065.12 

6,604,565,388.88 
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12-  LNTEKNAL  Bl^VENUE. 

the  appro vaJf  of  the  Secretary  of  the  Treasury  and  the  consent  of 
the  taxpayer^,  to  make  lin^l  determination  and  settlement  of  tax 
cases.  In  this  connection  it  would  be  well,  in  the  interest  of  fairness- 
and  in  order  to  simplify  the  admiiustrative  problem,  to  provide, 
under  proper  safeguards,  for  carrying  forward  Ji;iet  losses  of  one  year 
as  a  deduction  from  the  income  of  succeeding  years.   . 

I  surest  for  the  consideration  of  Congress  that  it  may  also  be 
advisable  to  take  action  by  statute  or  by  constitutional  amendment, 
where  necessary,  to  restrict  further  issues  of  tax-exempt  securities. 
It  is  now  the  policy  of  the  Federal  Government  not  to  issue  its  own 
obligations  with  exemptions  from  Federal  surtaxes  and  profits  taxes, 
but  States  and  municipalities  are  issuing  fully  tax-exempt  securities 
in  gr^at  volume.  It  is  estimated  tha.t  t&re  are.  outstanding  perhaps 
$10/000,000,000  of  fully  tax-exempt  securities.  The  existence  of 
this  mass  of  exempt  securities  constitutes  an  economic  evil  of  the 
first  magnitude.  The  continued  issue  of  tax-exempt  securities 
encourages  the  growth  of  public  indebtedness  and  tends  to  divert 
capital  from  productive  enterprise.  Even  though  the  exemptions  of 
outstanding  securities  can  not  oe  disturbed,  it  is  important  that  future 
issues  be  controlled  or  prohibited  by  mutual  consent  of  the  State  and 
Federal  Governments. 

I  am  sending  a  copy  of  this  letter  to  Senator  Penrose  as  chairman 
of  the  Committee  on  Finance. 

.  I  shall,  of  course,  be  glad  to  hold  myself  and  the  Treasury  experts 
in  readiness  to  answer  any  call  from  the  committee  and  to  supply 
such  further  information  with  regard  to  the  condition  of  the  Treasury 
and  the  Treasury's  revenue  recommendations  as  the  committee  may 
desire. 

Very  truly,  yours, 

A.  W.  Mellon,  Secretary, 

Hon.  JO&EPH   W,  FORDNEY, 

Chairman,  Committee  on  Way^f  and  Means ^ 

Bouse  of  Representatives. 
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INTERNAL  REVENUE. 


B. 

Preliminary  statement  showing  classified  expenditures  of  the  Government  from 

the  fiscal 

lOn  basis  of  dally 


Ordinary: 

Legislative  establishment 

Executive  proper 

State  Department 

Treasury  Department 

War  Department 

Department  of  Justice .  *. 

Post  Office  Department 

Navy  Department 

Interior  Department 

Department  of  Agriculture — 

Department  of  Commerce 

Department  of  Labor 

United  States  Shioping  Board 


Federal  control  of  transportation  ssrstems,  and 

transportation  act,  1020 

War  Finance  Corporation 

Grain  Corporation 

Other  Indenendent  offices  and  commissions 

District  of  Columbia 

Interest  on  public  debt 


July  1  to 

Oct.  1  to 

Sept. ;»,  19£0. 

Dec.  31,1920. 

|4,»)0,39l.Q2 

$4,908,622.01 

1542,757.71 

587, 421. 88 

2,322,749.39 

1,827,909.99 

96,098,41a  19 

82,724,413.76^ 

274,367,808.97 

268,000,064.23 

4,183,089.23 

3,958,629.16 

1,407,168.05 

10,603^201.47 

161,294,823.36 

168^805^503.61 

87,118,246.56 

82, 244, 026.  ?5 

33,993,228.76 

28»g75,392.46 

10,768»625.62 

7,150^954.20 

2,]53,50a97 

2^783,299.26 

33,986,454.67 

01,402,975.86 

193,683,743.50 

185,186,288.24 

22,238,356.21 

123,510,03L64 

Total 

Deduct  undasslfled  repayments,  etc. 


90,353,411.42 

20,458,185.12 

5.016,212.98 

136,351,254.07 


Total 

Panama  Canal 

Purchase  of  obllgatlon.s  of  forelKu  Governments. 
Purchase  of  Federal  farm-loan  bonds 


1,180,081,99L37 
«898,15L75 


1,180,980,148.12 

2,965,.34L14 

57.201,033.53 

9,702,438.86 


Total  ordinary '1.250,849,556.65 


Public  debt: 

Certificates  of  indebtedness  redeem  d 

War-savings  securities  redeemed 

Old  debt  Items  retired 

First  Liberty  bonds  retired 

Second  Liberty  bonds  retired 

Third  Liberty  bonds  retired 

Foartlv  Liberty  bondsretired 

Victory  notes  retired 

National-bank  notes  and  Federal  reserve  bank 
notes  retired 


Total  public  debt . 


2,290,363,000.00 

38,170,798.30 

08,58L81 

49,50a00 

l,070,90a00 

12,782,950.00 

28, 110, 4.5a  60 

5. 268, 45a  00 

3,923.636.00 


24,678,028L71 

5,899,aoa33 

342,067,6ia37 


1,256, 293,  Oia  25 
8,457,743.63 


1,247, 886,  aak  62 
3,063,590.56 


6,266,919.22 


1,257,164,776.40 


Jan.  1  to 
)Car.31,1921. 


248, 

181, 790, 

307,618, 

4,425, 

25, 956, 

177,462, 

82, 520, 

32,494, 

6,966, 

1.277, 

2,225, 


483.14 
846.64 
127.40 
477.00 
:j50. 95 
703. 15 
317. 37 
791.62 
943.00 
508.75 
718.38 
400.34 
335.06 


214,217,272.44 
16,367,886.74 


^,138,426.34  ' 

5,226,87L18 
171,906,  lOL 93  i 


1,249,756,856.95 
•2,571,299.54 


1,^^2,828,156.49 

5,921,480.58 

16.095,063.91 

812,962.71 


2, 408, 091, 50a  00 
41.767,783.44 
43, 78a  69 
.'»5.O5aO0 
1,102,450.00 
,3.094,  laaOQ 
'^6^9*1.00 
15, 177, 350. 4» 

3, 615, 105. «) 


2,379.808,266.11 


2,5ft5,469,099.03 


1,275,757,663.69 


1,632. 559. 65a  01 


1,447, 722, 60a  00 
46,103.171.32 
18,368.09 
41.750.00 
1,410,450.00 
l,789,80aoO 
3,360,20aOO 
126, 488, 85a  00 

6,616,060.00 


'3. 
"•1 


:5, 


•.♦, 


-'1 
n 

•I 


1  Deduct  excess  oi  credits. 


sAdd. 


C. 

Preliminary  statement  showing  classified  receipts  of  the  Government  from  July  /,  1920, 

[On  basis  of  dally 


Receipts. 


Customs 

Internal  revenue: 

^    Income  and  profits  tax . 

■   Miscellaneous 

Miscellaneous  revenue 

Panama  Canal  tolls,  etc 


Julv  1  to 
Sept.  to,  1902. 


884,058,024.90 

840,653,320.81 

399,72^19L93 

214,642,816.77 

1,098,908.53 


Total 1,640,074,262.94 


Oct.  1  to 
Dec.  31, 1920. 


106,089,240.83 

787,550,609.73 

370,338,119.27 

200,909,3ia39 

2,607,734.82 


1,427,44^014.64 


Jan.  1  to 
Mar.  31, 1921. 


867,842,176.13 

852,277,918.48 

318,900^145.87 

142^  840,438. 13 

5^058^787.99 


1,387.519,466.60 
^ 
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B.  . 


July  7,  1920,  to  Mar.  31  ^  192  J;  Vfiih  comparaHve  figures  and  total  expenditures  for 
year  1990. 

Treasury  statements.] 


Mar.  31, 1921.    I   8«Pt.  30,  WW- 


Oct.  1  to 
Dec.  31, 1919. 


S14,d45, 

293, 

6,392, 

360,613, 

848,886, 

,    12,567, 

37,965, 

505,563, 

251,883, 

95,463, 

24.886, 

6,914, 

97,614, 


396.17 
5ia81 
786.78 
300.95 
234.15 
421.54 
686.80 
118.50 
215.90 
129.97 
206.20 
359.57 
765.50 


592,987,304.18  | 
1  7,639,563. 17 
90,353,411.42 
79,275,210.17 
16,141,2(14.49 
650,324,966.37 

3.686,131,858.57 
4,988,292.34 


66,116,000.63 

52,260.96 

4,065,564.80 

102,695,955.91 

653,552,919.00 

4,178,182.91 

813,691.33 

286,496,326.16 

70,176,666.60 

12, 362,  m.  17 

4,  n5, 680. 53 

1,494,698.48 

234,702,01682 

431,756,376.71 

19,475,735.42 

204, 062, 45a  80 

12, 34.5, 102.  .35 

5,778,521.84 

136,902,789.29 


$5,216,888.01 

5,532,641.73 

3,n6,71&74 

41,329,800.46 

397,718,763.29 

4,520,818.97 

18,397,550.58 

174,405,117.79 

70,736,076.22 

19,606,039.63 

3,021,360.10 

1,169,488.51 

106, 028, 17a  88 

82,036,307.93 

158,043,854.33 

1  95, 356, 575. 54 

8,756,299.05 

4,983,274.01 

330,aiS,776.70 


2,161,871,485.86    1,  Ml,  91 2, 078. 39 
8,014,830.75  ,     ^3,189,657.34 


3.681,148,566.23   2,153,856,655.11    1,347,101,735.73 
11,950,412.28  1,504,343.86  ,        3,701,460.35 


73,896,697.44 

16,781,320.79 


253,931,945.99  >      86,7vS8,968. 10 


••^« 


3 ,  783, 771 ,  996. 74   2, 100, 292, 941. 96 


6,236,180.000.00 

1%,  031, 752. 06 

139,711.09 

146,300.00 

3.583,800.00 

17,666,900.00 

34,008,600.00 

115.93^150.00 


.5,715,415,820.00 
52,650,333.07 
156,150.00 
i  13,000.00 

!  40,060,000.00 
I  27,895,550.00 
.     120,005,100.00 


1,437,592,164.18 


14, 154, 801. 00  ,        6, 081 ,  472. 50 
6, 577, 837, 015. 15    o,  962, 307, 425. 57 


2,104,387,882.97 

48,180,569.48 

258,910.28 

20,463,100.00 

99,940,900.00 

150,117,850.00 

105, 666,  .%0. 00 


6,530,034.25 


2,535,545, ')76.i)8 


Jan.  1  to 
Mar.  31, 1920. 


•4,706,854.96 

508,056.90 

8,349,647.95 

120,478,294.40 

250,334,307.14 

4,380,667.05 

9,463,485.56 

160,373,006.63 

69,374,034.98 

18,538,376.20 

8,872,799.87 

1,985,647. 11 

92,370,446.40 

362,797,518.56 
13,606,406.36 

191,003,300.13 

20,213,867.08 

4,804,866.59 

197,971,746.28 


1,135,800,818.20 
4,970,611.11 


1,130,830,207.09 

3,461,482.71 

47,000,000.00 


1,181,291,6.19.80 


4,548,931,700.00 
50,301,557.58 
47,608.19 
4,015,450.00 
22,731,500.00 
61,0Q0,&'K).00 
41,061,400.00 
72,500,000.00 

4, 61.5,  .585. 00 


4,805,304,100.77 


Total,  Jaly  l, 

1919,  to 
Mar.  31, 1920. 


•15,069,743.62 

6,177,959.69 

IL  111,  961. 40 

264,504,06an 

1,301,605,888.52 

12,968,368.98 

28,674,736.47 

621,364,450.58 

210,276,665.80 

50,406,613.00 

18,660,740.50 

4,640,834.10 

433,100,634.10 

776,590,203.20 

144,963,712.65 

17,708,575.14 

41,315,260.38 

15,516,622.44 

661,923,312.27 


Total.  July  1, 

1919,  to 
June  30, 1920. 


4,639,584,382.45 
7,795,781.52 


4,631,788,597.93 

8,667,286.92 

387,720,914.09 


•19,327,708.72 

6,675,517.58 

13,566,034.42 

322,315,627.43 

1,610,587,380.86 

17,814,898.18 

50,049,295.07 

736,021,456.43 

379, 344, 66a  87 

65,546,393.14 

30,010,737.75 

5,415,358.40 

530,565,649.61 

1,036,673,157.53 

1338,473,186.61 

350,338,494.70 

59,469,305.17 

19,987,806.41 

1,020,251,622.28 


5,945,397,399.04 
4,399,<*47.00 

5, 940,  «97, 552. 91 

11,365,714.01 

421,837,028.09 

29,trJ3,'><6.l7 


5,028,176,798.94     6,403,343,841.21 


12,368,705,402.97 

151,222,460.13 

462,698.47 

24, 491,. 550. 00 

162,r32,400.00 

230.022,750.00 

266,732,800.00 

72,500,000.00 

17,227,041.75 


15, 589, 117, 458.  .53 
200,982,934.62 
509,165.97 
.^2,336,700.00 
241.144,200.00 
206,300,800.00 
405,222,800.00 
249, 001,. 500. 00 

23,421.164.30 


13,.303,1.57,103.32    17,038.039,723.62 


C. 


to  Mar.  31 J  1921',  with  comparative  figures  and  total  receipts  for  the  fiscal  year  1920. 
Treasury  statements.] 


Total,  July  1, 

1920,  to 
Mar.  31, 1921. 

July  1  to 
Sept.  30, 1919. 

Oct.  1  to 
Dec.  31, 1991. 

Jan.  1  to 
Mar.  31, 1930. 

Total,  July  1, 

1919,  to 
Mar.  31, 1920. 

/ 
Total,  July  1, 

1919, to 
June  30, 1930. 

!    S217,939,441.86 

,  2,480,481,840.02 

1,088,964,457.07 

;      558,293,56^29 

9,360,430.84 

•66,276,132.37 

1,017,556,092.72 

364,612,848.61 

189,401,006.28 

1,029,909.17 

•75,492,351.93 

985,767,736.31 

379,027,175.30 

140,171,837.94 

1,738,013.39 

•89,785,412.17 

1,014,882,285.08 

372,004,615.02 

106,017,663.41 

1,216,016.52 

•331,553,886.47 

3,018,306,114.11 

1,115,044,638.93 

444,590,506.63 

3,973,938.98 

•332,902,650.39 

3,944,949,287.75 

1,460,082,286.91 

900,966,422.38 

5,664,741.45 

4,355,038,744.08 

1,638,875,979.15 

1,591,187,114.77 

1,583,905,991.20 

4,813,969,085.12 

6,694,565,388.88 

53403—21- 


18  INTERNAL  REVENUE. 

D. 

Preliminary  statement  of  the  public  debt  Mar.  SI,  192 J, 
[On  the  basis  of  daily  Treasury  statements.] 

Total  gross  debt  Feb.  28,  1921. $24,051,684,728.28 

Public-debt  receipts  Mar.  1  to  31,  1921 $891, 017, 911.  58 

Public-debt  disbursements  Mar.  1  to  31,  1921 . .     962, 598, 242. 03 

Decrease  for  period 71, 580, 330. 45 

Total  gross  debt  Mar.  31,  1921 23, 980, 104,397.  83 

Note. — Total  gross  debt  before  deduction  of  the  balance  held  by  the  Treasurer  free 
of  current  obligations,  and  without  any  deduction  on  account  of  obligations  of  foreign 
Governments  or  other  investments,  was  as  follows: 

Bonds: 

Consols  of  1930 $599,724,050.00 

Loan  of  1925 118,489.900.00 

Panama's  of  1916-1936 48, 954, 180. 00 

Panama's  of  1918-1938 25, 947, 400.  00 

Panama's  of  1961 50, 000, 000.  00 

(Conversion  bonds 28, 894, 500.  00 

Postal  savings  bonds 11, 718, 240. 00 

$883,  728, 270. 00 

First  Liberty  loan 1,952,313,700.00 

Second  Liberty  loan , 3, 321, 731, 300. 00 

Third  Liberty  loan 3, 645, 081, 350. 00 

Fourth  Liberty  loan 6,360,364,000.00 

15, 279, 490, 350. 00 

Total  bonds 16, 163, 218, 620. 00 

Notes:  Victory  liberty  loan 4, 100, 453, 106. 00 

Treasury  certificates:  *  i 

Tax 1 ,  643, 886, 000. 00 

Loan 830, 7  26, 000. 00 

PittmanAct 247,375,000.00 

Special  issues 32, 854, 460. 00 

2,754,841,450.00 

War  savings  securities  (net  cash  receipts) 723, 659, 586. 89 

Total  interest-bearing  debt 23, 742, 172, 761. 89 

Debt  on  which  interest  has  ceased 10, 537, 310.  26 

Noninterest-bearing  debt 227, 394, 325.  68 

Total  gross  debt 23,980,104,397.83 
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INTERNAL   REVENUE. 


SALES  TAX— PROPONENTS. 

8TATBMBNT  OF  CHARLES  E.  LORD,  NEW  YORK,  N.  Y. 

The  Chairman.  Will  you  state  what  business  you  are  in  ? 

Mr.  LoKD.  I  am  in  the  drv  eoods  com^ooassion  business.  I  am 
also  president  of  the  Aberfoyle  Manufacturine  Co.,  of  Chester^  Pa., 
being  interested  in  cott(^n  and  textile  mills.  In  fact,  Mr.  Chairman, 
I  am  a  constituent  of  yours. 

The  Chaxkhan.  I  know  you  are,  Mr.  Lord.  I  ask  these  questions 
for  the  record,  so  that  they  will  get  in  the  stenographic  notes.  I 
know  you  live  there  and  have  your  Dusiness  there.  Do  you  represent 
any  association  in  addressing  the  committee  ? 

Mr.  LoBD.  No,  sir. 

The  Chairmajk.  Now,  will  you  proceed  in  your  own  way  to  state 
your  views  as  to  the  sales  tax  ? 

Mr.  Lord.  I  would  hke  to  be  permitted  to  define  my  status.  I 
notice  on  the  calendar  everybody  represents  some  association  except 
myself,  and  I  represent  a  blank,  I  woidd  like  to  fill  in  that  blanlk, 
if  I  may.  I  am  not  here  representing  any  organized  tax  movement. 
I  am  glad  to  cooperate  with  them  when  1  can  do  so  consistently.  I 
represent  ascertained  business  ^d  pubUc  opinion  to  an  extent 
greater,  perhaps,  than  any  other  one  man.    I  am  driven  by  the 

i)owers  and  opinions  which  I  must  respect.  I  am  like  the  man  who 
iberated  the  genii  from  the  bottle  and  then  could  not  put  it  back. 

Our  letter  "Taxing  the  Soap  Bubble"  was  reprinted  in  various 
forms  by  banking  and  mercantile  houses  all  over  the  country.  We 
traced  its  circulation  into  the  millions  and  then  stopped  trying  to 
keep  track  of  it.  Letters  came  from  every  section  oi  the  country, 
from  every  class  of  persons  and  institutions  and  business  organiza- 
tions. They  were  from  gr^at  bankers,  like  the  advisory  council  of 
the  Federal  Reserve  Board,  from  smsJl  cbimtrv  banks,  from  great 
merchants,  like  Mr.  Simpson  of  Marshall  Field  &  Co.,  down  through 
the  various  grades  to  the  little  country  storekeeper  in  the  Far  West; 
and  some  farmers,  cattle  raisers,  fruit  growers,  etc.,  and  in  this 
connection  I  would  ask  permission  to  read  a  brief  letter  received 
from  a  small  merchant  in  idaho  as  illustrating  that  the  humble  man 
as  well  as  the  larger  factors  are  alike  in  favor  of  a  sales  tax. 

The  Chairman.  Remember  that  this  committee  has  enough  letters 
to  fill  this  room  from  the  humble  man. 

Mr.  Lord.  Well,  this  is  rather  characteristic.  May  I  read  it  ?  It 
represents  the  mind  of  the  humble  man  i 

The  Chairman.  Yes;  go  ahead. 

Mr.  Lord,  A  copy  of  a  reprint  of  "Taxing  a  Soap  Bubble"  came 
to  us  some  months  ago.marJked  on  the  margin:  '^The  common  folk 
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i)ay  the  bill,  after  all,  and  when  they  pay  can  make  no  appreciable 
essening  of  the  awful  load/'     I  replied  in  a  brief  way  explaining  just 
the  sort  of  sales  tax  we  favored,  and  a  month  later  received  this  letter: 

vIdaho  F^iiLBy  l^HQ,  April  15, 1920. 
Messrs.  Galey  &  Xaub,  Naui  yhrk.    ••  .  *  •    ;     •  .  I 

Gentlemen:  We  are  glad  to  acknowledge  the  receipt  of  your  letter  of  March  29. 
We  are  with  vou  in  this,  whole-heartedly. 

We  organized  the  Idaho  Retail  Merchants'  Association  here  last  ni^ht^  with  repre- 
sentatives from  all  over  the  State  in  attendance.    On^  of  the  iaxBt  resolutions  adopted 
was  that  pertaining  to  the  tax  method  you  aldvocate.    We  shall  advocate  that  energet- 
ically. 
You  bet  we  are  with  you. 
YouiB,  cordially, 

Han&  P^tea^n  (Inc.)i  ^ry  QoQd$. 

Senator  JoNBs.  Do  you  call  the  writer  of  that  letter  one  of  the 
humble  men  of  the  country? 

Mr.  LoBi>.  I  call  him  a  small  merchant.  I  should  have  defined  it 
that  way  rather  than  as  an  humble  man.  I  have  here  letters  from 
individual  farmers  and  small  men.  I  brought  with  me  cross  sections 
of  my  files  illustrating  all  sections. 

The  Chairman.  We  have  thousands  of  letters  Kke  that.  Do  you 
think  that  conveys  any  logical  idea  of  the  natiu*e  of  the  sales  tax  f 
That  is  simply  the  indorsement  of  an  individual.  Now,  I  would  like 
you  to  address  yourself  to  the  logical  reasons  for  a  sales  tax  and  the 
possibility  of  its  administration. 

Mr.  Lord.  I  am  prepared  to  do  that,  Mr.  Chairman. 

The  Chairman.  That  letter  means  nothing,  in  my  opinion,  to  the 
committee,  because  we  are  flooded  with  such  letters.  The  committee 
wants  to  hear  you  and  we  want  you  to  get  down  to  business. 

Mr.  Lord.  My  purpose  was  to  define  my  status.  I  was  in  corre- 
spondence with  all  classes  of  people.  This  matter  of  taxation  is  a 
very  complex  one.  It  is  very  much  like  statements  made  about  the 
labor  proolems.  I  believe  these  complexities  are,  in  most  instance^! 
largely  self -created.  The  labor  problem  looked  at  en  masse  is  for- 
midable; attacked  in  detail,  it  is  readily  solved.  We  have  to  apply 
human  methods  and  common-sense  ideas,  and  I  would  like  to  see  tnose 
methods  applied  to  this  question  of  the  revenue. 

This  is  wnat  we  want:  A  budget  system  and  economy  in  appro- 
priations. My  mail  bristles  with  complaints  at  present  expenditures, 
waste,  and  loose  methods*  while  the  correspondents  are  apparently 
willing  to  cheerfully  bear  tne  legitimate  burden  arising  out  of  the  war. 
For  the  time  being,  however,  we  will  deal  with  the  figure  generallv 
quoted  as  representing  the  present  minimum  of  revenue  required, 
namely,  $4,000,000,000  annually. 

I  would  present  the  middle  of  the  road  proposal  that  so  much  tax 
be  levied  against  income  as  will  rest  there  and  be  truly  an  income  tax, 
not  so  high  as  to  force  inflation,  shifting,  and  evasion,  as  at  present, 
and  aim  to  obtain  by  that  means  $1,500,000,000;  that  the  present 
tobacco  taxes  and  sucn  other  excise  taxes  as  you  may  decide  to  retain, 
together  with  inheritance  taxes  and  customs  duties,  be  adjusted  to 
safely  produce  $1,000,000,000;  and  that  there  be  levied  upon  each 
and  every  business  involving  the  sale  of  any  commodities  or  mer- 
chandise, produced,  manufactured,  or  purchased  by  the  vendor  for 
sale,  a  tax  eoual  to  1  per  cent  of  the  gross  sales  of  such  business,  and 
that  the  tax  oe  collectible  monthly  or  quarterly  from  the  vendor,  who 
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shall  be  compelled  under  penalty  to  keep  a  true  record  of  his  sales, 
with  a  view  to  securing  in  that  way  the  additional  $1,500,000,000  of 
revenue  necessary  to  make  up  the  $4,000,000,000  referred  to.  The 
one  and  only  exemption  from  this  sales  tax  should  be  the  exemption 
of  all  sales  up  to  a  certain  amount,  as  perhaps  $4,800  a  year,  so  auto- 
matically freeing  from  the  tax  the  sales  of  small  farmers,  petty  traders, 
street  peddlers,  etc. 

I  do  not  advocate  a  sales  tax  as  an  additional  load,  but  to  replace 
sources  of  revenue  which  are  drying  up,  and  w,Skr  taxes  which  nave 
proven  injurious.  There  is  no  shifting  m  this  of  the  tax  burden  from 
the  rich  to  the  poor;  it  is  simply  recognizing  existing  facts  and  applying 
the  remedy. 

I  will  make  no  argument  against  the  excess-profits  tax,  as  its  evils 
are  now  clearly  recognized  ana  its  productivity  dwindling.  It  should 
go.  Instead,  a  flat  rate  on  the  net  mcome  of  corporations,  without  anv 
exemption  and  witiiout  requiring  any  computation  of  invested  capital, 
should  takes  its  place.  *  This,  even  at  a  reasonable  rate,  is  likely  to 
produce  as  mudh  or  more  revenue  than  can  now  be  derived  from  the 
existing  excess-profits  tax. 

When  the  excess^profits  tax  goes,  the  existing  high  surtaxes  as  ap- 
plied to  the  income  of  individuals  alone  or  in  partnerships  must  oe 
materially  scaled  down;  first,  because  not  to  do  so  would  force  part- 
nerships to  incorporate;  second,  because,  as  yoii  have  been  advised 
by  a  Treasury  expert,  largely  a  sponsor  of  the  present  scheme  of 
taxation,  surtaxes  above  the  30  per  cent  bracket  are  practically 
uncollectible  in  time  of  peace;  and  third,  because  heavy  surtaxes  on 
income  derived  from  the  profits  of  active  business  tend  to  produce 
the  same  inflation,  shifting,  and  other  evils  that  accompany  the  excess- 
profits  tax  on  corporations. 

I  would  prefer  a  graded  rising  normal  tax  as  4,  8,  12,  and  possibly 
16  per  cent,  but  if  you  wish  to  adhere  to  the  system  of  surtaxes,  they 
should  be  scaled  in  such  a  way  that  in  lopping  off  the  higher  brackets 
it  is  not  done  to  the  disadvantage  of  men  of  more  moderate  income, 
but  instead  a  measure  of  relief  should  be  extended  all  the  way  along 
the  line.  It  is  not  for  me  to  say  what  the  extreme  surtax  rate  should 
be;  that  would  depend  in  a  measure  upon  the  rate  of  the  normal  tax, 
but  I  doubt  if  the  two  combined  can  reach  a  higher  total  than  25  per 
cent  without  working  many  of  the  present  disadvantages.  You  will 
probably  find  it  wise  to  repeal  a  number  of  the  existing  excise  taxes 
and  sales  taxes  which  are  most  unpopular  and  irritating  and,  in  many 
instances,  not  largelv  productive  and  which  would  be  unnecessary 
from  a  revenue  standpoint  and  unfair  in  principle  if  a  low-rate  tax  is 
applied  to  all  sales. 

The  cutting  out  of  the  taxes  referred  to,  namely,  the  excess-profits 
tax  on  corporations,  the  high  surtaxes  on  individuals — both  already 
receding  as  revenue  producers — and  the  unpopular  so-caUed  soda 
water  and  other  special-sales  taxes,  can  work  mjurv  to  no  one,  can  in 
no  way  increase  the  burden  of  any  citizen  however  humble,  but  would 
work  a  tremendous  benefit  to  all  and  remove  the  brake  which  is 
operating  to  slow  up  our  whole  industrial  machine,  with  conse- 
quences which  we  now  all  feel.  It  should  ultimately  improve  our 
export  position^  as  the  coimtry  which  first  adjusts  its  after-war  tax 
burden  so  that  it  ceases  to  inflate  prices  will  be  in  the  most  favorable 
position  to  compete  for  trade  outside  its  own  borders. 
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In  the  administration  of  the  proposed  taxes,  it  would  seem  to  me 
that  with  the  elimination  of  the  invested  capital  computation  and 
other  complexities  of  the  excess-profits  tax,  the  reduction  and  sim- 
plification of  the  surtax  scale,  tne  elimination  of  a  mass  of  special- 
sales  taxes,  and  the  imposition  of  a  1  per  cent  tax  on  sales  of  mer- 
chandise, you  will  collect  the  revenue  with  the  least  burden  on  the 
average  man  and  with  much  simplified  and  less  costly  administration 
by  the  Government.  This  is  one  of  the  advantages  which  will  follow 
the  abandonment  of  the  invested  capital  computation,  and  the  taxing 
of  gross  sales  as  a  bulk  rather  than  individual  sales  of  selected  articles. 

from  current  experience  with  income  and  profits  taxes,  we  know 
that  from  one-half  to  two-thirds  of  the  requu*ed  revenue  must  be 
raised  from  other  sources.  Part  will  come  from  customs  duties, 
inheritance  taxes,  tobacco  taxes,  and  certain  stamp  taxes;  the 
remainder  must  come  from  sales  in  some  form;  and  the  proposition 
to  apply  the  tax  at  1  per  cent  on  the  gross  sales  or  turnover  ojt  mer- 
chandise has  the  advantage  that  it  is  easily  definable  and  simple  of 
administration.  We  know  what  a  sale  is,  we  "understand  the  term 
'* goods,  wares,  and  merchandise;"  every  dealer  has  a  record  of  his 
s^es,  and  any  ordinary  bookkeeper  in  a  mercantile  house  can  furnish 
the  total  of  a  month's  sales  witnout  expert  advice.  It  could  be  col- 
lected every  month  or  every  quarter  through  the  existing  machinery 
of  the  Government  at  little  cost  to  either  the  Government  or  the  tax- 

Sayer.  It  would  collect  a  large  part  of  the  taxes  as  they  accrue. 
lemg  definite,  at  a  low  rate  and  alike  to  all,  it  would  have  no  com- 
petitive influence  and  would  shift  without  loading,  resting  finally 
against  the  consumer  to  the  accumulated  amount  of  2^  to  3 per  cent, 
and  so  rest  on  his  purchases  or  commodities  only — not  on  his  rent  or 
doctor's  bill  or  amusements  or  other  items  that  make  up  half  of  the 
ordinary  family's  expenditures.  I  believe  it  would  instill  certainty 
for  imcertainty  into  ousiness  transactions,  remove  the  menace  of  a 
back  year's  tax  debt,  strengthen  commercial  credits  and  Government 
credit,  and  tend  to  reduce  costs  and  prices. 

I  would  have  the  application  of  tne  sales  tax  against  gross  sales 
made  by  the  vendor — not  against  transactions  separately:  and  the 
registration  of  every  dealer  and  vendor  with  the  internal  revenue 
collector  of  his  local  district,  with  a  nominal  fee,  as  $1.00  a  year, 
should  be  compulsory.  After  that  the  monthly  or  quarterly  check- 
ing up  of  the  names  and  collecting  of  the  tax  would  involve  the 
mmimum  of  difficulty  and  expense.  In  practice,  it  would  be  un- 
doubtedly found  that  the  tax  would  run  with  the  goods,  the  farmer 
or  producer  selling  at  the  bid  or  market  price  and  collecting  in  addi- 
tion the  amount  of  the  tax,  with  the  wholesaler  following  the  same 
course  and  adding  the  amount  of  the  tax  to  the  bottom  of  his  invoice; 
and  the  retailer,  not  wishing  to  present  a  tax  bill  to  his  customer, 
adding  his  1  per  cent  to  his  overhead  cost,  distributing  it  over  his 
total  sales  ratner  than  against  specific  articles;  the  pyramiding  of  all 
these  taxes  amounting  to  from  2  to  3i  per  cent  oi  the  final  sales 
price  to  the  consumer.  No  doubt  various  tables  demonstrating  this 
will  be  submitted  to  you,  I  will  submit  only  one,  showing  the  effect 
of  the  tax  as  applied  to  cotton  goods— take  a  yam-dyed  32-inch 
cotton  tissue  retailing  at  46  cents,  weighing  about  10  yards  to  a 
pound  and  made  from  combed  yams: 
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Ejftti  of  tax  a$  applied  to  cotton  goodt. 


Cotton,  I'S  incSies  (If  poimdB): 

Sale  by  crow«r  to  factor  at  31  ceot« 

Sale  by  factor  to  spinner  at  33  cents 

Yam  (1  pound),  gale  by  spinner  to  weaver  at  06  cents 

Dyes  ana  supplies  other  than  yam 

Clotfa  (10  jrards): 

Bale  by  weaver  to  jobber  at  26  cents 

Sale  by  jobber  to  retailer  at  :S1  cents 

Sale  by  retailor  to  eoasumer  at  45  oents 


Value. 

Tai. 

$0.51 
.55 
.95 
.20 

2.60 
3.10 
4.50 

■ , 

<aoo5i 

.0056 
.0005 
.0020 

.0260 

.a'lio 

.0450 

.1241 

1 

From  this  table  we  learn  that  although  the  cotton  passed  through 
seven  hands  in  the  course  of  its  manufacture  into  cloth  and  distri- 
bution,  and  paid  a  sales  tax  each  time,  yet  the  total  tax  represented 
but  12.4  cents  on  S4.50  worth  of  cotton  cloth,  or,  aa  stated,  less  than 
3  per  cent. 

.  lou  may  have  presented  to  you  other  sales  tax  proposals,  some 
broader  in  scope,  some  more  restricted.  The  broader  ones  would 
take  in  sales  of  real  estate,  capital  assets,  services,  etc.  The  re- 
stricted ones  would  tie  the  sales  tax  up  at  a  higher  rate  to  one  class 
of  traders. 

Senator  Watson.  What  do  you  propose  ? 

Mr.  Lord.  One  per  cent  on  goods,  wares,  and  merchandise. 

Senator  Watson.  That  is,  final  sales  ? 

Mr.  Lord.  No;  all  the  way  along  the  line. 

Senator  Watson.  Every  turnover  ? 

Mr.  Lord.  Every  turnover. 

Senator  Watson.  Every  turnover  in  sales  of  all  goods,  wares,  and 
merchandise  ? 

Mr.  Lord.  Yes,  sir. 

The  Chairman.  Your  table  refers  to  cotton  goods,  does  it  ? 

Mr.  Lord.  Yes. 

The  Chairman.  By  way  of  illustration,  will  you  state  the  different 
steps  bv  which  the  fabric  and  its  incident  procmcts  are  taxed  ? 

Mr.  Lord.  The  different  taxes  are  these:  Cotton— Sale  by  grower 
to  factor;  sale  by  factor  to  spinner.  'Yarn :  Sale  by  spinner  to  weaver. 
Dyes  and  supplies,  other  than  yarn.  Cloth — Sale  by  weaver  to 
jobber;  sale  by  jobber  to  retailer  and  sale  by  retailer  to  consumer. 

Senator  Watson.  How  many  turnovers  % 

Mr.  Lord.  Seven. 

Senator  Walsh.  What  would  you  do  if  the  same  company  spun 
the  varn  or  the  cloth  and  wove  it  ? 

Mr.  Lord.  Under  this  proposition  they  would  have  the  advantage 
of  the  saving  of  one  tax.  Of  course.,  you  gentlemen  know  that  it  is 
perfectly  feasible  to  put  a  tax  on  that  transaction.  I  will  illustrate 
that  matter  of  self-contained  process  companies  by  going  into  my 
own  business.  We  make  cotton  cloth.  We  do  not  spin  or  do  any 
of  the  other  processes.  We  have  capital  enough  and  could  go  into 
the  spinnmgof  it  ft  any  time.  We  have  not  done  so  from  deliberate 
choice.  We  go  into  the  market  and  buy  whatever  kind  of  yarn  is 
want^ed  and  make  the  kind  of  goods  wanted,  because  we  make  what 
is  desirable  at  the  time. 

Senator  Walsh.  A  good  many  companies  do  both. 
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Mr.  Lord.  Yes;  but  we  elected  to  do  the  other  way  and  found  it 
profitable,  and  the  item  of  1  per  cent  on  sales  would  have  no  bearing 
on  our  policy.  For  instance,  I  believe  the  spread  would  decrease  under 
such  taxation.  I  believe  if  you  are  a  single-process  company  and 
paying  profits  and  transportation  and  all  those  cnarges  to  the  different 
people  from  whom  you  are  buying,  you  are  paying  tax  to  those 

Jieople,  and  under  tfie  1  per  cent  proposition  that  spread  would  be 
ess  than  it  is  to-day. 

Senator  Smoot.  Specialties  are  growing  rapidly  throughout  the 
country,  and  I  have  no  doubt  but  what  they  will  m  the  future. 

The  Chairman.  Have  you  made  any  effort  to  estimate  what  the 
total  proceeds  of  taxation  under  this  system  would  be  to  the  Gov- 
ernment ? 

Mr.  Lord.  I  have  made  very  detailed  efforts,  Mr.  Chairman.  I 
took  the  abstract  of  the  United  States.  I  went  over  it  for  days  and 
picked  out  the  different  items  as  well  as  I  could:  You  gentlemen 
Know  how  difficult  it  is  to  pick  things  from  that  abstract.  I  did 
that  about  9  or  10  months  ago,  and  I  was  satisfied  that  it  would  pro- 
duce about  $2,000,000,000  then  at  the  prices  then  current.  I  also 
talked  with  Mr.  McCoy,  the  Actuary  of^  the  Treasury,  and  I  found 
that  he  had  made  similar  calculations  and  had  reacned  similar  re- 
•sults.  Allowing  for  depreciations  in  prices  and  all  that  has  occurred 
rsince,  I  am  still  of  the  opinion  that  such  tax  would  produce  $1,500,- 
000,000.  If  you  find  it  is  falling  short,  you  can  raise  the  rate  a 
quarter  or  a  half  per  cent.  If  you  find  it  is  producing  too  much 
revenue,  it  may  be  scaled  down. 

I  have  met  with  some  opposition,  and,  as  far  as  I  can  ascertain 
without  making  any  accusations  against  anyone,  there  is  a  class  of 
^corporations  naturally  opposed  to  a  sales  tax.  They  are  the  ones 
who  have  a  monopoly  of  an  article  and  who  are  already  fixing  their 
prices  so  as  to  extract  the  last  possible  penny  out  of  tne  consumer. 
They  doubt  their  ability  to  pass  it  along.  It  is  also  quite  possible 
that  overcapitalized  corporations  that  now  escape  with  a  moderate 
tax  will  oppose  it.  There  is  also  a  large  army  of  lawyers  and  such 
people  who  are  not  favorable  to  a  sales  tax. 

The  Chairman.  The  great  bulk  of  the  protest  that  the  committee 
is  receiving  seems  to  come  from  Jabor  organizations,  frfiltemal  bodies, 
and  agriciQtural  societies. 

Mr.  Lord.  I  have  met  with  a  few  of  such  people.  I  have  met  with 
opposition  from  small  bodies  and  laboring  men  in  my  home  town, 
I  have  talked  to  them  about  the  sales  tax  and  found  them  opposed 
to  it  because  they  did  not  understand  it.  ^  When  I  finished  explaining 
it  to  them  I  found  that  they  were  a  imit  for  it.  I  explained  it  to 
them  saying,  *' Gentlemen,  any  tax  has  to  come  out  of  consumption. 
You  get  it  m  one  form  or  another,  no  matter  how  it  is  camounaged. 
Here  is  the  way  it  is  proposed  to  do  it.  There  will  be  1  per  cent 
tax  on  sales.  We  will  Imow  what  you  are  paying.  We  will  all 
know.  The  thing  will  not  have  to  be  made  up  to  meet  anything 
indefinite.'*  They  say,  "We  see  it."  A  little  Italian  organization 
in  Tarrytown,  N.  i .,  said,  "We  can  not  imderstand  this  thing  unless 
it  is  explained  to  us. "  That  opposition  you  get  is  from  men  who 
do  not  understand  the  proposition.  They  are  confused  by  all  of 
these  proposals.  We  have  stuck  to  one  thing  and  have  refused  to 
be  diverted  into  any  of  these  side  channels.     The  leading  objections 
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that  have  heen  arrajed  against  it  by  the  experts  and  that  class 
of  people  have  narrowed  down  U>  three  or  four.  One  gentleman  who 
wiU  aadrees  you  to^av  told  me  that  he  had  been  converted  to  the 
salea  tax  from  those  who  opposed  it. 

The  objections  to  a  commodity  sales- tax  have  been  aptly  described 
as  ^' Sales  tax  ghosts. "  They  have  been  abandoned  one  by  one  as  a 
better  understanding  of  the  matter  has  grown,  and  have  now  narrowed 
down  to  a  few  which  have  also  been  met  and  answered  but  still 
persist  in  some  minds.  These  are:  That  going  back  to  the  days 
of  Babylon  and  Ninevah,  then  down  through  history  to  modem 
Spain,  sales  taxes  have  been  applied  and  proved  failures.  The  high- 
wheeled  bicycle  of  40  years  ago  was  a  failure,  but  the  modern  low^ 
wheeled  bicycle,  a  success;  and  unfavorable  experiences  with  high 
rate  and  adjusted  sales  tax  of  the  past  only  emphasized  the  success 
of  the  low  rate  Philippine  sales  tax  of  the  present,  and  indicate  the 
possibiUty  d  even  greater  success  with  a  uniform  1  per  cent  com* 
modity  sales  tax. 

Senator  Walsh^  You  claim,  then,  that  although  ancient  history 
shows  that  sales  tax  is  a  failure,  modem  history  shows  that  it  is  a 
snccesB? 

Mr.  Ijord.  Yes,  sir;  and  I  also  claim  that  the  trouble  France 
found  with  the  French  tax  was  that  it  had  too  many  different  ratesj 
too  many  different  adjustments,  and  too  many  exemptions. 

Senator  Smoot.  Too  many  classifications  ? 

Mr.  Lord.  Yes,  sir.  The  Canadian  sales  tax  is  better  and  proves 
so  satisfactory  that  I  look  for  its  final  application  in  very  much  the 
same  form  as  I  have  recommended.  Ine  Philippine  tax,  which  is 
the  closest  to  my  recommendations  of  any,  is  the  most  satisfactorv 
of  all. 

Another  objection  is  that  of  political  prejudice,  a  belief  that  the 
taxes  are  being  shifted  from  the  rich  to  tae  poor,  but  this  argument 
is  breaking  down  as  it  is  being  realized  that  the  people  are  thor* 
oughly  dissatisfied  with  the  present  taxes  and  have  a  very  inteU^ent 
understanding  as  to  how  they  are  suffering  from  them.  The  result 
of  a  sales  tax  in  operation  will  be  so  beneficial  that  opposition  will 
melt  away,  as  it  has  in  the  PhiUppines,  and  public  support  and  ap- 
proval become  general. 

It  has  been  stated  that  a  sales  tax  would  bear  disproportionately 
on  those  of  small  income,  with  citations  as  to  average  per  capita 
income,  etc.  These  are  misleading,  as  only  a  portion  of  income  is 
spent  for  commodities,  which  already  under  existing  taxes  probably 
bear  a  higher  tax  load  in  their  prices  than  they  would  under  a  1  per 
•cent  sales  tax,  and  also  because  those  so  solicitous  are  themselves 
proposing  speciid  sales  taxes  which  would  bear  as  heavily.  Those  of 
small  incombc  enjoy  complete  exemption  from  inccHne  taxes;  a  little 
further  up  the  scale  of  living  the  taxpayer  begins  to  pay  an  income 
tax  in  aadition  to  a  sales  tax,  which  in  itself  is  larger  as  he  spends 
more  and  more  for  commodities,  and  taxation  continues  to  grow  as 
income  and  expenditure  expand. 

I  have  noticed. the  self-contradictory  objection  that  a  sales  tax 
both  increases  the  burden  of  the  consumer  because  it  is  shifted  to 
him.  and  absorbs  the  profit  of  the  dealer  because  he  can  not  shift  it, 
and  that  in  some  conceivable  condition  it  might  become  a  tax  on 
profit.     This  is  not  so.    Aside  from  the  contradiction  implied,  an 
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amount  that  bears  alike  upon  ev^ry  trader  can  have  no  efF^t  upon 
competition  and  no  effect  upon  profit. 

Tne  final  objection  raised  is  that  a  sales  tax  will  give  advantage 
to  a  self-contained  business  as  against  a  single-process  business. 
Typical  cases  analysed  show  that  the  total  advantage  inuring  t<>  a 
business  enterprise  carrying  on  several  consecutive  processes  m  the 
manufacture  or  distribution  of  a  commodity  i^inst  other  enter* 
prises  which  are  not  so  self-containad,  would  scarcely  reach  1  per 
cent  under  the  operation  of  a  sales  tax  at  the  rate  of  1  per  cent  on 
the  turnover.  It  is  a  sound  contention  that  that  difference  is  negli- 
gible. Multiple^process  concerns  and  sinple^process  concerns  at 
present  exist  side  by  side  in  the  same  line  of  business.  Each  has  its 
reasons  for  beine,  and  the  form  adopted  id  a  master  of  choice.  Each 
has  certain  welT-^understood  advantages  and  disadvantages.  Many 
concerns  now  find  an  advantage  in  specialising  upon  some  one 
product  or  one  branch  of  manufacture  or  distribution  and  are  paying 
a  profit  plus  transportation  charges  and  any  existing  tax  load  in  tlie 
materials  which  tney  buy.  How  can  they  be  affected  oV  influenced 
in  their  method  of  doing  business  by  an  item  as  small  as  1  per  cent  ? 
In  fact,  the  spread  or  difference  between  the  two  classes  of  concerns 
would  probably  be  decreased  rather  than  increased  by  the  change  in 
taxation  which  I  have  advocated. 

Senator  Watson.  Is  it  your  idea  that  the  excess-profits  taxes  are 
passed  on  to  the  ultimate  consumer  or  not? 

Mr.  Loud.  My,  belief  is  that  when  you  have  a  period  of  active 
business  they  are  passed  on.  Then  the  Government  has  a  revenue. 
When  you  have  a  period  of  business  that  is  more  or  less  depressed 
and  the  taxes  can  not  be  passed  on  j^ou  get  very  little  revenue.  It 
seems  to  mo  it  is  self-evident  that  as  prices  and  profits  rise  the  Govern- 
ment revenue  increases,  and  w^hen  you  have  a  condition  where  the 
E rices  are  low  and  you  can  not  recover  those  taxes  the  Government 
as  nothing  to  depend  on. 

Senator  Watson.  I  am  talking  about  the  ultimate  consumer. 
Is  there  any  tax  that  is  not  finally  paid  by  the  ultimate  consumer? 

Mr.  IjOrd.  There  are  some.  If  you  apply  income  taxes  in  such  a 
way  that  they  are  moderate  they  will  stay  where  they  are  put.  I 
believ^o  that  a  tax  of  possi))ly  12i  per  cent  against  the  income  of 
corporations  would  stay  there.  Secretary  Mellon  says  15  per  cent. 
I  have  not  to  do  with  the  figures. 

Senator  McCumber.  The  income  must  always  come  from  some 
kind  of  business. 

Mr.  I^RD.  The  income  must  come  from  sales. 

Senator  MoCumbkr.  And  the  man  that  pays  a  heavier  income 
chaises  the  bigger  price  for  the  goods,  whether  it  is  in  the  sale  of 
goocfe  or  personal  8er%'ico.  and  finally  the  ultimate  consumer  has  to 
pay  it  does  he  not  ? 

Mr.  IjOrd.  Yes,  sir:  J  think  that  is  a  fact  that  can  not  be  disputed. 

Senator  McCumber.  There  is  no  escape  from  it. 

Senator  Watson.  Do  you  believe  that  the  excess-profits  taxes 
have  been  made  the  machinery  or  the  vehicle  for  pyramiding  of 
prices  from  hand  to  hand  ? 

Mr.  Lord.  Yes.  I  am  connected  ^^^th  a  corporation.  Wo  have 
an  undetermined  item  staring  us  in  the  face.  We  naturally  want  to 
secure  as  much  net  income  as  possible  and  pay  our  dividends.     We 
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recover  a  wider  margin  of  profit?  whdn  we  can.  We  bavo  done  that 
deliberately  in  our  own'  corporations.  I  used  the  figure  10  per  oent. 
We  have  been  figuring  14  per  cent,  feriing  that  4  per  cent  went  into 
taxes. 

Senator  McCiimkbii.  Was  that  on  account  of  the  exceasi*proftt9 
taxes  or  a  higher  surtax,  or  both? 

Mr.  Tjord.  Excess-profits  taxes. 

Senator  McCumbeb.  You  are  talking  now  of  corporations 'il 

Mr.  Lord.  Ye9,  sir*  When  the  goods  went  from  the  corporation 
to  the  jobber  he  added  his  per  cent  to  oiu'  price.  Any  tax  teid  in 
our  price  has  had  a  bearing  on  his  percentage. 

Senator  Smoot.  And  he  nas  to  take  oare  of  his  excess  profits,  tool 

Mr.  Ix>RD.  Yes;  he  has  to  take  care  of  his  excess  profits,  too* 
Of  course,  it  is  an  endless  chain.  If  we  put  on  a  cxinaumption  tax 
it  is  plain  and  recognized  and  we  are  not  affaid  to  say  that  it  is  such. 
The  man  with  small  means  and  small  income  is  paying  only  that  tax 
and  no  other  tax.  He  is  not  paying  an  income  tax.  As  you  get  a 
little  further  up  the  man  pays  an  income  tax  and  a  sales  tax  and 
he  spends  more  money  for  all  that  is  taxed.  lie  not  only  pays  a 
higher  income  tax  but  more  sales  tax. 

If  I  did  not  believe  that  this  was  a  just  sdution,  that  it  would 
bring  us  down  to  where  we  wore  in  a  position  to  do  business  in  a 
normal  way,  where  we  were  in  a  position  to  compete  in  export 
business,  I  would  not  advocate  it;  but  it  seems  to  me  io  stana  to 
reason  that  the  coimtry  that  first  adjusts  this  bigger  after-the-twar 
load  and  does  not  inflate  prices  will  have  a  better  chance  gainst 
the  rest  of  the  world. 

Senator  Smoot.  You  mentioned  an  iszemption  of  S4,800  in  my  bill. 
I  placed  it  at  S6,000. 

Mr.  Lord.  That  was  purely  tentative.  It  is  a  matter  for  discus^ 
sion  and  decision.  I  thought  that  $4,800  would  not  mean  too  much 
in  a  political  way. 

Senator  Shoot.  PoliticB,  thoi^h,  means  a  great  deal,  I  will  saj 
to  the  witness,  and  I  fvkt  it  at  $6,000. 

Senator  Jonbs.  This  bill  is  to  be  raised  above  politics,  is  it  not  ? 

Senator  Smoot.  It  is  above  politics,  but  when  you  get  it  before  th^ 
Senate  and  the  Housepolities  appear. 

Senator  Watson.  Well,  you  oo  not  mean  partisan  politios  ?  . 

Senator  Smoot.  No;  not  at  all. 

Senator  MoCumbsb.  Before  you  leave  this  subject,  Mr.  I^ord,  I 
would  like  to  ask  if  you  have  made  a  computation  on  what  the  last 
turnover  would  amount  tol  Suppose  tnat  instead  of  having  a 
genersd  turnover  in  each  sale  we  nad  the  sale  to  the  ultimate  con<- 
sumer? 

Mr.  Losp.  I  think  that  theore  we  are  getting  into  a  maze  again.  I 
think  that  would  prove  a  nnstake..  . 

Senator  MoCuhbbr.  I  am  not  asking  you  whether  it  would  prove 
a  nustake  or  not;  I  am  asking  you  whether  you  made  a  computation 
of  what  the  last  turnover  would  be  at  a  1  per  cent  tax,  without  tak* 
ing  into  consideration  the  many  intermediate  turnovers  i 

Mr.  Lord.  I  have  made  a  computation  at  a  3  per  cent  tax,  and 
if  there  is  about  that  load  that  would  show  about  $1,500,000,000, 
one-third  of  what  the  1  per  cent  would  bring. 
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Senator  McCumbbr.  On  the  last  turnover  ? 

Mr.  Lord.  It  looked  to  me  that  it  would  produce  about  tliat. 

Senator  Smoot.  About  what  ? 

Mr.  Lord.  Three  per  cent  would  produce  about  $l;500,000,00(>y 
and  1  per  cent  would  produce  about  $500,000,000. 

Senator  Smoot.  I  think  that  is  right. 

Mr.  Lord.  But  that  makes  one  class  of  traders  the  collectors. 
Naturally,  they  will  object  alL  orer  the  country.  There  are  other 
objections  that  I  shall  not  take  up  the  time  of  the  committee  in 
discussing;  A  self-contradictory  objection  has  been  made  that  the 
tax  would  be  injurious  because  it  could  not  be  shifted,  and  that  it 
would  be  a  burden  on  the  consumer  because  it  was  shifted.  Now,  of 
course,  that  thing  is  not  only  self-contradictory,  but  it  seems  to  me 
it  ou^ht  to  be  evident  to  every  intelligent  business  man  that  a  tax 
that  IS  uniform  and  of  low  rate  and  applies  to  everything  has  no 
bearing  whatever  upon  profit.  A  tax  that  applies  to  everybody  in 
business  becomes  an  aosolute  negligible  element  in  conmiercial 
transactions,  and  will  have  no  bearmg  on  commercial  transactions. 

I  have  also  mentioned  the  matter  of  self-contained  business  as 
against  the  other,  and  I  will  ask  permission,  Mr.  Chairman,  to  leave 
With  you  two  or  Uiree  printed  articles  which  we  have  prepared  in 
which  we  discuss  our  Deposition  more  fully  and  meet  some  of  the 
objections  that  have' oeen  raised.  Those  articles  have  not  been 
prmted  for  propaganda  purposes.  We  have  nothing  to  do  with 
propaganda. 

"Hie  Chaxrmak.  Have  you  got  those  articles  with  you,  Mr.  Lord? 

Mr.  Lord.  I  have,  and  I  would  like  to  leave  them  with  you  as  a 
part  of  my  advocacy  of  th«  salea  tax* 

The  Chairman,  iou  had  better  give  one  to-morrow  morning  to 
each  member  of  the  committee.' 

Mr.  LdRD<  I  would  like,  then,  to  impress  two  pomts 

The  Chairman  (interposing).  Excuse  me.  I  suppose  you  refer  to 
this  article  entitled  '^^ Taxing  a  Soap  Bubble"  f 

Mr.  Lord.  That  is  the  one.  I' would  like  to  leave  the  original  paper 
that  started  this  discussion,  and  my  discussion  of  that  tentative 
report  of  the  National  Industrial  Conference  Board  Conamittee* 

The  Chairman.  Will  vou  kindly  send  me  about  a  hundred  copies 
of  these  pamphlets  for  tne  committee  and  for  the  Senate  f 

Mr.  Lord.  I  shall  do  so,  sir.  May  I  be  permitted  just  to  emphasize 
two  points  that  seem  very  clear  to' me.  Ohe  is  that  under  almost  any 
system  of  taxation  you  can  devise  a  large  portion  of  the  taxes  are 
going  to  come  out  o/  consumption.  The  other  is  that  if  you  avoid  all 
these  su^^tions  of  partial  taxes  of  services  and  real  estate  taxes 
and  all  those  confusing  and  difficult  definitions  of  adjustment  and 
adhere  to  a  straight  small  fifi^e  applied  generally,  you  have  no  com- 
petitive value  whatever.  You  will  hilve  no  effect  on  profits.  You 
will  have  a  f Victor  that  will  have  no  bearing  whatever  as  between 
man  and  man  and  merchant  and  merchant.     I  thank  vou. 
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8TATBKXNT  OF  HUGH  8ATTBBX.EB,  BBFEBSBNTINO  CTB  T&AJ>ES 
COX7NCIL  OF  THB  ICAKUFAOTUBJBRS'  CI«TJB,  PHILADBLPHXAi  PA. 

The  Chairman.  Mr*  Satterlee,  you  represent  the  Trades  Councdl 
of  the  MoDuf  acturers'  Club  ? 

Mr,  Satteblee.  Yes,  sir;  of  Philadelphia. 

The  CflAiKBfAN.  What  buBiness  are  you  engaged  in,  Mr.  Satterlee  i 
I  want  this  information  for  the  record. 

Mr.  Sattbblee,  Personallv  I  am  a  lawver. 

The  Chairman.  This  Trades  Council  of,  the  Manufacturers'  Club  is 
composed  laiigely  of  textile  manufacturers,  is  it  not  ? 

Mr.  Satterlee.  As  I  understand  it,  it  represents  every  considerT 
able  industry  or  business  in  Philadelphia  of  any  kind.  I  am  not 
very  fanuliar  personally  with  the  membership,  but  I  understand  that 
it  embraces  ail  the  trade  bodies,  the  Philadelphia  Chainber.of  Com- 
merce, the  Philadelphia  Board  of  Trade,  the  Commercial  Exchange, 
the  Maritime  Exchange,  and  the  various  industrial  and ,  business 
organizations. 

The  Chairman.  Will  you  proceed  now  in  yow  own  way,  Mr. 
Satterlee,  and  state  your  views  in  advocacy  of  the  sales  tax  ?        .    , 

Mr.  Satterlee.  I  should  like  to  say,  sir,  to  start  with,  that  the 
Trades  Council  has  asked  me  to  represent  them  here  because  my 
views,  in  a  general  waj,  accord  with  theirs,  a^d  on  the  general  prin- 
ciples which  I  intend  to  discuss  I  think  we  are  in  substantial  accord* 
So  far,  however,  as  concerns  any  details  I  may  express,  any  shades 
of  opinion,  they  are  my  own.    X  am  expressing  my  own  convictions. 

Senator  Walsh.  You  are  not  here  in  the  capacity  of  an  attorney, 
then? 

Mr.  Satterlee.  No.  I  am  here  to  represent  them,  but  not  as  aH 
attorney  retained  for  that  purpose. 

I  take  as  a  text  here  an  expression  in  a  recent  letter  of  the  Secretary 
of  the  Treasury,  in  which  he  said : 

The  Treasury  is  not  prepuned  to  recommend  at  thiB  time  any  senerttl  aalee  tax,  IMlr^ 
ticularly  if  the  genecal  ealee  tax  were  deaigned  to  'supersede  uie  hsj^hly  productive 
special  sales  taxes  now  in  effect  on  many  relatively  nonessential  articles.  I  expect 
tne  imposition  of  sufficient  new  or  additional  taxes  of  wide  application,  such  as  in- 
creased stamp  tax  or  a  license  tax  on  the  use  of  automobiles,  to  oring  a  total  rerentie 
from  internal  taxes,  after  making  the  changes  above  suggestedi  of  about  $4^00(>,0(K>^000. 

Just  previous  to  that  he  says  that — 

the  transportation  tax  is  objectionable,  and  I  wish  it  were  possible  to  recommend  its 
repeal,  but  this  tax  produces  revenue  m  the  amount  of  about  $330,000,000  a  year  and 
could  not  be  safely  repealed  or  reduced  unless  Congress  were  able  to  provide  an 
acceptable  substitute. 

We  propose  as  an  acceptable  substitute  a  turnover  tax  on  com* 
modities.  There  is  nothing  startling  or  hair  raising  about  a  turnover 
tax  on  commodities.  We  have  at  the  present  time,  of  course, 
examples  of  limited  turnover  taxes.  The  stamp  tax  on  conveyances 
of  real  estate  is  a  turnover  tax  of  one-tenth  of  1  per  cent.  The  10  per 
cent  tax  on  works  of  art  is  a  turnover  tax.  So  that  what  is  new  in  the 
development  of  the  turnover-tax  idea  is  its  extension  to  cover  all 
commodities.  It  might  be  extended  also  to  cover,  in  addition  to 
merchandise,  services,  the  use  of  property,  choses  in  action,  securities, 
etc.     But  for  practical  purposes,  and  without  going  too  far  into  it  now. 
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I  beliere  thftt  at  the  present  time  the  most  practical  turnoT«r  tax  is 
a  turnover  tax  on  goods.  Wares,  and  merchandise. 

The  turnover  feature  and  the  general  feature  of  extending  it  to 
all  goods,  wares,  and  merchandise,  together  with  the  result  that  is 
brought  about  bv  such  wide  application  and  making  it  possible  to 
impose  a  tax  as  low  as  1  per  cent  or  less  and  yet  raise  the  required 
revenue,  are  features  that  give  it  the  advantages  which  it  has. 

Now,  to  run  over  the  figures  roughly — and  these  are  very  rough, 
but  they  will  serve  as  weU  as  more  definite  figures.  According  to 
the  Treasury  estimates,  the  present  Federal  taxes,  even  if  continued 
as  they  are  now,  would  scarcely  be  sufficient,  if  sufficient  at  all,  to 
provide  the  required  revenue  for  the  next  two  or  three  years.  But 
it  is  practically  universally  conceded  that  the  excess  profits  tax  should 
go;  and,  although  there  is  not  so  much  of  an  outcry  a»  to  the  in- 
come tax,  still  K>r  most  of  the  same  reasons  that  apply  to  the  ex- 
cess-profits tax  the  higher  rates  of  income  tax  should  undoubtedly 
be  reduced. 

As  a  matter  of  fact,  we  know  that  the  excess-profits  tax  is  not 
being  collected;  it  is  not  being  kept  up  to  date,  and  that  applies 
almost  equ^y  as  well  to  the  income  tax. 

Senator  Watson.  What  do  you  mean  by  that,  Mr.  Satterleef 
What  do  you  mean  by  "not  being  coUected"  ? 

Mr.  Satterlee.  I  mean  that  it  is  being  collected  in  the  sense  that 
people  make  their  returns  and  pay  what  they  estimate  to  be  the 
tax  due,  but  those  returns,  which  are  a  matter  of  self-assessm^it 
and  dependent  lar^ly  upon  a  man's  honesty  and  conscience  and 
knowledge  of  the  Taw,  are  not  audited  in  some  cases  for  several 
years  after  the  returns  are  filed.  The  Internal  Revenue  Bureau  is 
not  yet  through  with  auditing  the  returns  for  1917,  and  it  has  barely 
scratched  the  surface  on  the  returns  for  1918  and  1919. 

Senator  Watson.  Well,  that  is  a  mere  matter  of  administration. 

Mr.  Satterlee.  It  is  a  matter  of  administitttion,  but  it  is  such  a 
perfectly  tremendous  iob  that  with  all  the  addition  to  the  force  of 
the  Internal  Revenue  Bureau  it  has  not  yet  been  equal  to  it. 

Senator  Walsh.  Do  you  know  what  percentage  of  the  returns 
has  been  found  incorrect  ? 

Mr.  Satterlee.  I  have  never  heard  any  figures. 

Senator  Walsh.  It  is  verv  large  1 

Mr.  Satterlee.  I  should  sav  in  the  case  of  important  returns; 
that  is,  returns  of  more  tiian  a  few  thousand  doUars,  that  practically 
all  of  them  have  some  adjustments. 

Senator  Watson.  So  tnat  practically  you  have  no  way  of  deter- 
mining in  reality  how  much  the  excess  profits  taxes  have  fallen  off} 

Mr.  Satterlee.  No:  I  have  no  source  of  knowledge,  other  than 
the  public  reports  of  tne  Treasury  Department,  which  seem  to  indi- 
cate that  the  excess-profits  tax  has  faUen  off  possibly  80  per  cent — 
from  $2,500,000,000  m  1918  to  less  than  $500,000,000. 

Senator  Watson.  I  know  what  the  Treasmy  report  is,  but  I  was 
thinking  that  from  your  statement  a  part  of  this  might  be  due  to  the 
fact  that  taxes  have  not  yet  been  collected. 

Mr.  Satterlee.  Very  many  tuxes  have  not  been  collected  and  more 
from  1918  than  any  other  year. 


senator  Sxcxyr.  I  kiK)ir  1918  tox^  tliat  hftve  b^m  adjostoid  toy  the 
Treasury  Department  five  difFermt  timed  and  wwok  tkne  a  diroreiift 
amottht  arrived  at.  There  is  one  case  that  I  kdoi^  of  Wh^fte  they  .^(nant 
an  adjusstment  the  ^ixlh  time.  Qod  only  kiio^ta  what  the  fesvit  ^vrifi 
be.    it  ha8  been  changed  five  times  already. 

Mr.  SAtTSRLEB.  I  Imow  from  mypws&kBl  legal  eatpertence  that  at 
least  t^m  <rfmy  eUents  hare  had  aMitional  atsessmfentB  from  income 
and  excess-pt*ofit»  ta^sed  imposed  upon  theat  of  over  S7,0($0,000,  and 
I  -de  not  ^ink  there  is  any  reason  in  thC worM  for  those  people  paying 
itiere  than  a  million  dollaiis  at  the  outside,  tn  several  ^aites  the  In- 
ternal Revenue  Bureau  has  revised  its  estimate  to  ant  fOich.  ^itoaaoma 
figured  doMm. 

Senator  Walsh.  What  you  are  saying  amoimts  to  this,  that  the 
Government  is  a  hettvy  loser  from  that  foim  dt  taxtttiovi  heeiauie  of 
the  na/ttiral  tetidancy  of  a  taxpayer  t<»  MnstriM  everything  in  his 
fovorf 

Mr.  Sattbrlee.  Yes. 

Sena1x)r  Watson.  Tou  do  not  cotifiae  that  ancient  tendency  to  the 
income  taat  aioine,  dfo  yon  t 

Senate*- Walbh.  No. 

The  Ohairm AK.  It  is  an  ancient  ta3t,  thot^h* 

Senator  Watsok.  It  certainly  is. 

Mr.  SAirrfibt^ETfi.  The  income  tas:  as  revised  can  scarcely  be  de** 
pended  upon  at  the  most  for  more  than  S2,O0O;00Qv000  of  the  riavenue 
to  be  raised  in  the  next  two  or  three  years.  For  <^  remainder  <si  the 
revenue  of  S4;000.'000,'0(H)  we  have  to  rely  upon  the  inheritance  tax^ 
which  at  most  wiH  yield  one  himdred  t^rnkm^  mivAe  tht  •eanjtal-stock 
tax  wiM  yield  about  one  hundred  million,  and  what  are  resaly  specific 
sales  taxes  about  one  billion  two  hundred  million. 

Now,  as  I  understand  the  recommendations  of  the  Treasury,  and 
the  various  programs  that  are  proposed  throughout  iht  eountiy  for 
revenue  by  taxation  they  boil  down  to  thift,  to  mise  th»  rerenne  in 
addition  to  what  can  be  raised  by  the  ineeme  ta^t  tfnd,  6i  aoarse.  in 
addition  to  the  tariff^«--which,  on  wbate^r  theory  it  is  bnpoaed,  is 
i^triclSy  limited  ia  its  effect-^ther  by  specific  sales  tiixes  lor  by  a 
een^ral  tmnov^r  tax.  So  tiie  amount  of  me  load^  the  aimouinit  of  the 
burden,  which  must  go  eventuaUy  on  the  consomer  on  any  theory  is 
not  varied  very  much  by  a  consideration  of  the  specific  salW  tuoes  or 
t^e  general  turnover  tax. 

Smator  JowBg.  Mr.  Satterlee,  you  hav>e  evidently  given  this  matter 
a  good  deal  of  thought.  I  woruld  like  to  have  you  explann  how  the 
Tmsmy  would  be  moiefited  by  reducing  the  high  snrtax^ 

Senator  Smqot.  Do  you  mean  the  inconve  tax^  Senator  Jones! 

Senator  JoKSS.  Yes. 

Mr.  SATt*ERLBfi.  The  Treasury,  I  think,  would  be  benefited  by 
Inducing  the  high  income  surtax,  because  the  rates  bemg  lower  there 
wetJd  not  be  the  SMne  incentive  to  evade  amd  to  adopt  all  sorts  of 
IDCpedi^ite  to  get  out  of  payi^ig  taxes,  and  there  wuakl  not  he  the 
a^miiBstrative  die^a^s. 

Senator  Jones.  Do  vou  think  that  is  fully  accusra^e  i 

Mr.  Saii^rlee.  ¥my  acctmate  ? 

Senator  JoNEa.  Yes;  I  mean  fully  justified  as  a  conclusion.  Is  it 
not  hnman  nature,  ami  as  vSenator  Watson  has  called  attention  to  it, 
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is  it  not  universally  the  case  that  the  taxpayer  gives^himself  the  benefit 
of  the  doubt,  whether  it  is  large  or  small  f 

Mr.  Satterlbe.  Well,  I  doubt  if  he  strives  so  hard  to  ^ve  himself 
the  benefit  of  the  doubt,  if  it  does  not  matter  very  much,  if  the  amount 
of  the  tax  is  not  going  to  be  very  important.  For  instance,  in  1916 
and  prior  years,  when  the  income  taxes  were  comparatively  low,  the 
auditing  of  the  returns  showed  comparativelv  small  differences. 

Senator  Jonxs.  I  had  not  thought  that  tne  reduction  of  the  high 

surtax  was  justified  on  accouA  of  the  inducement  to  falsify  returns; 

.  Mr.  Satterlee.  I  think  that  is  only  one  factor.    I  do  not  think 

that  is  the  controlling  factor.  t 

Senator  Jones.  I  should  say  that  is  the  least  important  factor. 

Mr.  Satterlee.  I  a^ee  with  vou  there. 

Senator  Smoot.  I  thmk  it  is  the  very  least  important. 

Senator  Jones.  Assuming  that  the  taxpayer  is  going  to  make  an 
excess  return,  how  would  the  Government  Treasury  be  benefited  by 
reducing  the  high  surtax  ?  ' 

Mr.  Satterlee^  The  Treasury  would  be  benefited,  I  think,  possibly 
not  immediately,  because  temporarily  a  reduction  in  the  higher  rates 
of  surtax,  with  the  investments  remaining  as  they  are  in  tax-exempt 
securities,  and  we  believe  on  that  account  keepmg  back  productive 
enterprise,  might  show  a  falling  off  in  the  Treasury.  It  undoubtedly 
woula,  but  it  is  my  firm  belief  that  with  the  reduction  in  the  higher 
rates  of  surtax  to  the  point  where  a  man  of  wealth  could  feel  that  he 
was  having  a  reasonaole  show  for  his  white  alley  if  he  went  into  a 
business  enterprise  instead  of  investing  in  tax-exempt  securities,  a 
lot  of  that  money  in  tax-exempt  securities  would  get  oack  into  busi- 
ness, and  would  yield  more  tax  by  the  imposing  of  lower  rates  of 
surtax  than  higher  rates  of  surtax. 

Senator  Jones.  Are  not  those  already  owned  and  generally  owned 
by  people  of  large  incomes  anyway  ? 

Mr.  Satterlee.  Undoubtedly  so. 

Senator  Smoot.  But  it  will  not  pay  them  to  carry  them.  Senator. 

Senator  Jones.  Afeuming  that  it  would,  not  pay  them,  I  do  not  yet 
see  how  the  Treasury  is  going  to  be  benefited  by  it.  Would  it  not  just 
simply  be  permitting  those  people  to  earn  a  higher  rate  of  income 
witnout  tax  or  without  paying  any  additional  amount  into  the 
Treasury? 

Mr.  Satterlee.  I  think  eventually  the  volume  of  tax  at  the  lower 
rates  would  amount  to  more  than  the  volume  now  at  the  higher  rates; 
but  certainly  tiie  Treasury  would,  in  the  long  run,  benefit  from  any 
revision  of  taxation  which  would  tend  to  the  furtherance  of  the  busir 
ness  prosperity  of  the  country. 

Senator  Jones.  Now  you  are  putting  it  on  another  ground. 

Mt;  Satterlee.  I  am  putting  it  on  all  the  grounds  1  can  think  of. 

Senator  Jones.  Yes;  I  am  sure  of  that.  It  seems  to  me  that  the 
point  you  have  just  made  is  that  you  need  to  reduce  this,  not  on  ac- 
count of  the  returns  to  the  Treasury,  but  on  account  of  the  business 
prosperity  of  the  country.  In  other  words,  you  would  reduce  the  tax 
m  order  to  promote  business  enterprise. 

Mr.  Satterlee.  I  think  that  is  the  chief  argument  for  it;  yes. 

Senator  Jones.  Now,  that  is  just  what  I  am  getting  at,  whether  or 
nDl  that  is  the  chief  argument.  I  want  to  know  how  it  would  benefit 
Treasury  to  reduce  the  high  surtax. 
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Mr.  Satteblbb.  As  I  said,  I  do  not  think  it  would  immediatelj 
benefit  the  Treasury;  I  think  it  would  in  the  long  run;  but  as  far  as- 
the  testimony  which  we  are  having  to-day  is  concerned)  I  did. not 
mean  to  m  into  it  very  far.  That  was  a  collateral  point.  I  wais  sun- 
ply  speaking  in  a  general  way  of  what  might  be  expected  from  the^^ 
mcome  tax.  But  even  with  the  rates  of  surtax  as  tney  are  now,  as 
I  imderstand  the  Treasury  experts'  figures,  certainly  not  much  mor^ 
than  in  the  neighborhood  of  $2,000)000,000  can  be  raised  (rom  the- 
income  tax  on  any  basis  whatever  of  rates  upon  which  income  taxes- 
are  raised. 

Senator  Jones.  Let  us  stay  with  the  one  point.  Of  course,  Ireco^- 
nize  the  fact  that  if  we  could  relieve  the  business  world  of  all  tax  it 
would  promote  business.  There  is  not  any  question  about  that. 
But  as  a  matter  of  dollars  and  cents,  I  should  like  to  have  some  state- 
ment as  to  how  a  reduction  of  th«  high  surtax  would  benefit  the 
Treasury. 

Senator  McCumber.  He  says  it  will  not  benefit .  the  Treasuly 
inmiediately.  > 

Mr.  Satterlbe.  I  do  not  pretend  to  be  enough  of  a  statistician,  ta 
give  any  statem^it  in  dollars  and  cents  as  to  that. 

Senator  Jones.  If  we  have  not  something  to  ^o  on  here  to  show 
that  it  would  benefit  the  Treasury,  then  you  are  sunply  putting  your 
plea  for  a  reduction  of  high  surtax  on  moral  and  business  grounds,, 
are  you  not? 

Mr,  Satteblee.  I  would,  but  I  am  not  here  this  morning  particu- 
larly to  plead  for  a  reduction  in  the  surtax. 

Senator  Smoot.  You  have  studied  this  question  enough  to  know, 
have  you  not,  that  the  high  surtax  has  caused  the  wealthy  men  of' 
the  country  to  take  advantage  of  buying  tax-exempt  bonds  until  the- 
amoimt  of  thdr  income  that  they  pay  to  the  Gk>vemmeat  of  the- 
United  States  is  hardly  one-third  oi  what  it  was  in  1918  ?  Or,  in 
other  words,  in  1918,  tne  amount  of  tax  from  incomes  over  $300,000,. 
I  thmk  it  is,  amounted  to  S91 7,000,000.  In  1919  it  was  $587,000,000. 
In  1920  it  dropped  to  $347,0Gk),000.  And  yet  you  know  the  reason 
of  that,  do  you  not?  You  know  that  it  was  on  account  of  the  in- 
vestment in  tax-exempt  bonds  ? 

Mr.  Satteblee.  I  mmly  believe  that  that  is  the  reason. 

Senator  Smoot.  Well,  do  you  not  know  it  ? 

Mr.  Satteblee.  I  know  from  what  I  have  read  of  published 
reports,  and  I  know  from  specific  instances  that  that  has  been  the 
reason.  I  know  of  a  nimiber  of  instances  in  my  private  acquaintance 
and  practice  where  men  who  have  been  in  the  nabit  of  engaging  in 
business  of  one  land  or  another  have  taken  their  money  out  and  put 
it  in  tax  exempt  seciu-ities.  Instead  of  buying  industrial  railroad 
bonds,  as  they  would  have  done  in  the  past,  they  nave  bought  exempt 
securities.  A  man  would  come  along  and  say, ''  I  have  made  a  24  per 
p^  cent  investment,''  meaning  that  he  has  made  that  much  by  buymg 
tax-exempt  seciuities. 

Mr.  Reed  calls  my  attention  to  the  fact  that  laige  institutions — 
I  suppose  such  as  savings  banks-^have  bought  them.  But,  as  a 
matter  of  fact,  there  has  been  a  very  great  increase  in  the  amount  of 
tax  exempt  securities  in  the  last  few  years  because  municipalities 
have  improvidently  issued  them  and  placed  them. 
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"  StxEvator  MdOuMBBft.  The  country  ib  iBsuing  a  great' many  more  of 

-    lit,  SAfrrmKumi  Yes;  much  more  than  in  the  past. 

Senatol-  SMOvrp.  There  are  about  $15,000,000^000;  I  think,  now, 
in  circulation; 

Senator  Wal^h.  The  record  might  show,  Mr.  Chairman,  what  you 
hare  found  out  from  the  Treasury,  that  about  15  per  cent  of  the 
t&jt  reftums  are  incorrect. 

Senator  Shoot.  I  da  not  think  there  are  a  thousand  men  in  the 
United  States  doing  business  that  can  make  a  tax  return  and  know 
that  it  is  r^ort. 
'    Se!i4tor  W atbon.  What  was  that  statement,  Senator  Wal^  ? 

Senator  WmlSil  That  about  15  per  cent  of  tibie  tax  returns  were 
incorrect. 

Mi*.  SA.'maLuiB.  Z  am  surprised  that  it  is  as  low  as  that. 

Senator  Smoot.  I  do  not  believe  there  are  a  thousand  men  in 
tiie  United  St^Uass,  outside  of  the  fellows  who  hare  been  educated 
down  here  in  the  department  as  to  what  the  department  really  waatd, 
afnd  thto  you  c&y  not  kaow  ^diether  the  department  will  accept  it 
when  it  is  reeJlj  nBadier,  that  eUt  go  ahead  am  make  out  a  tax  return 
and  know  that  it  is  right. 

The  CEAmuAX.  Indudin^  the  members  of  the  Gommittee  ? 

Senator  Saioorr.  Yes;  including  the  members  of  the  committee. 

Senator  Walsh.  And  the  judges  of  the  Supreme  Court  i 
'  Senator  Shoot.  Yes;  and  the  judges  of  the  Sunreme  Court. 

Mr.  Satteblee.  I  have  worked  in  the  Internal  revenue  Bur^tu  and 
haTe  bad  something  tx>  do  with  the  r^ulations,  and  my  returns  through 
1918  have  not  beeh  audited  yet.  Ifmore  than  half  of  them  are  rignt 
I  shaM  be  very  joauch  surprised. 

Suppose  for  just  a  few  minutes  we  take  up  a  combalison 

Senator  Jones.  Before  we  leave  the  other  point,  I  want  to  draw 
out  your  point  of  view.  How  much  of  a  redactk)n  in  these  high 
surtaxes  wouM  you  adVoc4te  i 

Mr.  Sattbblebu  Mv  persfonal  opmion,  which  represents  purely 
my  personal  view,  as  I  say,  woukl  be  that  the  rates  of  surtax  should 
be  reduced,  if  possible,  to  20  per  cent. 

Senator  Jones.  Reduced  to  26  per  cent? 

Mr.  Satteblee.  Yes. 

Senator  Jones.  What  is  the  difference  now  in  the  market  between 
the  value  of  tax  exempt  securities  and  high  grade  imexempt  secu- 
rities. 
»     Mi.  SATTBBLEtt.  I  oould  uot  tell  youw 

Senator  Smoot.  ThirtjH^wo  per  cent.  It  is  a  mathematical  calcu- 
lation. Senator. 

Senator  Jonbs.  I  was  not  asking  the  Senator  about  it* 

Senator  Smoot.  I  thought  the  ^nator  wanted  to  know. 

Senator  Jones.  I  wanted  to  get  from  Mr.  Satterlee  his  viewpoint. 

Mr.  Satteblee.  I  have  not  the  figiu'es  in  mmd^ 

Senator  Jones.  Then,  upon  what  foundation  do  you  suggest  a 
reduction  of  surtax  to  20  per  cent? 

^b.  Satteblee.  Because  in  a  general  way  that  figure  has  been 
suggested  by  oUxer  pewle,  and  it  seemed  to  me  in  a  eeneral  way  to 
represent  about  the  dinerential  that  there  should  be  between  a  flat 
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rate  and  the  tax  on  loi^ar  inoomes.  In  other  words,  I  do  apt  b^e 
that  on  tax  exempt  fij^res 

Senator  Jonba.  It  is  kind  of  an  mttiition  on  th^  sub}^  ? 

Mr.  Satterlee.  No;  not  an  mtuition  on  the  subject;  it  is  i^y  qw^ 
idea  of  faixnets. 

.Senator  Jones.  How  is  that  idea  of  faimeas  aitriyod  at.^ 

Mr.  Satterlee.  As  I  say,  I  cim  not  biuae  it  on  anj  &;ur^,  but  the 
Besult  of  my  reading  and  consideratioft  of  the  aubjeet  ^9^  been  tbat 
it  seemed  to  me  that  taking  everything  into  oondidaration-r^and  I 
am  sure  I  oould  not  tell  you  now  tdl  the  thjjogs  that  ha^e  had  an  ^Si^ck 
on  me  in  arriving  at  that  result — that  that  was  a  fair  rate. 

Senator  Watson.  What  would  be  the  effect  if  it  redu<5ad  it  to  3P 
percent) 

Mr.  Sattebi^bb.  Immediately  it  would  result,  I  should  imagine 
from  the  figures  I  have  seen,  in  a  loss  to  the  Treasury  of  about 
S200,000,000^  but  I  think  that  eventually  would  be  more  than  mad^ 
up  by  an  adjustment  in  the  incomes  which  are  now  invested  in  tas;- 
exempt  securities. 

Senator  Watson.  What  would  be  the  immediate  loss  to  thi^ 
Treasury  if  it  were  reduced  to  20  per  cent  ? 

Mr.  Satteri^ee.  I  hope  it  is  an  intelligent  guess,  but  it  is  only  ^ 
guess — it  would  probably  be  nearer  $300,000,000.  But  that  is  an 
entirely  separate  subject  which  I  am  not  especiaUy  prepared  to  speak 
on  this  morning. 

Senator  McCuMBER.  But  you  think  that  another  result  would  he 
that  it  would  bring  a  sufficient  amount  of  capital  into  the  general 
business  activities  of  the  coimtry  so  as  to  produce  more  in  taxes  th^i> 
what  the  Treasury  would  now  lose  ? 

Mr.  Satteblbb.  Yes.  I  do  not  think  it  is  a  mere  matter  of  dollars 
and  cents.  I  do  not  think  that  a  man  figures  by  investing  in  taxt* 
exempt  securities  he  is  going  to  make  exactly  so  much  and  by  invest- 
ing in  a  Treasury  bond  he  is  going  to  make  so  much;  but,  in  a  general 
way,  almost  any  business  man  who  is  reasonably  fair  and  public 
spirited,  if  he  feels  that  he  has  a  fair  show  to  make  a  reasonable 
income  on  his  investment  by  putting  it  into  tameable  securities  or  a 
productive  enterprise,  is  goine  to  do  it.  But  it  is  only  when  he  feels 
that  chances  are  pretty  mudi  against  him  or  the  income  from  hi^ 
securities  is  pretty  nearly  all  taken  away  from  him  that  he  dodges 
to  cover  ana,  so  far  as  he  can,  puts  ms  ineoime  into  tax-exempt 
securities. 

Senator  Jones.  Let  me  ask  you,  Mr.  Satterlee,  do  you  think  it  is  a 
wise  policy  to  arrange  the  Federal  tax  laws  so  as  to  discourage  the 
improvements  by  mimicipalities  throiigh  taxHS^empt  aaQUTitiesJ 

Mr.  Satterlee.  No;  I  think  ih&y  have  beeci  unduly  encourfiged 
at  the  present  time.  I  think  the  municipalities  hav^  becTi  unne^es^ 
sarUy  extravagant. 

Senator  Jones.  liien,  you  think  they  should  be  4moWBge^  fxom 
fnrtlieraetivitieB} 

Mr.  Satterlee.  From  their  present  activitisB,  yes;  I  do,  But  let 
me  say  this:  Bveo  if  thece  wene  no  such  things  m  the  wotH  j^  t|ax- 
exempt  seoiirities,  I  should  still  feel^  as  a  matter  (4  l^irn?^  m^ 
aquahty  and  democratic  prinoipdes,  that  the  rates  of  flurta:^  tk^tf  we 
have  now,  running  as  high  as  65  per  oent,  are  undemoer^tio  f^^d 
unequal  and  should  be  lowered  substantially  in  any  event. 
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Senator  Jonbs.  You  think  they  are  unjust,  then  ? 

Mr.  Satteblee.  I  do. 

Senator  Jones.  That,  of  course,  puts  the  subject  on  another 
ground. 

Mr.  Satteblee.  Yes;  and  that  is  where  I  would  eventually  put  it, 
so  far  as  I  myself  am  concerned. 

The  Chaibman.  Is  that  all,  Mr.  Satterlee. 

Mr.  Satteblee.  That  is  all  on  that  point,  Mr.  Chairman.  I 
want  to  go  on*  specifically  with  the  sales  tax,  if  I  may.  If  I  may  take 
a  few  mmutes  more  I  would  like  to  do  so,  because  I  really  have  not 
said  much  about  the  sales  tax  yet.  Suppose  we  consider  it  from  the 
point  of  view  of  the  Government  and  of  tne  merchant  and  of  the  con- 
sumer. So  far  as  the  Government  is  concerned,  of  course,  it  is 
primarily  interested  in  the  yield.  As  I  have  indicated,  apparently 
on  any  view  the  income  tax,  however  adjusted,  up  or  down,  can  not 
be  relied  upon  for  much  more  than  $2,000,000,000,  and  if  we  need 
$4,000,000,000  that  requires  substantially  $2,000,000,000  more 
which  perhaps  can  be  reduced  to  $1,500,000,000  by  the  tanflF;  but,  at 
any  rate,  at  least  $3,500,000,000  must  come  from  sources  other  than 
the  tariff.  I  think  the  inheritance  tax  should  be  left  to  the  States, 
where  it  originally  belonged,  and  also  I  think  the  capital  stock  tax 
should  also  be  abolished.  We  have  to  rely  on  excise,  or  what  are 
really  sales,  taxes  in  one  form  or  another  for  most  of  this  $1 ,500,000,000 
or  so  that  we  need,  in  addition  to  the  income  tax,  and  that  is  a  very 
rough  approximate  figure. 

'  While  no  exact  estimates  have  been  made,  or  perhaps  could  be 
made,  although  the  Treasury  officials  have  undoubtedly  better 
means  of  obtaining  such  information  than  anybody  else,  approxi^ 
mately  $1,500,000,000,  it  has  been  estimated,  could  reaaily  be 
raised  from  a  1  per  cent  turnover  tax  on  goods,  wares,  and  mer- 
^^handise. 

So  far  as  specific  sales  taxes  are  concerned,  at  the  present  time 
they  yield  possibly  $1,200,000,000,  but  it  is  generally  recognized  that 
they  must  be  increased  and  extended  in  order  to  get  up  to  the  proper 
amount  of  revenue  unless  they  are  replaced  by  a  turnover  tax. 

So  in  addition  to  the  sales  taxes  which  we  have  now,  some  of 
which  we  beheve  are  a  nuisance  and  should  be  abolished,  we  must 
find  new  ways  of  taxing  sales,  and  that  is  to  my  mind  the  great  ob- 
stacle to  carrying  out  the  Treasury's  plan,  which  simply  puts  it  up  to 
Copgress  to  nnanew  ways  of  raising  taxes  which  must  oe,  in  etteety 
sales  taxes. 

Whenever  specific  suggestions  have  been  made  for  additional  ex- 
pise  sales  taxes  so  much  uproar  has  been  raised  that  they  have  been 
abandoned.  For  instance,  the  National  Industrial  Board  Tax  Com- 
mittee ori^aUy  su^ested  further  sales  taxes  on  tea,  coffee,  and 
sujgar,  but  it  burned  i&  fingers  so  badly  that  in  its  official  report  sub- 
mitted in  January,  it  avoided  any  reference  to  any  specific  sales  tax, 
although  taking  the  position  that  the  turnover  tax  was  objectionable* 
Of  course,  no  tax,  as  has  been  said,  is  perfect. 

'  From  the  standpoint  of  administration  it  stands  to  reascm  that  a 
uniform  tax  of  1  per  cent  imposed  on  all  goods,  wares,  and  mer- 
<handise  could  more  readily  be  administered  than  these  hetero* 
^neous,  miscel  aneous  sales  taxes  that  we  have  now  on  more  than 


75  different  articles  which  are  imposed  at  different  rates  and  on 
different  classes  of  sales. 

Senatcnr  Shoot.  And  not  hAlf  of  it  collected. 

Bfr.  Sattbblee.  And  not  half  collected.  In  fact,  to  read  the 
newspapers  and  to  hear  people  in  the  country  at  large  speak,  you 
wotdd  think  that  sales  taxes  were  an  unknown  thing,  but  sales  tax^s 
at  the  present  time  are  so  important  and  so  complicated  and  difficult 
to  admmister  that  the  Internal-Revenue  Bureau  has  recently  started 
a  new  bulletin  service  in  addition  to  its  income  tax  bulletin. 

The  Chaibman.  I  have  here  some  statements  about  the  income 
tax.  In  certain  sections  of  the  country  they  hardly  knew  it  was  in 
existence.  They  concentrate  their  enei^es  on  a  few  places  that  are 
supposed  to  bear  rich  fruit. 

Senator  Smoot.  Chicago  and  Pittsburgh. 

Senator  Walsh.  Also  Massachusetts. 

Senator  Jones.  I  do  not  believe  anyone  fishes  wh^e  he  does  not 
expect  to  find  fish. 

llie  Chaibman.  He  mi^ht  ^et  a  little  fish. 

Mr.  Satteblee.  Speakmg  &om  an  administrative  standpoint,  and 
I  have  had  some  experience  in  that  direction  myself,  I  am  firmly 
convinced  that  a  turnover  tax  of  this  description  would  be  easier  to 
collect  and  be  more  collectible  than  the  present  miscellaneous  sales 
taxes,  and  I  could  amplifv  that  to  some  length  if  there  were  time. 

From  the  standpoint  of  the  merchant,  it  would  be  an  easier  matter 
for  him  simply  to  take  1  per  cent  of  his  gross  sales  for  a  month  than 
it  wotdd  be  for  a  dry  goods  store  to  determine  the  tax  on  candy  or 
jewelry  or  a  great  manv  other  articles  which  it  sells.  I  have  never 
been  able  to  understand  how  a  department  store,  for  example,  in  its 
bookkeeping  department  could  possibly  make  any  intelligent  return 
of  the  variety  ot  specific  sales  taxes  that  it  now  has  to  pay  or  collect. 

Of  course,  the  most  plausible  argument  against  the  turnover  tax 
is  based  on  the  turnover  feature,  which,  together  with  the  low  rate 
and  the  general  application,  is  its  most  valuable  feature.  I  believe 
that  the  greatest  nght  against  the  tax  has  been  made  on  the  basis  of 
the  alleged  theory  of  discrimination  which  would  result  in  the  case  of 
multiple-process  enterprises  as  against  single-process  enterprises. 

I  thinklhfr.  Lord  unaerstands  better  than  anybody  else  the  business 
man's  view  on  that,  but,  as  has  already  been  said,  it  is  a  matter  very 
largely  of  relative  equality.  No  taxes  can  be  entirely  equal.  There 
is  much  more  discrimination  in  the  specific  sales  tax  than  there  could 
possibli^  be  under  a  turnover  tax,  where  there  might  be  a  theoretical 
discrimination  of  1  per  cent.  In  other  words,  where  every  commodity 
is  taxed  1  per  cent  people  are  not  discouraged  from  bujriii^  commodi- 
ties, but  where  one  particular  commodity  is  taxed  10  p^  cent  or 
higher  and  other  conmiodities  which  satiny  the  same  general  needs 
of  the  consumer  are  not  taxed  at  all,  the  manufacturer  who  makes 
land  sells  that  particular  conunodity  loses  business. 

Then,  further,  to  adopt  another  comparison,  it  is  proposed  to  re- 
place the  excess-profits  tax,  in  some  measure,  oy,  say,  a  15  per  cent 
moome  tax  on  corporations,  a  flat  tax.  I  admit  that  there  must  be 
some  adjustment  of  the  taxes  on  corporations  as  against  the  normal 
and  surtaxes  on  individuals,  but  without  going  into  the  merits  of  this 
proposition  of  16  per  cent  tax,  which  seems  to  have  a  good  deal  of 
Dacking  at  the  present  time,  consider  that  from  the  standpoint  of 
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«quiaU4y«  Thef  ordmttry  iindiTidital  who  is  im  buaineaS;  if  hb  luis  a 
small  income,  may  pay  only  a  4  per  cent  income  tax  pear  yaar^  A 
corporation  neighbor  of  his  vho  i»  in*  the  same  bui»2ias&  ha£i  in.  any 
erent  to  pay  Ifi  per  cecil.  Another  individual  wh^  hiu3  a  large 
inoome,  but  eonducta  hia  bwiness  in  hk-indtvidtial  name,  xo^t  f^ij 
as  high  as  73  per  oeat,.  while  his  neighbor  eorporation,  dtoing  t£e  aama 
amount  of  business,  and  hav^  the  samue  amount  of  income,  would 
BtUl  pay  only  15  per  cent.  When  we  eonsidev  that,  aj^i  there  may 
be  no  help  for  it — -- 

Senator  Jones.  la  not  that  an  argument  against  the  repealing  of 
the  excess^profits  tax  t 

Mr.  SATnuu.ES.  No;  I  think  not.  I  think  anything  would  be  bet- 
ter than  the  excess-profits  tax,  because — ^well,  I  doubt  if  I  can  coi^ 
dense  in  iust  a  few  words  the  views  I  wish  to  express,  but  the  great 
fault  with  the  excess-profits  tax  to  my  mind,  and  tha  one  that  makes 
it  entbely  as  a  practical  matter  unworkable,  is  the  fact  that  to  the 
factor  of  net  income,  which  is  hard  to  determine  at  best,  but  which 
must  exist,  you  add  a  second  indeteerminate  factor,  inyested  capital, 
which  is  almost  harder  to  compute  than  net  income.  When  you 
try  to  combine  those  two  indeterminate  factors,  the  inaccuracies  and 
the  permutations  and  oombinations  that  result  are  iofinitely  greater 
than  they  eould  be  when  you  have  only  one  indeterminate  factor* 
That  is  my  objection  to  the  exeess^profits  tax. 

But  ev^i  if  it  should  be  considered  that  there  waa  a  really  matmal 
inequality  in  the  turnover  tax,  on  account  of  the  turnover  feature^  it 
is  perfectly  possible,  as  Mr.  Lord  has  said,  to  provide  for  a  tax  on 
turnovers  within  the  same  multiple-process  ent^^rises.  But  I  should 
hate  to  see  that  come  about,  imless  it  is  de^oaed  to>  be  absolutely 
necessaiy,  hecause  I  do  not  think  it  is  material^  and  I  think  it  would 
be  found,  to  be  not  material. 

The  moat  of  the  alignments  which  are  advanced  against  the  turn- 
over tax  from  the  standpoint  of  merehants  are  the  same  that  would 
ai>ply  and  with  the  same  force  to  any  sales  tax.  For  instance,  it  m 
said  in  the  ease  of  a  f aUine  market  the  turnover  tax  miffht  not  be 
shifted  to  the  ccmaumer.  If  the  present  tax  can  be  shifted  the  1  per 
cent  turnover  tax  can  be  shifted. 

Ako  it  is  said  there  is  an  injustice  in  the  ctMse  of  enterprises  that 
work  on  a  small  margin  of  profit.  The  turnover  tax  like  every  sales 
tax  has  to  be  shifted,  and  that  applies  equally  to  the  present  sales 
tax. 

Senator  Jqnes.  Juat  let  me  ask  you  there*  Mr«  Satterlee,  how  can 
you  possiUy  shift  a  turnover  tax  where  you  9xe  aeUing  the  eowmiodity 
•for  less  than  cost  i 

Mr.  SATnsBLBK.  You  can  not  then»  but  neither  oaa  you  shift  a 
spedfic^saleff  tax  or  any  other  it^m  of  cost.. 

Senator  Joocbs.  But  you  are  seeking  now  to  extend  the  turnover 
tax  and,  therefore,  exteSad  tiie  injury  to  the  vendor  who  ia  setting  fof 
less  than  eost. 

Mr.  3ATTBnLEK*  I  am  advocating  ohi^y  the  substitutiofi  o|  tib^ 
turnover  tax  for  the  miseeUaneous  speoifie^saJes  tvK  now  existing  aud 
for  any  proposed  miseeUaneaus  taxes  that  zaight  have  to  be  imposed  to 
make  up  the  necessaiy  revenue.  In  other  words,  the  tunM>ver  tuPH 
is  a  Mbstitnte  tax  and  not  an  additional  tax,  and  that  poiuti  Of  shifts 
ing  in  a  falling  market  applies  with*  even  greats  foiw^e.to  the  speci&o^ 
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fialfiE  taxes  iinpoBed  at  comparatiyely  high  rateB,  bacaufie  there  the 
injustice  wouldT  be  greater  because  there  would  be  more  tiBLSi  that  the 
8»Uer  would  have  to  pay  himself,  while  with  the  turooyer  tax  spread 
over  a  greater  number  of  businesses  the  relative  aiaounts  would  be 
eomparatively  small. 

Senator  Jones.  The  present  specific  taxes  are  imposed  largely 
upon  the  theory,  at  leaflt,  that  they  were  luxury  commodities, 

Mr.  Satteblbe.  I  know  that  has  been  sAid  to  he  the  theory,  but  I 
«U>  not  be^eye,  as  a  matter  of  fact,  that  they  are  oommodities  which 
JDost  people  regard  as  real  luxuries,  and,  in  the  second  place,  I  have 
never  been  able  myself  to  see  the  justice  of  treating  a  merchant  who 
%^>pened  to  be  a  aealer  in  an  article  less  essential  Bian  bread  worse, 
lor  purposes  of  taxation,  than  you  would  any  other  merchant.  In 
ether  words,  I  think  th#  present  system  of  taxing  what  are  possibly 
called  nonessentials  is  an  miquitous  system  of  taxation,  and  1  am  not 
saving  that  as  representing  anybody  particularly,  because  I  do  not; 
it  is  purdy  my  own  personal  view  on  it.  But  however  you  may 
regard  that,  thjs  point  of  sales  on  a  falling  market  of  course  neces* 
sarily  does  apply  to  the  man  who  sells  a  t^ed  article,  whether  it  is 
a  turnover  tax  or  a  tax  imposed  as  a  high-rate  specific  sales  tax. 

Senator  Smoot.  But  whenever  every  mdustry  and  every  person 
in  the  United  States  is  treated  in  the  same  way,  no  matter  whether 
it  is  on  a  faUing  market  or  not,  they  have  all  got  to  take  that  into 
eonsideration,  just  exactly  the  same  as  with  the  cost  of  their  goods. 

Mr.  Satteblee.  It  is  spread  so  thin  that  it  does  not  amount  to  so 
much  as  it  would  in  the  case  of  the  high  specific  sales  taxes. 

Senator  Jones.  Is  th^e  a  period  now,  or  has  there  ever  been  or 
¥^11  there  probably  be  a  period,  when  all  industry  is  beiug  conducted 
on  a  falling  or  losme  market  ? 

Mr.  Satteblee.  I  doubt  it  very  much. 

Senator  Jokes.  Would  you  not  have  the  same  discrimination  and 
injustice  then  than  you  have  imder  some  of  our  present  taxes  ? 

Mr.  Satteblee.  I  think  there  is  a  very  complete  answer  to  thats 
which  is  this :  Some  industries  under  a  turnover  tax  might  be  affectea 
hj  a  falling  market,  and  they  might  have  to  sell  at  less  than  cost,  but 
the  general  tone  of  the  country  at  large  would  be  supported  by  other 
industrtea  which  were  more  prosperous,  and  each  industry,  if  it  were 
ever  so  unfortunate  as  to  be  in  that  position,  would  come  along  at 
different  times  and  the  general  average  would  be  the  same.  For 
instance^  take  the  situation  in  recent  years  wb^re  one  particular 
ei^,  which' has  had  one  particular  indus^  as  its  chief  industry,  and 
it  has  been  very  seriously  affected  by  falling  markets  in  that  particu-* 
lar  industry— Detroit,  for  example. 

Senator  Jones.  Mr.  Satterlee,  you  must  agree  that  under  your 
plan  many  industries  would  now  be  really  d<mating  a  part  of  their 
oapital  to  pay  this  turnover  tax. 

Mr.  Satteblee'  Yes,  as  at  present,  many  industries  axe  donating 
part  ol  their  capital  to  pay  the  present  specific  taxes. 

Senator  Jones.  That  is  true;  but  you  are  seeking  to  shift  your 
income  tax  now  to  a  sales  tax. 

Mr.  Satteblee.  No;  I  am  not. 

Senator  JbiNFBS.  Are  you  not  advocating  a  reduction  in  income 
taxi 

Mr.  Satteblee.  Yes;  but  I  think  that  is  bound  to. come  anyway. 


42  IiarTBBKAIi  KBVENUE. 

Senator  Jokes.  And  are  you  not  advocating  a  repeal  of  the  excess* 
|>rofits  tax  ?' 

Mr.  Sattkblbe.  I  am,  but  I  am  proceeding  on  the  basis  that  that 
will  be  done.  I  am  not  asking  you  for  it. 

Senator  Smoot.  I  want  the  higher  brackets  and  the  income  tax 
reduced  so  as  to  get  ultimately  some  money  into  the  Treasury  of  the 
United  States.  It  is  not  that  I  want  to  relieve  those  people  vrith 
incomes  of  over  $300,000  from  the  tax;  far  from  it. .  My  idea  is  to  get 
this  tax  down  so  that  everybody  will  pay  it,  and  when  they  all  pay 
it  then  we  will  get  some  money  into  the  Treasury  of  the  United  States. 

Mr.  Satterlee.  Of  course  I  am  trying  in  my  limited  time  to 
stick  as  closely  to  my'  subject  as  I  can.  Most  people  agree  that  the 
present  income  and  excess-profits  taxes  are  so  shifted  to  the  ultimate 
consumer  in  overflowing  measure  that  he  pays  much  more  at  the 
present  time  than  he  would  under  any  possible  system  of  turnover 
tax,  or  even  under  the  proposed  system  of  specific  sales  taxes. 

Senator  Jones.  Do  you  recognize  this  prmciple,  that  in  trade  in 
this  coimtry,  as  it  is  carried  on  at  the  present  time,  at  least,  they 
charge  what  the  traffic  will  bear,  anyhow « 

Mr.  Satterlee.  I  think  so;  yes. 

Senator  Jones.  And  if  they  do,  how  is  there  a  shifting  of  the  tax  ? 

Mr.  Satterlee.  Because  if  several  people  are  affected  by  the  same 
tax,  they  can  charge  more  than  if  only  one  were  affected  by  the  tax. 

Sienator  Dillingham.  You  were  speaking  of  this  matter  from  the 
standpoint  of  the  merchant  when  your  attention  was  distracted. 
Let  me  inquire  whether  you  have  heard  any  objection  to  this  tax  on 
the  part  of  the  country  merchant,  particularly,  claiming  that  it 
would  operate  especially  to  the  advantage  of  the  mail-order  nouses. 

Mr.  Satterlee.  The  argument  against  the  turnover  feature  of 
course,  theoretically,  would  apply  to  the  advantage  of  the  mail- 
order houses  unless  there  were  an  adjustment  of  the  tax  turnovers 
within  the  same  enterprises;  but  we  know  from  experience  that 
instead  of  the  mail-order  houses  putting  the  country  storekeeper 
out  of  business,  as  people  thought  they  would  a  few  years  ago,  the 
country  storekeepers  have  prospered  in  spite  of,  or  as  a  result  of,  the 
mail-order  houses;  and  wnen  you  come  to  fi^re  out  costs  on  a 
basis  of  1  per  cent  vou  find  that  differences  throughout  the  coun* 
try  are  so  considerable  that  a  difference  of  that  sort  has  very  little 
bearing. 

For  mstance,  the  Harvard  Bureau  of  Research  made  a  survey  of 
170  shoe  stores  throughout  the  country,  and  they  found  percentages 
of  costs  to  sales  variea  something  more  than  22  per  cent. 

Senator  Walsh.  What  do  you  mean  by  percentage  of  cost  to 
Bales? 

Mr.  Satterlee.  Just  that;  that  I  think  their  percentage  of  costs, 
overhead  and  everything  included,  to  sales  varied  from  very  low  to 
as  high  as  33  per  cent. 

Senator  Dillingham.  How  does  that  minister  to  the  benefit  of 
of  the  country  merchant  ? 

Mr.  Satterlee.  I  do  not  think  it  mimsters  to  his  benefit,  but  I 
am  simply  saying 

Senator  Dillingham.  No;  I  mean  in  the  establishment  of  the 
mail-order  houses. 
r  Mr.  Satterlee.  I  do  not  know. 
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Senator  DzLUNOHiH.  I  undeiBtood  you  to  ^y  tl^at.it  had  xninis* 
tered  to  the  benefit  of  the  country  merchant. 

Mr.  Satteblse.  It  apparently  has.  The  country  merchant,  I 
understand  from  talking  with  business  men  and  from  ^impressions 
that  I  have  gathered  tnroughout  the  country,  is  prospenng  more 
now  than  he  ever  had  before  the  mail-order  houses  were  established. 

Senator  Dillinqham.  Why  are  some  of  them  opposing  this  form 
of  taxation  ? 

-  Mr.  Sateblbe.  If  you  want  to  know  the  reason  why  I  think  most 
people  who  do  oppose  this  form  of  taxation  are  opposme  it,  I  wiU 
tell  you  that  I  think  it  is  because  thej  do  not  know  anything  about 
it,  or  they  do  not  know  enough  about  it.  I  wiU  not  say  they  do  not 
know  anything  about  it,  but  I  think  it  is  because  tney  have  not 
studied  it  sufficiently. 

Senator  Smoot.  They  have  simply  been  told  that  it  was  a  shift- 
ing of  the  tax  from  the  rich  man  to  the  poor  man,  and  they  have  not 
studied  it  at  all  and  have  taken  it  for  panted. 

Mr.  Satteblee.  I  was  opposed  to  this  tax  a  year  ago,  very  strongly, 
simply  because  of  principles  which  I  had  imbibed  when  I  was  in  the 
Internal  Revenue  Bureau  during  the  war.  But  the  more  I  studied 
the  arguments  against  it  the  less  thej^  impressed  me;  and  gradually 
I  have  become  very  piuch  in  favor  of  it,  without  the  slight^t  reason 
for  my  becoming  so  except  from  the  study  and  the  consideration 
I  have  given  it  and  the  ^eater  knowledge  that  I  have  sained. 

Senator  Dllunqham.  From  your  knowledge  of  this  law  and  the 
construction  of  it,  do  you  see  anything  in  it  which  will  injure  the 
countiy  merchants  as  a  class  ? 

Mr.  Satteblee.  No,  sir;  I  do  not. 

Senator  Smoot.  You  are  like  Prof.  Bullock  and  many  other 
people  who  started  out  in  opposition  to  the  sales  tax.  The  more 
they  studied  it  and  the  further  they  went  into  it  the  more  they 
became  the  most  enthusiastic  advocates  of  it. 

Mr.  Satteblee.  That  has  been  iny  experience. 

Then  the  third  point  I  had  in  XDxaa  was  the  effect  on  the  consumer. 
Of  course,  I  have  already  spoken  about  it  in  a  general  way,  the  shift- 
ing of  the  burden,  whicn  I  think  is  not  a  shitting  of  the  burden  at 
all,  but  simply  a  spreading  of  it  to  make  it  more  equitable  than 
dimiping  it  down  in  hiUs. 

This  point  may  not  have  occurred  to  all  of  you,  but  I  think  it  is 
very  evident,  when  vou  look  at  it,  that  at  present,  as  has  b^en  said, 
we  nave  these  specific  sales  taxes  on  what  are  supposed  to  be  to  some 
extent  luxuries,  when  you  run  over  the  list — automobiles,  candy, 
chewing  gum,  sporting  goods,  cameras,  etc.,  and  then  come  to  various 
articles  of  dotning  over  a  certain  sum.  Try  to  figure  out  who  is 
actually  paying  those  taxes.  I  think  it  is  pretty  evident  that  it  is 
not  the  nch  wno  are  paying  those  taxes  at  the  present  day,  but  it 
is  the  poor  who  are  paying  them  in  outrageous  proportion  with 
reference  to  the  amount  of  their  own  income. 

If  we  take  two  of  the  taxes  which  may  be  regarded  as  tojiping  the 
list  of  luxuries — ^jewelry  and  fur  articles,  for  example — ^it  is  not  the 
very  rich  man  who,  in  a  spectacular  way,  loads  his  wife  and  daughter 
down  with  jewelry  or  sables,  who  pays  the  bulk  of  the  jewehy  and  fur 
taxes.  It  is  the  poor  man,  the  man  of  comparatively  small  means — and 
there  may  be  a  few  laborers  in  the  country  who  do  not  do  it,  but  I 
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do  not  except  Any  considerable  dafis— who  will  save  and  slave  in 
order  that  he  mav  buy  a  diamond  for  his  wife  or  daughter,  or  some 
sort  of  a  (iir  article;  and  we  know  from  our  personal  observation 
that  there  are  very  few  people  in  the  country  who  can  not  affoird 
and  do  not  afford  some  sort  of  jewelry  and  some  sort  of  furs. 

Of  course,  when  we  come  to  other  articles,  such  as  candy  and 
chewing  gum,  there  is  no  question  about  it.  Those  taxes  are  paid 
by  the  people  of  moderate  and  small  means. 

So  the  r^ult  of  the  specific  sales  taxes  which  are  confined  to  spe<u- 
fied  articles  is  not  that  the  rich  pay  these  so-called  luxury  taxes, 
because  thev  do  not.  The  poor  pav  them  out  of  proportion  to  their 
income,  and  the  rich  people  spena  their  income,  in  large  measurei 
for  things  that  are  not  taxed,  such,  for  example,  as  furniture  or  expen* 
sive  fo(m,  race  horses,  and  things  of  that  sort  that  are  not  subject 
to  a  tax  at  all,  while,  under  the  turnover  tax,  the  man  who  spends 
$100,000  would  pay  a  htmdred  times  as  much  tax  as  the  man  who 
spends  $1,000.  He  does  not  do  it  at  the  present  time. 
*  Of  course,  there  is  one  point  that  is  sometimes  raised,  that  a  man 
with  an  income  of  $100,000  may  spend  only  $20,000  of  it,  in  which 
case  he  would,  of  course,  pay  only  20  times  as  much  tax  as  the  man 
who  spent  only  $1,000.  But  there  is  where  the  surtax  on  individual 
incomes  comes  in;  and  the  man  with  an  income  of  $100,000  would 
pay  considerably  more  in  proportion  to  his  income  in  taxes  than 
would  the  man  with  a  $1,000  income  or  a  $2,000  income  who  pays  a 
turnover  tax. 

That,  gentlemen,  without  taking  up  too  much  of  your  time,  is,  in 
a  general  way,  my  attitude  on  this  subject.  I  practically  am  a 
crank  on  the  subject  of  simplicity.  My  experience  with  taxation^ 
both  inside  and  outside  of  the  bureau,  has  convinced  me  that  almost 
above  everything  else  is  the  desirability  of  establishing  simplicity  in 
Federal  taxation.  After  all  the  study  which  I  have  been  able  to 
give  the  subject  I  have  come  to  the  conclusion  that  an  income  tax, 
properly  revjsed,  having,  as  complementary  to  it,  a  turnover  tax  on 
goods,  wares,  and  commodities,  as  suggested — and  I  would  like  to 
see  no  other  Federal  tax  at  all,  or  have  those  as  the  two  chief  taxes — ^ 
if  only  those  two  taxes,  or  those  chiefly,  were  imposed  the  Govern- 
ment might  rely  on  securinff  all  the  revenues  it  would  need  from  year  to 
year.  It  could  very  readuy  be  adjusted,  and  the  Internal  Revenue 
Bureau,  with  its  immense  organization,  which  now  is  so  largely  given  to 
working,  out  unnecessary  complexities  in  the  law,  could  devote  itself 
to  a  proper  administration  of  these  two  statutes,  and  it  would  be 
worth  the  while  of  intelligent  people  throughout  the  country  to 
study  them  from  year  to  year  and  gradually  evolve  a  system  of 
Federal  taxation  which  wotdd  have  no  superior  anywhere  in  the 
worid, 

BAIBF  per  THE  TSJOMW  CQWJOVL  07  XHB  1U9Tr?'AqTT7B|(a8'  CLUB  OF 

FH 1  ti  AHELFglA. 

'  Th9  trwiee  council  of  the  Maou^tcturen'  Club  ol  Pkiladeli^a  was  org^izod  over 
1^  year  ago  (or  the  puipos^  of  exerting  a  potent  mfluence  ia  the  protection  and  Ski^ 
yanoement  of  the  industrial  and  commercial  welfare  of  Philadelpnia  and  Pennsyl- 
vania. It  represents  praclicaUy  every  businese,  industry,  and  ceraraeivdal  enter- 
rxise  of  any  siee  in  the  metropotitain  dktrioft  of  PhUadelpiua.  It  emhmcet  lil  t\m 
trade  bodies,  the  Philadelphia  Chamber  ol  O^pimerce,  the  Philadelphia  Board  p( 
Trad^i  the  Pennsylvania.  ManuiactujcecB '.  Association,  ih.o  Maritime  Exchange,  the 
Manuiacturers '  Association  of  Montgomery  County,  the  Camden  Chamber  of  Com- 
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merce,  and  the  vaiioufl  industrial  and  busineas  orfi:anizationfi,  numbering  about  150. 
niladelphia  County  akme  hasov^o^OOO  pkmte,  with  normally  over  300,000  employees. 
to  whom  the  warn  paid  annually  aokount  to  about  $350,000,000.  The  investea 
capital  in  these  pants  is  $1,006,000,000,  and  the  value  ol  tihe  production  is  nearly 
$2,000,000,000  per  annum. 

The  union  of  interests  initiates  and  diiects  appropiiate  action  in  such  matters 
as  opposition  to  unfair  or  diBcriminatory  or  unduly  reatrictive  legislation,  or  inequit* 
able  methods  of  taxation,  improper  business  practioes,  etc  The  membenhi» 
of  the  manufactufeiB'  club,  oigaiiized  In  1887,  is  nearly  4,000,  and  its  tmdes  council 
eomprisea  in  the  membcnmp  of  its  oonstiftuent  bodies  a]q^ximately  100,000  indi- 
vidittl  interests. 

In  pursuance  of  its  policy  of  furthering  the  industrial  and  commercial  welfare  of 
Philadelphia  and  Pennsylvania,  and  therewith  the  welfare  (^  the  whole  country, 
and  in  order  to  discharge  the  obligtftion  which  its  members  as  publkwqnrited  citizens 
feel  to  present  their  convictions  with  respect  to  the  form  of  taxation  that  would  be 
best  for  Uie  common  good,  tiie  Trades  Council  respectfidly  submits  the  following 
statement,  which,  aside  from  possible  varying  shades  of  opinion  in  minor  details, 
represents  the  views  as  to  genend  poHcy  of  the  vast  majority  of  its  metnbers  and  those 
wnom  they  represent. 

NBBD  FOR  REVISIOK  OF  FEDEttAL  TAXAllOX. 

It  is  universally  recognized  that  a  radical  revision  of  the  existing  Foderal  tales  is 
essential  to  the  prosperity  of  the  country.  This  is  so  because  the  internal  Revenue 
Bureau  can  not  administer  the  present  taxes,  the  cotmtry  can  not  progress  undeV 
them,  and  the  Government  can  not  derive  enouf;h  revenue  from  thefn. 

It  is  no  secret  that  with  its  immense  organization  the  Internal  Revenue  Bureau  has 
not  yet  completed  auditing  the  income  and  profits  tax  returns  for  1917,  and  bai^ly 
has  begun  auditing  the  returns  for  1918  and  1919.  Meanwhile  the  sword  of  Damocles 
is  suspended  over  the  business  of  the  country,  and  to  the  crushing  weight  of  taxation 
is  adoed  the  constant  worry  of  uncertainty.  So  ftequentl^  as  no  longer  to  excite  com*- 
ment,  an  enterprise  which  has  sunk  its  supposed  surplus  in  additions  and  extensions 
finds  itself  subject  to  a  substantial  additional  assessment  of  taxes  for  years  gone  hy. 
Yet  it  may  have  exercised,  and  usually  has  exeixased,  good  &ith  and  good  sense  in 
rendenn^  its  returns.  But  altogether  aside  from  their  uncertain^,  inequality,  and 
oomi^xity,  the  existii^  taxes  betray  an  alarming  diminution  in  their  productive- 
ness. As  against  a  yield  of  $5,400,600,000  for  the  fiscal  year  1920,  it  is  doubtful  if  the 
existing  taxes,  even  if  continued  unabated,  would  adequately  provide  for  the  minimum 
needs  of  the  Govemment  for  the  next  few  yean. 

PROrOSALS  FOR  REVISION  OF  VSDBltAL  TAXATION. 

The  Secretary  of  the  Treasury  in  his  letter  of  April  30,  1921,  to  the  Committee  on 
Ways  and  Means  of  the  House  of  Representatives  has  presiHkiably  expressed  the 
tentative  attitude  of  the  admintstnition.  With  his  sunestaon  for  the  repeal  of  the 
ezoesB-profits  tax  and  the  readiastment  of  the  individualincome  tax  rates  to  a  mgai^ 
mum  combined  normal  tax  and  surtax  of  40  per  cent^  and  eventually  33  per  cent,  we 
thoroughly  agree,  except  that  we  favor  a  reduction  ot  the  su:rtax  to  a  maxiTwum  of  not 
exceeding  20  per  cent.  This  action  we  uige,  not  because  it  will  to  some  extent  relieve 
the  oonsaentious  rich  who  now  voluntarilv  pay  the  hig^  taxes,  but  because  the  excess 
profits  tax  and  the  higher  sia*taxss  retard  progress^  result  in  ^constantly  diminishing 
taxable  income,  and  above  all  are  utterly  repugnant  to  the  democratic  princiF4es 
upon  which  this  country  was  founded. 

We  realize  the  necessity  of  a  tax  on  corporations  designed  to  offset  the  surtaxes  on 
individuals,  but  we  look  with  miigivings  upon  the  proposed  increase  of  the  income 
tax  on  corporations  to  15  per  cent  without  any  exemption.  Of  course,  the  need  of 
Boeb.  a  corapensatory  tax  will  decrsase  in  direct  proportion  to  reduction  in  the  indi^ 
vidual  surtaxes. 

We  unqualifiedly  favor  the  restriction  by  statute  and  by  constitutional  amendment 
of  further  issues  of  tax-exempt  securities. 

With  the  further  suggestions  ol  the  Secretary  of  the  Treasury  we  are  unable  to  agree. 
He  says: 

''The  Treasury  is  not  prepared  to  recommend  at  this  time  any  gjeneral  sales  tax, 
particularily  if  a  general  sales  tax  were  designed  to  supersede  the  highly  productive 
special  sales  taxes  now  in  effect  on  many  relatively  nonessential  articles. " 
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Instead  he  eugiBrests: 

''Impose  sufficient  new  or  additional  taxes  of  wide  application,  fiuch  as  increased 
stamp  taxes  or  a  license  tax  on  the  use  of  automobiles,  to  oring  the  total  revenues  from 
internal  taxes,  after  making  the  changes  above  suggested,  to  about  14,000,000,000  ia 
the  fiscal  years  1922  and  1923. " 

He  also  proposes  the  retention  of  the  miscellaneous  specific  sales  taxes,  including- 
the  transportation  tax,  the  tobacco  tax,  the  tax  on  admissions,  and  also  the  capital* 
stock  tax,  although  admitting  that  the  transportation  tax  is  objectionable  and  ^ould 
be  repealed  if  ''Congress  is  prepared  to  provide  an  acceptable  substitute. " 

As  an  acceptable  substitute  not  only  for  the  transportation  tax  but  also  for  the- 
whole  mess  of  miscellaneous  and  heterogeneous  sales  and  occupation  taxes  now  exist- 
ing, and  for  such  further  like  taxes  as  would  otherwise  have  to  be  levied,  we  propose* 
the  imposition  of  a  uniform  gross  sales  or  turnover  sales  tax  at  a  rate  not  exceeding  I 
per  cent  on  all  sales  of  goods,  wares,  and  merchandise  in  excess  of  $6,000  annually. 

KsoBSsmr  for  taxation  of  sales. 

Using  round  numbers,  it  seems  agreed  that  for  the  immediate  present  nearly  $4,000,- 
000,000  annually  must  be  raised  by  internal  taxation.  The  income  tax  and  the- 
profits  tax  have  in  the  past  produced  as  much  as  $4,000,000,000,  but  they  can  not  no^r 
he  depended  upon  for  much  more  than  $2,000,000,000.  With  the  abolition  of  the* 
excess-profits  tax,  a  revised  income  tax  might  pernaps  properly  produce  nearlv  $2,000,- 
000,000.  The  estate  tax,  if  retained,  would  yield  $100,000,000.  The  capital-stock 
tax,  together  with  the  25  or  so  trivial  occupation  taxes,  if  retained,  would  yield' 
another  $100,000,000.  The  present  specific  sales  taxes  have  produced ,  and ,  if  retained, . 
might  continue  to  produce,  $1,200,000,000.    But  there  would  still  be  a  deficiency. 

Because  of  constitutional  restrictions  Congress  has  about  exhausted  possible  typea 
of  taxes.  With  the  income  tax,  the  estate  tax,  and  the  capital-stock  tax,  and  otner 
occupation  taxes,  utilized  to  the  limit  of  their  productivity,  as  a  practical  matter  na 
source  of  revenue  remains  except  the  taxation  of  sales.  The  problem,  therefore,  is- 
not  whether  we  shall  tax  sales  but  how  we  shall  tax  them. 

SALES  TAX  VERSUS  SALES  TAXES. 

Sales  may  be  and  are  being  taxed  in  a  bewildering  variety  of  ways.  Sales  Ox  speci- 
fied commodities  may  be  taxed  at  different  rates  when  made  by  the  manufacturer, 
producer,  or  importer,  as  in  the  case  of  automobiles,  cameras,  and  candy,  or  to  a  consumer - 
or  user,  as  in  the  case  of  carpets,  jewelry,  and  medicinal  articles,  or  d>  anyone  to  any* 
one,  as  in  the  case  of  works  of  art.  Sales  of  specified  capital  assets  may  be  taxed  at 
different  rates,  as  in  the  case  of  real  estate  conveyances.  Sales  of  the  use  of  specified 
kinds  of  property  may  be  taxed  at  different  rates  when  made  by  the  lessor,  as  in  the 
case  of  pleasure  Doats,  motion-picture  films,  and  Pullman  accommodations,  or  by  the- 
lessee,  pr  by  anyone  to  anyone,  as  in  the  case  of  admissions.  Sales  of  choses  in  action 
may  be  taxed  at  different  rates  when  made  by  the  creator  or  issuer,  as  in  the  case  of ' 
corporate  securities,  insurance  and  future  deliveries  of  produce,  or  to  a  transferee,  as 
in  the  case  of  stock,  or  by  anyone  to  an)rbne.  Sales  of  services  may  be  taxed  at  differ- 
ent rates  when  made  of  one's  own  services,  or  of  another's,  or  of  both  one's  own  and 
another's  services,  as  in  the  case  of  transportation  and  telegraph  and  telephone  service. 
In  any  of  the  above  species,  of  course,  tne  tax  ma^r  be  imposed  on  the  seller  or  on  the 
buyer,  and  may  be  required  to  be  paid  by  rendering  returns  or  by  afiSxing  6tampe<. 

It  would  be  hopeless  to  try  to  describe  all  the  species  of  sales  taxes.  There  might 
be  a  manufacturers'  sales  tax — that  is,  a  uniform  tax  on  sales  of  all  articles  when  made- 
by  the  manufacturer,  producer,  or  importer.  There  might  be  a  retail  «ales  tax*~that  is, . 
a  uniform  tax  on  sales  of  all  articles  when  made  to  a  consumer  or  user.  There  might 
be  a  gro66  sales  or  turnover  sales  tax  on  all  sales  of  commodities  and  also  capital  assets, 
including  real  estate,  choses  in  action,  and  services.  The  first  two  species  have  most 
of  the  disadvantages  of  specific  sales  taxes,  on  the  one  hand,  and  a  turnover  sales  tax, 
on  the  other  hand,  without  its  advantages,  and  may  be  disregarded.  The  third  spe- 
cies, which  amounts  to  a  universal  turnover  sales  tax,  has  many  merits  along  wiUi 
patent  difficulties  which  impair  its  present  availability. 

The  real  issue  is  between  a  continuation  and  extension  of  the  present  system  or  lack 
of  system  of  specific  sales  taxes  at  high  rates,  on  the  one  hand,  and  a  turnover  sales  tax 
at  the  rate  of  1  per  cent  or  less  on  goods,  wares,  and  merchandise,  on  the  other  hand. 
It  is  a  case  of  sales  tax  versus  sales  taxes. 

Because  the  excellence  of  any  tax  is  relative,  the  advanta<res  of  the  turnover  sales 
tax  can  best  be  considered  in  a  comparison  with  the  specific  sales  taxes.    Suppose  we 
view  the  situation,  first,  from  the  standpoint  of  the  Government;   second,  from  the- 
Btandpoint  of  the  merchant;  and  third,  n-om  the  standpoint  of  the  consumer. 
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STANDVOIKT  OF  THB  QOYBBNHENT, 

Pint,  from  the  standpoint  of  the  Government^  the  yield  of  a  tax  and  its  ease  of  admin- 
istration are  most  important.  The  specific  sales  taxes,  together  with  the  capital-stock 
tax  and  the  estate  tax,  can  provide  11,400,000,000,  but  $600,000,000  more  is  needed. 
Can  the  specific  sales  taxes  be  increased  and  extended  siifficiently  to  make  up  the 
required  $2,000,000,000? 

That  is  something  the  Secretary  of  the  Treasury  and  the  advocates  of  specific  sales 
taxes  have  not  shown  us.  The  Secretary  merely  suggests  broadly  that  Congress 
"impose  sufficient  new  or  additional  taxes  of  wiae  application,  such  as  increased 
stamp  taxes  or  a  license  tax  on  the  use  of  automobiles.''^  The  tax  committee  of  the 
National  Industzial  Oonf erence  Board,  which,  although  its  report  has  twice  failed  of 
approval,  still  continues  its  activities  in  opposition  to  the  turnover  sales  tax,  in  its 
tentative  report  proposed  the  imposition  of  specific  sales  taxes  on  tea,  coffee,  and  sugar, 
but,  having  found  tnat  it  burned  its  fingers,  was  beautifully  vague  in  its  final  report. 
In  short,  we  are  convinced  that  sufficient  new  specific  sales  taxes,  which  the  country 
will  stand  for,  can  not  be  found. 

On  the  other  hand,  ihe  consensus  of  opinion  indicates  that  the  turnover  sftles  tax 
on  commodities  will  produce  ver^  close  to  $2,000,000,000.  If  so,  the  capital  stock 
tax  and  the  estate  ikx  coudd  be  eliminated  along  with  the  specific  siales  taxes,  which 
would  be  well,  because  the  capital-stock  tax  is  unworkable  and  inheritance  taxation 
should  preferebly  be  left  to  the  States.  But  even  if  upon  a  careful  survey  by  the 
lYeasury  Department  it  should  be  found  that  the  turnover  sales  tax  on  commodities 
would  ^eld  only  $1,500)000,000,  it  would  do  no  great  harm  to  retain  for  the  present 
the  capital-stock  tax  and  the  estate  tax,  together  producing  $200,000,000,  as  well  as 
the  tax  on  tobacco  products  with  its  nearly  $300,000,000.  Or  the  turnover  sales  tax 
could  be  extended  to  cover  capital  assets  and  services. 

The  administration  of  the  specific  sales  taxes  is  extremely  difficult.  Their  bases 
are  so  varied  that  we  doubt  if  even  the  most  experienced  revenue  agent  could  offhand 
state  the  rate,  the  incidence,  and  the  scope  of  most  of  such  taxes.  About  20  separate 
sets  of  regulations,  each  a  sizable  pamphlet,  have  been  issued  by  the  Internal  Revenue 
Bureau,  and  it  now  in  addition  has  a  special  bulletin  service,  to  instruct  its  agents 
and  the  public  in  the  administration  of  the  specific  sales  taxes. 

In  the  case  of  the  taxes  imposed  on  sales  by  the  manufacturer,  producer,  or  importer 
it  is  often  practically  impossible  to  decide  who  is  the  manufacturer  of  a  specified 
i^cle.  In  the  case  of  taxes  on  sales  to  the  consumer  or  user  it  is  often  equally  impos- 
sible to  tell  who  is  a  consumier  or  user.  In  every  case  embarrassing  questions  con- 
tinually arise  as  to  whether  a  certain  article  is  included  in  the  scope  of  one  of  these 
taxes.  As  certain  sales  of  certain  articles  are  taxed,  while  other  sales  of  the  same 
articles  and  all  sales  of  other  articles  are  not  taxed,  it  is  easy  to  imagine  the  job  which 
a  revenue  affent  has  on  his  hands  in  checking  over  a  merclmnt  's  sales  tax  returns. 
.  On  the  other  lumd,  the  turnover  sales  tax,  being  imposed  at  a  single  rate  on  every 
sale  of  every  article  by  every  person,  will  in  comparison  be  simplicity  itself  to  admin- 
ister. It  seems  quite  reasonable  to  suppose  that  the  present  force  of  employees 
and  agents  of  the  Internal  Revenue  Bureau,  who  are  engaged  in  the  collection  of 
$1,200,000,000  through  specific  sales  taxes,  could  collect  $2,000,000,000  through  a 
simple  turnover  sales  tax  wi^  comparative  ease.  There  is  no  room  for  reasonable 
doubt  that  the  imposition  of  further  specific  sales  taxes  would  embarrass  the  Internal 
Revenue  Bureau  much  more  than  the  substitution  for  the  existing  sales  taxes  of  a 
uniform  turnover  sales  tax. 

STANDPOINT  OF  THE  HERCHANT. 

I 

Second,  from  the  standpoint  of  merchants,  the  features  which  make  a  turnover 
sales  tax  superior  to  specific  sales  taxes  for  purposes  of  administration  give  the  turnover 
sales  tax  the  advantage  over  specific  sales  taxes  for  the  purpose  of  return  and  payment. 
For  example,  a  department  store  may  make  some  of  its  candy  and  purcnaee  other 
candy  for  resale.  On  the  sale  of  the  candy  it  makes  it  must  now  pav  a  tax,  but  need 
not  on  the  rale  of  the  candy  it  buys.  The  store  may  also  sell  jewelry  partly  to  con- 
sumers and  partly  to  small  retailers.  It  must  now  pay  a  tax  on  the  jewelry  it  sells 
to  consumers,  but  not  on  the  jewelry  it  sells  to  retailers.  In  the  case  of  its  soda  fountain 
the  store  pays  no  tax,  but  must  collect  a  tax  from  its  customers.  Many  other  things 
it  sells  are  not  taxed  at  aJl.  In  making  tax  reports  the  bookkeeping  department  of 
the  store  must  be  careful  to  discriminate  between  taxed  and  untaxed  articles,  and 
taxed  and  untaxed  sales  of  taxable  articles,  and  must  account  for  the  tax  collected 
by  the  store  on  articles  taxed  directly  to  the  consumer. 
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On  the  other  hand,  in  the  case  6t  a  turnover  aale^  tax  the  store  would  merely  pay 
1  cent  of  its  gross  sales  for  the  month.  Besides  having  no  complicated  computations 
to  make,  its  retorns  wottld  be  most  fdmple.  The  moiraily  w  qiuorteriy  retain  irould 
consist  of  a  memorandiitti  showiBg  the  gross  sales  tor  the  f^eiiod  and  lae  tux  of  1  per 
cent  thereon,  and  the  yearly  reitum  would  be  little  more  than  a  summary  of  the 
periodical  returns.  In  fact,  it  would  be  possible  to  t!ombine  the  annnal  tumorwr 
sales  tax  return  with  the  income-tax  return,  for  the  latter  starts  out  with  the  same 
figure  which  would  be  the  sole  basis  of  the  turnover  sales  tax — that  is  to  sajr^  gross  sales. 

It  might  as  well  be  recognized  without  hypocrisy  that  both  the  specinc  sales  tftxes 
and  the  turnover  sales  tax  are  )Consumptioii  taxes.  *  NoriBally  tli«y  are  shifted  to  the 
consumer.  The  more  nearly  the  burden  is  spread  with  sabetaBtiai  equality,  therefore, 
the  less  does  the  tax  affect  die  merchant's  pnrofits.  The  compaiuoti  neie  is  ealpclnally 
interesting. 

The  specific  sales  taxes  are  imposed  at  rates  as  high  as  10  per  cent  on  -eertatn  apeciee 
of  business,  but  not  on  othefs.  A  taxed  merchant  acceroingly  is  under  no  diaad- 
vantage  as  regalrds  another  merchant  in  the  same  business,  but  re  is  at  a  serious  dis* 
advantage  as  regards  another  merchant  in  an  untaled  bttsine.: .  The  inevitable 
tendency  of  heavily  taxing  spmAfK  ailidesits  to  decrease  the  pttrdha.  vetrf  snch  artaclee 
and  to  increase  tbe  sales  of  ofiftax^  sttbstiiQte  articles,  which  in  a  general  way  aatisfy 
the  same  needs  or  desires. 

On  the  other  hand,  the  ttonover  sales  tax,  being  impesed  aft  a  usiifordi  raAe  of  1  per 
cent  on  all  commodities,  approaches  as  nearly  as  possible  to  absolute  equality.  Wliaft 
could  be  fairer  than  to  tax  every  business  at  a  low  rate  In  exact  proportMm  to  the  grosa 
business  done?  BlindifUg  their  eyes  to  the  inequalities  of  other  taxe^  however,  the 
opponents  of  the  turnover  eagles  tax  are  making  a  last  stand  on  the  aiKWtieat  of  ati 
alleged  inequality  in  the  operation  <A  the  turnover  sales  tax.  We  refer,  cif  coiwae,  to 
the  advantage  claimed  for  the  s(M*9flled  aittltiple-pQWcoBS  enterprise  as  against  the 
single-process  enterprise. 

Let  us  see  how  serious  this  objectioti  is.  Assuming  a  maxiianm  sumlrer  of  ten* 
overs,  the  aggregate  tax  based  on  ^e  final  selling  price  would  scarcelyever  be  leoie 
than  3}  per  cent,  and  would  usually  not  be  more  than  2  per  cent.  The  diHerence 
in  favor  of  a  multiple  process  enterprise  would  usually  be  less  than  1  per  cent.  1£  a 
single-process  enterprise  catL  now  earn  its  ovevhead  expense  and  its  prolfH,  it  stands 
to  reason  that  a  1  per  cent  tax  will  not  affect  the  situettoBi  materiaUy.  In  lact,  atf  is 
well  known,  whetner  an  enterprise  is  a  multiple  process  or  ringle  process  e«Mrpiise 
is  a  matter  of  choice,  dependent  upon  locatien  and  a  nomber  <rf  other  factors,  the 
I  least  of  which  wotdd  be  a  possible  1  per  cent  difference  in  tax.  The  Harvard  dutteu 
(of  Bodiness  Research  in  a  survey  of  197  reteiii  shoe  stores  has  found  that  tb6  total 
operating  expenses  on  net  sales  ranged  from  13.02  per  cent  to  85.63  per  cent,  a  range 
01  22  per  cent.  This  is  tvpical  of  other  businesses  and  illustrates  the  cMnpaiativie 
insigm'ficance  of  any  poa^Ue  inequality  in  a  lew  rate  turnover  sales  tax. 

Aside  from  the  monstrous  discrimixtations  lesulting  tern  the  excess  profits  tax, 
which  was  sponsored  by  the  sane  persons  who  are  now  attacking  the  turaever  sake 
tax,  the  15  per  cent  income  tax  on  corporatiDns  yroposed  as  a  meuiod  ef  rough  equal-* 
iaation  between  enterprises  conducted  by  individtuds  and  enterprises  ooodnctaa  by 
corporations  is  glaringly  uneqnal.  As  under  this  tax  an  individual  in  busineiB  mlgkt 
be  taxed  at  a  rate  as  low  ta  4  per  cent  on  his  income  from  sudi  btajineBBy  and  on  the 
other  hand  might  be  taxed  at  a  rate  as  hi||fa  as  73  per  cent  (or  wliatever  the  w«ii*w>iM»t 
individual  income  tax  rate  may  be),  while  a  corporation  m  the  same  business,  trse* 
spective  of  the  amount  of  its  net  income,  would  always  be  taxed  15  per  cent  on  snob 
net  income,  there  can  be  little  doubt  that  the  equalization  would  be  rough  enough. 

The  tiumover  sales  tax  of  1  p6r  cent  is  fundamentally  equal;  accidentallv  it  may 
result  in  slight  inequality.  The  proix)sed  corporation  tax  of  15  per  cent  is  funda- 
mentally unequal;  accidentally  it  may  sometLmes  result  in  approximate  equality. 

But  a  conclusive  answer  to  the  aigoment  of  ineauality,  as  between  a  multiple* 
I»oces8  enterprise  and  a  nngle-process  enteiprise,  is  tne  entire  practicabiHty  of  inoot^ 
porating  in  tne  statute  a  provision  for  taxing  turooven  within  the  same  enterprise^ 
BO  as  to  produce  the  same  effect  as  though  each  turnover  was  between  two  sepamte 
enterprises.  Such  a  provision  would  naturally  complicate  the  machiaery  of  the 
statute,  but  even  so  tne  tax  would  remain  incomparaDly  simpler  than  the  herde  of 
specific  sales  taxes. 

In  the  case  of  a  turnover  sales  tax  on  goods,  wares,  and  merchandiBe,  commiflBioiia 
paid  for  selling  goods  would  not  be  subject  to  tax.  If  the  tax  we're  extended  to  cover 
sales  of  services,  as  well  as  sales  of  commodities,  the  tax  wonM  be  at  tiie  rate  ef  1  per 
cent  on  the  actual  compensation  received  by  Ibe  commission  house  for  its  services. 

The  lesser  arguments  against  the  turnover  sales  tax,  from  the  standpoint  of  the 
merchant,  upon  analysis  are  all  found  to  apply  equally  to  the  specific  sales  taxes.    For 
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«xftmple,  tn  apdrioA  df  Mtinff-ifrieeerit  lis  doUl>tleft6  tftUd  tbtft  f^'t^ftibvefMlcis  Itfx 
could  not  always  be  shifted .  But  neithifr  (Donald  a  «pedfib  sales  t^.  Tlien  t^g^f  one 
Idnd  t^f  ent^iimse  tnay  do  business  on  a  smaller  mai^^  of  pit^iSt'thbn^tioth^f  kind  of 
emte^npnise,  bat  as  the  tax  is  notmally  shifts  the  n^t  ptoflt^  ate  ^ot  aftet:t^.  Cer- 
tainly, to  the  ibppon^nts  of  ^he  tttmbve*-  siiles  tax  tfhov  by  *theif  awn  •fi^tta^  ^ntifr- 
ptises  Ho'w^  dubject  to  ^sp^i^c  sales  taxes  do  busineds  on'mat^ids  o!f  profit  t^v^'have 
no  relation  to  the  rates  of  taxes  imposed  upon  them.  Or  it  is  said  t^t'tht^ttlhifaver 
teles  tax  would  t^volUtSoldse  brtidineds  ])i^tice  and  •tfnconrage  evasion.  'Rie  avoid- 
ance of  a  1  pel-  cent  tax  "would  fifcarcehr  be  woftti  the  trouble  bHlaborate  tatx^odglng 
devices.   Surtly  there  Wt^uld  be  mot^ 'incentive  to  0v^eahigh-t*te  efpecffic  sales  tat. 

SWiynPOTNlf  Oy  THE  CX]fN  stilt  i^. 

Hxird,  from  the  standpoint  of  the  consiuner  the  t^i^ovet -satds  tsSc  is  even  more 
advantageous  than  from  the  standpoint  of  the  Govemttient  or  of  the  tn^rchant. 

To  start  with,  in  addition  to  costing  the  Government  about  $25,000,000  annually 
to  collect  the  existing  taxes,  the  revenue  officials  themselves  estimate  that  the  extra 
expense  upon  the  people  of  keeping  the  required  records,  rendering  reports  and  re- 
turns, hiring  accountants  and  lawvers,  etc.,  ^  connection  with  the  payment  of  the 
present  highly  uncertain' and  complex  taicesamotinfs  to  another  $100,000,000  annually. 
With  the  abolition  of  the  excess-profits  tax  and  the  many  and  various  specific  sales 
taxes  and  the  substitution  of  a  tudform  tuniov^r  M^  tax,  thb  bookkeeping  bill  of 
the  country  would  be  substantially  cut  down. 

The  enactment  of  a  turnover  sales  tax  Would  permit  of  the  present  exemption  from 
income  of  $1,000  for  single  persona  and  $2,000  for  married  persons  being  raised  to  $3,000 
for  single  persons  and  $4,000  for  In&rried  persons.  As  a  single  man  with  tax  income 
of  $3,000  now  pays  t80  in  iticome  tax  and  neaven  knows  what  in  loaded  specific  sal<^ 
taxes,  and  as  under  the  toraover  sales  tax  program  he  would  pay  no  income  tax  and, 
even  though  he  ape&t  his  entire  income,  the  tumov^  s^efi'tax  shifted  to  hitti  would 
Bsually  not  amount  to  mdre  th^n  $60,  the  consumer  of  moderate  means  would  be 
directly  and  substftfitisllty  benefited  by  the  adoption  of  the  turnover  sales  tax.  As 
to  the  consumed  with  an  income  less  than  tjl.OOO  ot  $2,000,  who  now  pays  no  income 
tax,  the  total  tumovcft  sales  taix  which  could  be  shifted  to  him  would  be  jperhaps  $20 
or  $40  in  one  caeeor  thd'otheV,  flndhe  would  save  whatever  uncertain  part  of  thespedlic 
sales  taxes  might  be  shifted  to  him.  It  is  the  sheerest  nonsense  to  say  that  such  indi- 
vidual under  the  preseht  System  does  not  pay,  tfnd  tmder  the  proposed  increase  xa 
specific  sales  taxes  would  hot  pay,  on  the  average  a  substantial  consumption  tat, 
altboufi'h  conceivably  one  given  individual  might  p&y  little  ot  none  ana  the  next 
individual  much  more  than  the  average. 

The  old  aigument  that  the  specific  sales  taxes  are  limited  to  articles  of  luxury  has 
been  abandoned.  Inst^d,  the  catdh  phrase  has  been  substituted  that  they  are  or 
ahoold  be  limited  to  articles  not  of  absolute  necessity.  What  such  articles  may  be 
no  two  people  will  dver  agree  on,  aknd  most  of  the  advocates  of  specific  sdes  taxes 
prefer  to  leave  to  Congress  the  designation  of  such  articles.  As  a  matter  of  fact,  of 
course,  there  are  fe#  funilies in  this  country  whose incdme is sosmall  that  they  spend 
nothing  for  articles  not  of  absolute  necessity. 

So  fa^  far  fh>m  the  existing  and  proposed  specific  sale^  taxes  drawing  revenue  ffotn 
the  rich  according  to  thek  ability  to  pay,  such  taxes  actually  bear  more  heavily  in 
propoftion  to  their  income  on  those  of  modentte  and  small  means.  "Mast  of  the  income 
of  the  rich  man  can  be  Shd  us>tallyis  spent  for  nontaxable  things,  such,  for  instance, 
as  fumittn-e  and  expensive loods.  who  chiefiy  pays  the  tax  on  sporanti[  goods,  chewing 
gum,  candy,  pipes,  toilet  sotfbs,  and  soda  water,  the  tidh  or  the  poof? 

On  the  other  nand,  undel'  tne  turnover  sales  tax  the  man  wbo  spent  $100,000  would 
pay  100  times  as  much  tax  as  the  roan  who  spent  $1,000.  Being  spread  proportion- 
ately, the  turnover  sales  tax  wedld  avdid  't)ye  ptes^nt  uncertain  and  fortuitous  inci- 
dence of  the  q)ecific  sales  taxes.  Instead  of  increasing  the  burden  of  the  common  lot, 
the  turnover  saTeb  t&x  Wdiild  M<te  It. 

COKCLtTBTON. 

From  every  standpoint,  both  in  phnciple  and  in  practice,  the  turnover  sales  tax  is 
snpeiior  to  miscellainoous  8|>ecific  sales  taxe^.  To  the  extent  that  other  countries 
have  tried  the  tumovet  sales  tax,  their  experien(re  is  encouraging  and  favorable. 
The  Philippine  sales  tax  is  universally  commended.  The  Canadian  salos  tax,  al- 
though yet  crude,  is  being  extended.  'The  French  sales  tax,  although  its  effectiveness 
is  also  impaired  by  exceptions  and  restrictions,  has  justified  none  of  the  fears  of  the 
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opponents  of  a  turnover  sales  tax.    Mexico  had  a  sales  tax  under  Diaz,  to  which  its 
then  prosperity  has  been  larf^ely  attributed. 

In  the  income  tax,  properly  revised,  we  shall  have  a  tax  imposed  on  a  sound  basis, 
as  taxes  go.  To  offset  its  inevitable  .defects,  however,  and  to  insure  a  stable  revenue 
we  must  have  another  tax  or  other  taxes  to  provide  a  complement  and  balance.  Ilie 
ciioice,  as  a  practical  matter,  is  between  specific  sales  taxes  and  a  tiurnover  sales  tax 
ou  commodities. 

If  we  adopt  the  former  alternative,  we  shall  be  obli{?ed  to  retain  most  of  the  existing 
sales  taxes,  to  increase  the  rates  of  some  of  them,  and  to  impose  new  specific  sales 
taxes.  The  table  of  existine  Federal  sales  taxes  hereto  attached  shows  the  sort  of 
bramble  bush  into  which  we  should  be  jumping  a^ain. 

If  we  adopt  the  latter  alternative,  we  shall  be  rid  of  the  tangle  of  specific  sales  taxes 
and  shall  have,  coordinate  with  the  income  tax,  a  turnover  sales  tax  so  certain,  so 
equal,  and  so  simple,  that  the  present  nightmare  of  taxation  will  speedily  become  one 
with  other  horrors  of  the  past. 

Charles  P.  Vacohan,  Chairman, 


Existing  Federal  Sales  Taxes. 


A. — ON  sales  or  QOOOS,  WARESj  AND  MERCfiANDISE. 


By  manvfactwrer. 


Automobiles per 

Musical  instruments. 

Sporting  goods 

Chewing  gum 

Cameras 

Candy 

Firearms 

Knives 

Electric  fans 

Thermos  bottles 

Pipes 

Vending  machines 

Liveries 

Hunting  garments 


Carpets,  over  $5 per  cent. 

Picture  frames,  over  $10 do. . . 

Trunks,  over  |50 do. . . 

Bags,  over  $25 do. . . 

Purses,  over  $7.50..  - do. . . 

Lamps,  over  $25. do. . . 

Umbrellas,  over  $4 do. . . 

Fans,  over  $1 do. . . 

House  coats,  over  $7.50 do. . . 

Waistcoats,  over  $5 do. . . 

Women's  hats,  over  $15 do. . . 


cent. . 

a-5 

do — 

5 

do — 

10 

do.. .. 

3 

do — 

10 

do 

5 

do. . . . 

10 

do. . . . 

.10-100 

do. . . . 

5 

do... . 

5 

do. . .. 

10 

do. ... 

.  5-10 

do — 

10 

do ... . 

10 

Fur  articles per  cent. .  10 

Pleasure  boats do 10 

Toilet  soaps do 3 

Plajdng  cards $0. 08 

Distilled  spirits per  gallon. .  $6. 40 

Fermented  liquors per  barrel . .  $6. 00 

Soft  beverages per  cent. .  15 

Tobacco i  .per  pound. .  $0. 18 

Narcotics per  ounce. .  $0. 01 

Oleomargarine,  per  pound. .  $0.0025-$0.10 

Filled  cheese per  t>ound . .  $0. 01 

Mixed  flour per  barrel . .  $0. 04 

White   phosphorus   matches,    per 

hundred $0. 02 


To  consumer^ 


10 
10 
10 
10 
10 
10 
10 
10 
10 
10 
10 


Men's  hats,  over  $5 per  cent. 

Shoes,  over  $10 do. . . 

Neckties,  over  $2 do. . . 

Silk  stockings,  over  $2 do. . . 

Shirts,  over  $3 do. . . 

Underwear,  over  $5 do. . . 

Waists,  over  $15 do. . . 

Jewelry do. . . 

Toilet  articles do. . . 

Medicinal  articles do. . . 

Soda  water do. . 


By  anyone  to  anyone. 
Works  of  art per  cent, 

B.— ON  SALES  or  GAPirAL  ASSETS. 

By  anyone  to  anyone^ 
Real  estate,  one-tenth  of  1  per  cent. 


10 

10 

10 

10 

10 

10 

10 

5 

4 

4 

10 


W 


SAUSS  'SX' 


t.-M 


.r— .  *. 
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C. — OK  8ALS8  OP  THB  USE  OT  ^ROPfiRTT. 

By  lessor. 


Automobiles per  cent. .  3-5 

Chewing  g^um do 3 

'Fmtattaa do 10 

Thennos  bottles do 5 

Liveries do 10 

Pleasure  boats do 10 

Dues. do 10 

Musjical  instruments do 5 

Cameras ..do 10 

Knives do 10-100 


Pipes per 

Himting  garments 

Toilet  soaps 

Pullman  accommodations... 

Sporting  goods 

Candy 

Electric  fans 

Vending  machines v . 

Fur  articles 

Motion-picture  films. .'. 


cent, 
do... 
do... 
do... 
do... 
do. . . 
do... 
do — 
do... 
do... 


By  anyone  to  anyone. 


D. — ON  SALES  OP  CH08B8  IN  ACTION. 


Byismier, 


10 
10 
3 
8 
10 
5 
d 

^10 

10 

5 


Admissions per  cent. .  10-50 


Stock,  one-twentieth  of  1  per  cent. 
Time  drafts,  one-fiftieth  or  1  per  cent. 
Fire  insurance,  1  per  cent. 
Future  deliveries  of  produce,  one-fiftieth 

of  1  per  cent. 
Corporate  securities,  one-twentieth  of  1 

per  cent. 
Plt>mis8ory  notes,  ^ne-fiftieth  of  1  per 

cent. 


life  insurance,  two  twenty-fifths  of  1  per 

cent. 
Future  deliveries  of  cott<m,  $0.02  per 

pound. 
Indemnity  bonds,  10.50. 
Marine  insurance,  1  per  cent. 
Casualty  insurance,  1  per  cent. 


To  trane/eree. 
Stock,  one-fiftieth  of  1  per  cent. 

E. — ON  SALES  OP  SERVICES. 

One* 8  own  and  others'. 

Ocean  passage per  cent. .        3J     Parcel  post per  cent. .  4 

Telegraph  service do 10-33J     Transportation do 3-S 

Note. — ^The  foregoing  summary  is  necessarily  incomplete  both  in  the  enumeration 
of  the  taxes  and  in  the  specification  of  the  rates,  but  it  gives  an  i^proximate  picture 
of  the  present  sales  tax  situation. 

STATEKENT  OF  A.  J.  KBIXY,  PITTSBtJ&OH,  PA.,  RSPBBSBNXma 
LBOZSLATIVB  OOlOCmTBB  OF  NATIONAL  ASSOCIATION  OF  BBAX. 
B8TATE  BOABDS. 

The  Chairman.  You  reside  in  Pittsburgh,  and  represent  what 
interest? 

Mr.  Kellt.  I  reside  in  the  city  of  Pittsburgh,  and  I  represent  the 
legislative  conunittee  of  the  National  Association,  of  Keal  Estate 
Boards. 

I  want  to  be  brief,  and  I  will  state  om*  premises  to  start  with,  and 
if  you  have  any  questions  that  you  desire  to  ask  I  will  try  to  answer 
them. 


58  UTXBBFACi  BBVBKUE. 

As  you  may  know,  tlie  Nati^ial  Association  of  Real  Estate  Boards 
throughout  tne  countiy  are  interested  in  something  which  nearly 
every  human  being  is  mterested  in,  namely,  houses 

The  Cbajmman.  If  you  are  g^ing  to  adfdress  the  committee  on 
that  subf^t,  let  nte  say  tht4;  it  has  been  very  exhaustively  investi* 
gated  by  t  subcommittee  of  the  Committee  on  Banking  and  Currency, 
fpf  whicn  Sentiator  Calder  was  (jhairman. 

Mr.  Kelly.  The  only  reason  I  suggest  that,  Senator,  is  to  show  you 
why  we  have  taken  any  action  in  t^  at  all*  I  do  not  intend  to  dis- 
46USS  that  <iuestion. 

,    The  Cbaibhan.  No;  I  think  the  committee  is  thoroughly  familiar 
with  that  question. 

Mr.  EJELLY.  I  will  not  then  mention  it.  That  is  the  reason,  how- 
tever,  why  the  association,  composed  of  400  boards  and  about  20,000 
xealtors  scattered  about  throughout  the  United  States,  was  par- 
ticularly interested  in  this  subject,  outside  of  being  generally  inter- 
ested as  citizens  as  well. 

To  bring  the  matter  to  the  attention  of  your  committee,  in  the  way 
that  the  realtors,  or  the  National  Association  of  Real  Estate  Boards 
look  at  it,  I  will  read  a  resolution  which  is  very  brief,  and  it  will 
•explain  the  situaticni.  This  resolution  was  passed  by  tne  executive 
committee  of  the  National  Association  of  Real  Estate  Boards  held  a 
few  days  ago  at  New  Haven,  Conn.,  and  it  reads  as  follows: 

We  jointly  recommend  «s  follows:  Therefore  be  it 

Resolved f  By  the  executive  committee  of  the  National  Aasooi^tiwi  of  Real  Estate 
Boards,  in  conference  assembled  at  its  meeting  in  New  Haven,  Conn.,  April  27  aaid  28, 
1921,  that  we  confirm  our  former  position  and  urge  upon  the  Congress  the  revision  of 
the  revenue  laws  of  1918  by  repeal  of  the  excess  profits  tax,  elimination  of  the  surtaxes 
in  the  Federal  individual  income  tax  system,  or  a  reduction  thereof  so  that  the  maxi- 
mum rate  will  not  exceed  30  per  cent;  repeal  of  the  miscellaneous  excise  taxes,  except 
those  on  tobacco  and  liquors,  and  the  enactment  of  a  ^;ro8s  sale  or  turnover  tax  at 
approximately  1  per  cent  to  apply  to  all  sales  exceeding  $6,000  annual  turnover: 
And  be  it  further 

Resolved^  That  attempts  to  effect  legislation  concerning  the  amelioration  of  the 
bousing  situation  be^  and  hereby  are,  disapproved,  that  the  result  being  adjudged  by 
this  association  outside  of  the  jfield  of  new  laws,  and  considered  subject  to  economic 
f)rocesses:  And  be  it  further 

Resolved,  That  we  urge  realtors  and  others  to  actively  foster  and  encourage  building 
and  loan  associations  and  kindred  institutions  by  depositing  their  idle  funds  therein, 
and  the  preachmemt  of  thrift  by  others  to  become  {Mtrticipants  in  their  services  and 
benefits,  particularly  to  use  their  assistants  in  the  acquirement  of  homes  for  such 
participants. 

The  reasons  tiiat  the  realtors  are  urging  tiiis  are  two :  First,  to  kdip 
*flie  money  market  so  that  there  will  be  more  moftey  in  tke  tniu^et  for 
mortgages;  second,  so  as  niore  nearly  to  equalize  the  Fed€«^  tax 
and,  at  the  same  time,  raise  enougn  money  to  pay  our  Federal 
expenses  and  debts. 

The  realtor  is  not  trying  to  shirk  any  responsibility  nor  to  get 
a^waj  from  hie  share  of  taxes.  He  always  pays  his  debts;  but  it  is 
foolish  to  ask  a  repeal  of  the  excess  profits  tax  and  the  mt>deration  of 
the  surtax  unless  some  other  tax  is  sul^stituted  therefor. 
.  The  real  estate  interests  have  been  studying  this  miestion  for  a 
whole  year  and,  like  the  gentleman  from  Philadelphia,  nave  dianged 
their  position.  I  suppose  a  year  ago  if  a  vote  had  been  taken  of  the 
20,000  members  of  the  association  it  would  have  been  found  to  be 
opposed  to  the  sales  tax,  but  studying  this  subject  from  every  angle 
and  from  every  standpoint,  step  by  step,  and  discussing  it  m  open 
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meetings  three  or  four  times  this  year  we  have  eome  to  the  oonclttsion- 
that  the  only  fair  tax  and  the  only  tax  which  at  the  same  time  woukl 
prodace  enough  revenue,  probably,  was  the  sales  tax,  which  is  & 
simplified  form  of  taxation  and  wmch  wouk)  relieve  the  person  pay* 
ingr  the  tax  and  the  Government,  both,  of  a  gr^at  burden  of  ooHection* 
Uentlemen,  the  reasons  for  this  tax  have  been  discussed  pretty 
tiioroi^hly  this  morning.  I  do  not  believe  it  is  necessary  fctr  me  ttf 
go  into  the  various  items  of  reasoning  on  the  suhject.  I  am  v«ry 
wilUng  to  answer  any  questions  that  you  may  wish  to  propound  iov 
further  exposition  of  our  position  in  tne  matter. 

STATEXBNT  OF  C.  B.  8MITB,  DIBSOTOB  OS*  GLEBICAL  OPSOi^ 
ATIONB  OF  TBR  WSftTUSTGHOITISiB  aiRBTJAyB  CO.,  PITTS^iirBQS, 
PA.,  RBFBBSBimNQ  TAX  COIOCITTBE  OF  XHB  TSiATlQSAJU  A8r 
SOGIATIOSr  OF  XANtJFACTXmBBS, 

The  Chairmait.  State  vour  full  name  for  the  record. 
Mr.  Smtth.  Mr.  Chairman  and  m^nbers  of  the  conMnittee,  my^ 
name  is  C.  H.  Smith. 

The  Chairman.  What  position  do  you  hold  m  the  Weatin^MAe 

<:;o.i' 

Mr.  Smtph.  Director  of  clerical  operations  of  the  Westin^iouse- 
Airbrake  Cb.,  and  representing  the  Pf ational  Association  of  Manu- 
facturers as  chairman  of  their  tax  committee. 

The  Chairman.  You  speak  for  them,  do  you  ? 

Mr.  Smith.  I  speak  for  that  committee. 

The  Chairman.  Have  you  devoted  a  good  deal  of  attention  to  thie*. 
question  ? 

Mr.  Smith.  About  two  years  the  committee  has  considered  this 
question  of  taxation,  and  a  year  ago  this  month  we  presented  a 
report  in  f  aver  of  the  sales  tax  to  the  annual  meeting  of  the  National 
Associati(Mi  of  Manufacturers,  which  report  was  accepted. 

The  Chairman.  Do  you  know  whether  that  report  has  been  fo»-- 
warded  to  this  committee  ? 

Mr.  vSmtth.  I  have  it  with  me. 

The  Chairman;  It  might  be  well  for  you  to  leave  copies  of  that: 
report  here,  a  number  of  copies  for  the  conunittee.  Wul  you  sendi 
me  100  copies  of  it  at  your  convenience  ? 

Mr.  Smith.  Yes,  sir.    As  I  said,  we  have  considiered  this  question - 
of  Federal  taxation  in  a  general  wav  for  approximately  two  years, . 
and  we  know  from  our  experience  tnat  it  has  been  a  great  taslc  to 
the  companies  and  corporations  to  prepare  their  tax  statements,  and 
in  most  cases  it  has  necessitated  duplicate  work  in  the  proparation 
of  reports. 

We  have  a  system  of  keeping  accounts,  and,  when  we  come  to  pre- 

Eare  our  reports  for  the  Federal  taxation,  it  means  another  set  ot 
ooks,  practically.  Having  considered  the  different  methods  of 
raising  taxes,  we  £now  that  the  Government  requires  a  certain  am<)unt 
of  money,  and  it  is  the  desire  of  the  corporations  to  pay  their  share 
of  it,  whatever  it  might  be.  What  we  would  like  to  have  is  some^ 
thing  definite,  so  that  when  we  pay  our  taxes  we  know  that  they  arc 
fixed  and  we  shall  not  be  callea  upon  in  one  or  two  or  three  or  four- 
or  five  years  after  we  have  prepared  our  return  for  a  year,  to  pa}' 
an  additional  amount,  because  our  experience  at  this  time  is  that 
the  Government  is  checking  our  1917  returns,  and  they  have  gone- 


Qicroc  our  bpoks  back  to  18^9,  wh^ch  was  the  date  of  the  oi^anization 
oif  the  Westmghouse  Airbrake  Co.,  and  have  checked  up  our  prop- 
wty  and  plant  accounts  to  see  what  we  have  charged  off  under 
those  various  headings  for  depreciation. 

.  As  everyone  knows,  back  3(3  or  40  or  50  years  ago  accounting 
ficheimes  were  verv  crude,  and  at  that  time  very  few  people  thought 
anything  about  depreciation,  and  the  consequence  was  that  durmg 
«  given  year  they  set  aside  and  charged  off  a  certain  amount  ot 
inoney  for  depreciation.  Of  course,  when  you  average  that  up  dur- 
ing a  period  of  50  years  the  percentage  that  we  have  charged  into 
our  accounts  is  very  small  when  you  compare  it  with  the  present-day 
rates.  We  do  not  know  to-day  whether  or  not  we  shall  be  called 
upon  by  the  Government  to  pay  any  back  taxes  for  1917,  even.  Of 
course  we  have  1918,  1919,  1920,  and  1921  yet  to  hear  from. 

We  have  set  aside,  just  like  all  corporations  have,  a  certain  amount 
of  money  and  have  paid  certain  taxes,  and  if  the  Government  comes 
alon^  and  asks  us  to  pay  an  additional  amount  it  is  going  to  be  a 
haroship  on  us,  because  we  have  felt  in  a  general  way  that  we  have 
paid  a  large  amount,  and  it  means  additional  financing,  probably,  in 
order  to  pay  any  addition  which  the  Government  may  call  upon  us 
to.nay. 

Senator  MoCumbeb.  You  do  not  mean  to  say  that  you  lay  aside 
money  to  meet  back  taxes  ?  You  do  not  lay  aside  a  sum  of  money 
for  the  purpose  of  correcting  anv  nodstakes  ? 

Mr.  Smith.  No  ;  only  durmg  the  year  we  set  aside  in  various  months 
a  reserve.    We  prepare  a  reserve  for  the  yearly  taxes. 

Senator  McCuhbeb.  For  vour  year's  tax  ? 

Mr.  Smith.  For  our  year  s  tax,  and  which  we  may  get  right  or 
may  not.  For  instance,  some  months  are  very  good,  and  there  may 
be  certain  adjustments  in  the  next  month  which  might  affect  it. 
Our  inventories  enter  very  greatly  into  our  profits  for  me  year.  At 
the  end  of  the  year  we  take  an  mventory  and  use  market  or  cost, 
whichever  is  lower,  as  reconmiended,  ana  the  next  year  there  is  a 
falling  market 

Senator  Shoot.  Will  you  get  down  to  the  sales  tax,  please  ? 
.  Mr.. Smith.  Yes,  sir. 

llie  Chairman.  Your  argument,  as  Senator  Smoot  is  leading  up 
to,  is  an  attack  on  the  complication  or  inconvenience  of  the  present 
system,  which  we  all  admit;  but  it  does  not  say  that  the  sales  tax 
is  a  good  system  of  taxation.  That  is  what  the  conunittee  wants  to 
get  at,  and  it  wants  the  benefit  of  your  experience  as  a  business  man. 

Mr.  Smith.  My  experience  as  a  business  man  and  as  an  account- 
ant in  connection  with  our  shop  and  general  books  is  that  the  sales 
tax,  from  mv  knowledge  of  its  working,  would  be  very  simple  com- 
pared with  the  excess-profits  tax;  and  we  know,  of  course,  that  every 
concern,  every  corporation  or  company  keeps  a  record  of  its  sales, 
and  we  woula  not  need  any  additional  oookkeeping  other  than  what 
we  are  required  to  do  to-day,  to  add  up  the  sales  and  take  a  certain 
percentage  of  them  for  the  Government's  requirements. 

The  Chairman.  Mr.  Smith,  the  products  oi  the  Westinghouse  Air- 
brake Co.  are  a  very  advanced  form  of  product,  are  they  not  ? 

Mr.  Smith.  In  certain  cases;  yes. 

The  Chairman.  How  many  turnovers  would  there  be,  for  instance^ 
in  the  average  product  of  the  Westinghouse  Airbrake  Co.  ? 
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Mr.  Smtth.  The  -Westirigholise  Airbrake  Co.  would  just  have  &e 
final  tumoyer,  except  as  regards  raw  materials. 

The  CttATHMAN.  Preceding  the  completion  of  the  airbrake,  how 
many  turnovers  subject  to  taxation  would  there  be  t 

Mr.  Smith.  None  in  the  airbrake.  As  to  the  raw  materials  there 
midit  be  two. 

The  Chaxbman.  What  would  they  be? 

Mr.  Smith.  Take  iron  and  copper,  and  things  like  that,  of  course 
our  turnover  would  make  the  tlurd;  but  the  general  average,  I  should 
inijBu?ine,  would  not  be  over  four. 

Tne  ChaxrmaKi  You  have  only  turnover,  do  you,  in  the  making  of 
the  airbrake  1 

Mr.  Smith.  Yes,  sir:  outside  of  the  raw  materials  that  we  need. 

Senator  MoCumbeb.  Do  you  sell  directly  to  the  consumer? 

Mr.  Smith.  Yes,  sir. 

Senator  McCumbeb.  The  consuming  companies? 

Idr.  Smith.  Yes.  sir;  the  railroads  in  all  cases.  We  sell  directly  to 
the  consumer.  Tnere  is  no  middleman  or  jobber  in  connection  with 
ourproduct. 

Tne  question  has  been  brought  up,  just  as  you  are  bringing  it  up. 
that  the  man  who  does  not  manufacture  the  complete  promict  would 
be  handicapped  by  having  to  pay  several  different  turnovers  on  his 
completed  product,  to  pay  several  different  parties  as  compared  with 
other  concerns.  My  experience  with  that  has  been  that  certain 
parts  of  our  product  are  in  competition  with  that  of  a  man  who  makes 
nothing  but  just  one  thing,  the  small  man,  you  might  say,  and  we  as  a 
corporation  can  not  compete  to-day  with  nim  in  certam  things. 

The  Chairman.  What  things  ? 

Mr.  Smith.  For  instance,  a  reservoir.  Take  a  blacksmith  shop 
that  does  not  have  any  overhead,  practically,  compared  with  that  of 
a  large  concern — nothmg  but  himself  and  a  few  helpers  and  he  does 
not  have  any  office  force  or  much  bookkeeping.  He  can  turn  out 
half  a  dozen  reservoirs  at  a  great  deal  less  cost  than  we  can. 

Senator  Smoot.  Specialized  work  is  taking  the  place  of  handwork  ? 

Mr.  Smith.  Yes,  su*.  He  can  undersell  us  on  certain  things,  which 
he  does  to-day.  There  is  a  certain*  class  of  trade  that  we  can  not 
touch.  Where  a  man  wants  certain  things  of  that  kind  the  small 
man  can  outsell  us.    We  do  not  get  that  business. 

The  Chatbman.  What  kind  of  a  sales  tax  would  you  favor  for  that 
particular  business  ? 

Mr.  Smith.  A  gross  sales  tax  on  all  turnovers. 

The  Chaibman.  On  your  airbrake? 

Mr.  Smith.  On  our  sales,  whatever  they  might  be. 

The  Chathmak.  You  sell  to  the  railroads,  do  you  not  ? 

Mr.  Smith.  Yes^  sir.  I  would  suggest  a  tax,  at  the  end  of  the 
month,  or  any  period  that  might  be  designated,  of  so  much  per  cent 
of  our  sales  /or  the  Federal  Government  tax. 

The  Chaibman.  Do  you  sell  outright  to  the  railroads  ? 

Mr.  Smith.  Yes,  sir;  directly. 

Senator  Smoot.  Do  you  sell  to  any  other  concerns  in  the  United 
Stiates  than  railroads?    I  mean,  you  sell  other  products? 

Mr.  Smith.  Yes,  sir;  we  have  compressors,  and  things  like  that. 
We  sell  to  anybody.    We  might  sell  to  a  contractor  or  to  an  indi- 


vi^ei^  hmms  01)  9Q«»e  w^  ^m  tbi^t.    Wi^  iHim  motors  o^  ^;ldi 
and  they  would  go  to  t^.lMTO#r  d||^«W 

of  the  revenue  thfii^^wQuMlitK^  4^ve4  b^m  moh  i^.tf^i 

'  Mn*.  Sw»9h  We  l^fijTQ.QBtAPf^ted  ijb  m  a  gcm^i)^  wa^^  oi]i|f)gQsod&  wan^, 
and  merchandise,  as  amounting  to  about  one  billion  and  iv-.h^Ji^^ 
The  Chatrman.  On  what  avuiv^  qi  tf^l 

Mr.  Smith.  Yes,  sir.  Of  course,  conditicti^  i^  t}^  o<Hmti:y  ax^ 
c]|^»ne»tt  <»yQ?Br  4^11  wd>  ev««y  ^fM>Qtb».  wd  w^^png  th^t  wa  mi^t 
surest  along  that  line  is  a  mere  matter  of  ^ess  on  the  pa]!:tyo/im(f  qnfi, 

siderationi  tp  wbf^t  tp^xia9  eonU  be  ceplf^^od  or^  eMmin^A^  oy  tiie 
substitution  of  a  sales  tax  ? 

Mr.  Smith.  The  €^i(pQ9&T^r<9fita  %^.m  (^wamtioa'^th  WTpomUmu, 
aod  tb0. 9urt|j2^ oQ,]|idiYiduQl$t»  vfbaek i^pr^ctjioalljr  tha  sai^^  tJbuig.. 

Se^aAorrS^iQQvy  AU/Q^  tbe-^aMs  t8j]|:^  thatt  v&pr/crposed^^ow? 

Mr.  Smith.  Yes,  sir. 

SenfttoTt  Supw^  N(mly.  ^y^yi  oibef  t»^ 

Sena^i^SiMMowk  ^ou  m0aa.aU,crf.  tba-s^a^  tc^^^): 

Mr-  Smww..  Tb^  kkben  fai>g^  only. 

Th.9  Chmqhan*  Wouldithe^  WestiDshoufie  Cq,  pay  arlnjqgi^ram^ujQA. 
o( Fod^^al. tft^esorr a  1^98  amouijiit itfiaei:  tJw, system? 

Mtk  S»«t».  a  slid^jbly  l^er  t«t, 

The  QBiAffiBf:^^  Xou.  woiad,p^y  a.lwrgfii!  taaj  iwidw,  tbA  propogiitwa, 
you  hi^ye.  ^y  WQ^-  tlw^i  you  pay  mixler  the  pra^ept,  qyMiWifl 

Mr.  Smith.  Yes,  sir.    Some  years  we,  migpt^ 

The  QBAf9MA». .  You  u^e  it  oq,  %cqouii4^.  ot  its*  simpUcit'^  aaul 
co9Q»yeiiience  ? 

Mn.  Smith.  Ajbsolu^y.  We  ai^.  qow  suji^je^  tp,  a.  lot  of  iuopor 
yeaMenoe  ui  preparing  the  ta^  retiumSt  fpr«  the  Federal  Goyei7»awte. 
We  haye  to  We  outeide  speciali9tH^  and.  after  w^  do  Uwk  we  dp  no4^ 
know  that  we  are  anywhere  near  ngd^ti  wy  mw^^  th^.we  dp-wjiteii 
we  estimate  for  ourseiyes.  We  feel  faaat  we  are  &littb  oeac^  GosxefA 
probably.  The  retuma  go  in  and  they  haye  differmt  inteirpretftltiQix% 
fromi  whaib  we  h«^ye  about  certaiii  things,  wi  ttaie^.haye  thele^t  word 
and  we  haye  to  submit  to  their  %cUi)g. 

The  CHAjRMANt  Haye  you  apy  lihing  f uirtbiar  ? 

Mr.  Smith.  Nothing  further. 

Senator  Simmons.  Mr.  Smithi.dp,you  ab9o>rb  any  part.of  theascep»> 
profits  tax,  or  do  you  pass  it  on  to.tjbe  oon^up^r  f. 

Mr.  Smith.  WeU,  that^  i9i  %i|i!ed.  ii;  acjditioji.  ta  ou7  cpst..  We  dp 
not  include  thut*  in.  our  cost,  oeqau^e  if  Wfedo  p^t'hay^apy  e^ces9^ 
profits  tax — — 

Senator  Summons.  You  do  not  absoirb  it? 

Mr.  Smith.  No,  sir. 

Senator  Simmons.  You  do  not  haye  to. pay  wy  pert  of  tbeei^icess* 
profits  tax  yourself  ? 

Mr.  Smith.  What  is  that.  Senator  ? 

Senator  Simmons.  I  say,  you  do  not  ultin^ately  hj^ve.  to. pay  out 
of.  your  own  pocket  any  part  of  the  excess  tax  i 

Mr.  Smith.  We  do.  * 
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Sonatoir  SmMOis^  I.  thought;  you.  saui  jfqu.  pi^saed  it  on  to  tfa« 
ceoaxuiifir? 

ibi.  Sicrra.>  No;  ^v»  do^  ootk  X  said  we*  tajke  tbalr  out  of  our 
ptofite-"'-— 

Senator  Shoot.  Qf  aottrae  joxxi  dlou 

Mb  S«affa«  (cojituftiung) .  j!^d  do  not  mclud^  thait  in  our  oeete  att 
alL  That  ia  the  isqwroment,  of.  the  GQii«mmeftt  wkwii  we  preparo 
o^r  rotuxns V    It  b.  JMt  passed'  <Ma  to  tho  oowmiieri 

SffliatenD  Simmon^..  Th^xi,  pmetiicaUy,  yout  pay  ami  the  consume 
does  not  pay  the  excess-pronts  tax? 

Mr;  SiOTH; '  Not  m  our  case.. 

Senate  Sufloocct  Yott  make  a  higher  profit  on  Mcountr  of  the  oxceas- 
profits  tax? 

Mr.  Smtsh.  Yes^  sir.  We  ikmk  we  are  somg:  to  hare  to  pay  so 
much  to  our  stockholders  as  dividends^  o{  oourso. 

Senator  MoCoM^jni.  You  seU:  your  goods^  so 'as- to  jreaJJ^e.  thai/ price  ? 

Mr.  SjfjxH.  Absokitely. 

Senates  McCuioibb;  Tlsesi,  of  qouhbq^  the*  ooiis«iuiee  paysj  for  it  ? 

Mr.  Smtth.  He  eventually  does,  of  course. 

Senator  Caxj^eb^  Your  net  pirofits  ace  abcivAi  equal  or  at^  least 
equal  to  what  they  were  before  the  excess-profits  taxes  were  put  on  t» 

j£d.  SmrEH.  No;  they^  are  muoh  less;,  if*  you  wilt  tako-  tibe history 
of  our  dividends  they  are  much  less. 

Senator  CAUDsn.  Yeuv  net  profitsi  mih  the*  taxes,  paid  - » 

Mi\  Suns.  Aase  lem. 

Senator  Caldeb  (continuing).  In  the  last  three  or  Um9  ye^^iBtban 
tliM  were  <  pee  vional^r  % 

Mr.  Smith.  Yes,  sir;  our  rates  are  less. 

SeAaior  SvoQV.  Why  was  that  ?    Because  vour  business  was  less  ? 

Mfe^  Sicnra.  No;  om  oosts  were  hi^;ber  all  tne  way  tiueugh. 

Senator  Gakbeb.  Your  selling  prices  were  higher  too  ? 

Mr.  SiDDtFo;.  They  did' not  keep  pace  with*  the  costs^  of  CGursei 

The  Chaibman.  Ab.  I  understands  it,  when,  you^  sell'  an  airbrake 
tOL  a*  purohaseir  you  sell  it  subjeet  tO'  the  tax.  You  would  iiot  pay 
thataacl 

Mr.  Smith.  Well^  we  fix  a>  certain  pnce*  for  the  sidborakee. 

The  Gtu^aaiAN,.  Doesithat  include  tbe  tax  ?' 

Mr.  Smith.  No;  we  do  not  show  it  as  tax. 

The  CHAiuiiAN.  A  sales^  tax^  is  never  inohndlBd  in^  the  purohaae 
price,  as  a  rule  ? 

Mr.  Smith.  No,  sir. 

TheGiHAtiDMi^^  In  ia  added*  to  >  the*  price 'to  >  the  ooosumer? 

Mr.  Smith.  In  our  airbrake  business  there  is  not  any  tax  at  all 
outside  of  the  excess-profits  tax  and  capital  stock  tax). 

T^»  OBAiBUAUk  In  other  weirds,  yevt  pass  this  tax  diieetly  on  to 
the  ooBflumeT'?' 

Mr.  Smith.  As  part  of  our  costs. 

The  Chairman.  Would  you  say  sinap^  so.mueh  for  the  airbrake 
and  thatf  would  inelude  an  amoimt  fair  Federal  =  taxes  ?  That  ia  the 
w^  you  do  when^you  buy  an>  aulomofaile. 

Mb.  SiffTH.  That  ie  thaprosent  taxiation  scheme^ 

The  Chaibmax.  That  is  a  sales  tax. 

Mr.  Smith.  Yes,  it  is;  but  my  idea  of  the  proposed  sales. tax  is  this, 
that  the  Westinghouse;  Airbrake  Cro«  has  a  oertam  amount  of  business 
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every  month  or  every  year,  or  whatever  you  desbe  to  base  it  on,  and 
we  are  ^oing  to  pay  1  per  cent  of  the  sales  as  a  tax.  The  customer 
knows  mat  when  he  is  Duying  the  airbrakes  or  any  other  of  our  prod- 
ucts that  we  have  in  the  price  a  certain  amount,  1  per  cent,  for 
Government  tax.  While  we  would  not  show  it  as  a  separate  item 
of  the  invoice  as  a  tax,  he  knows  it,  just  the  same  as  anybody  else. 
But  here  we  make  an  affidavit  quarterly  or  monthly,  or  whatever  is 
necessary,  and  submit  our  check  with  our  balance  sheet  and  operating 
statement  to  the  Government,  and  of  course,  if  they  see  fit,  they  can 
make  periodical  checks. 

Senator  Simmons.  In  other  words,  Mr.  Smith,  as  I  understand  you, 
at  present,  to  meet  the  requirements  of  the  excess-profits  tax,  vou 
would  add  to  the  price  whicn  you  propose  to  charge  for  your  product 
a  sum  that  you  think  would  about  equal  the  excess-profits  tax  you 
have  to  pay  to  the  Government  ? 

Mr.  Smith.  We  take  our  costs,  whatever  they  might  be. 

Senator  Simmons.  Do  you  not  sometimes,  or  if  you  do  not,  do  you 
not  think  that  in  the  course  of  trade  others  sometimes  add  a  little 
bit  more  ? 

Mr.  Sboth.  Oh,  there  is  no  question  about  that.  They  want  to 
be  safe. 

Senator  Simmons.  In  order  to  be  safe,  do  not  some  of  them  put  in 
a  pretty  good  sUce  for  themselves  ? 

Mr.  Sboth.  There  is  no  question  in  my  mind  at  all  about  that;  and 
the  customer  is  taxed  to  tne  limit.  The  estimate  is  that  it  is  about 
25  to  35  per  cent  more. 

Senator  Simmons.  You  say  that  you  would  pursue  the  same  course 
if  a  sales  tax  is  adopted  ? 

Mr.  Smith.  Yes,  sir;  it  is  convenient.  If  you  fix  a  1  per  cent  or 
one-half  of  1  per  cent  or  3  per  cent,  even,  the  customer  knows  that  3 
per  cent  is  the  sales  tax,  wnether  you  show  it  on  the  invoice  or  not. 

Senator  Simmons.  In  your  case  you  know  what  it  would  be  and 
you  would  only  add  what  it  would  be  to  your  price  ? 

Mr.  Smith,  xes,  sir;  absolutely,  because  we  are  competing  with 
other  people  and  we  would  have  to  sell  to  meet  their  prices,  would  we 
not  ?    If  we  did  not  we  would  not  get  any  business. 

Senator  Simmons.  You  are  going  to  put  that  on,  yourselves? 

Mr.  Smith.  Yes,  sir. 

Senator  Simmons.  You  are  not  going  to  tell  your  customer  how 
much  you  put  on  ? 

Mr.  Smith.  He  knows. 

Senator  Simmons.  But  you  in  your  case  would  only  put  on  the 
actual  tax  ? 

Mr.  Smith.  Yes,  sir. 

Senator  Simmons.  In  the  regular  course  of  business  do  j;ou  think 
that  others  would  always  be  as  scrupulously  honest  about  it  as  you 
would  be  ? 

Mr.  Smith.  That  is  not  in  human  nature. 

Senator  Simmons.  Do  you  not  think  that  there  are  a  great  manv 

Eeople  who,  in  adding  this  amount  that  they  estimate  thev  will 
ave  to  pay  on  accoimt  of  the  sales  tax,  would  put  in  a  good,  little 
sum  for  themselves  ? 
Mr.  Smith.  Yes,  they  would,  if  they  could  get  away  with  it. 
Senator  MoCumbeb.  They  would  under  the  present  system  ? 
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Mr.  Smith.  Yes.    It  does  not  make  any  difference  to  them. 

Senator  Cajldeb.  They  do  it  now  ? 

Mr.  Smith.  Yes.    It  is  a  matter  of  competition,  anyway. 

Senator  Simmons.  The  point  about  it,  Mi.  Smith,  is  that  if  we 
impose  a  sales  tax  of  the  kind  that-  is  proposed  here  the  purchaser 
of  an  article  wiU  not  know  whether  he  is  paying  only  the  amount 
which  is  to  go  to  the  Government  or  whether  he  is  paying  several 
times  that  amount. 

Mr.  Smith.  In  any  scheme  of  taxation  you  would  never  know.  I 
might  say  1  per  cent  in  the  invoice,  but  there  may  be  other  things 
put  in  regardless  of  what  they  are  called. 

Senator  Smoot.  That  may  be  your  idea,  but  imder  the  bill  itself 
regulations  are  to  be  made  by  the  Treasury  Department:  and  if 
the  Treasury  Department  says,  under  these  regulations,  tnat  the 
invoice  shall  be  SlOO  and  the  tax  added  will  be  Sl^  that  is  what  you 
will  do,  and  not  what  you  say  now  you  are  goins  to  do. 

Mr.  Smith.  Oh,  no:  we  will  do  wnatever  the  bill  says. 

Senator  Smoot.  Whatever  the  law  and  the  regulations  say;  and 
the  regulations  no  doubt  will  say  that  is  what  you  have  got  to  do. 

Mr.  Smith.  Yes.  It  is  only  a  matter  of  clerical  worE  to  specify 
on  an  invoice  whatever  amoimt  it  is.  That  is  all  it  is:  and  my 
idea  was  that  in  eliminating  that  it  would  simplify  the  whole  thing. 

Senator  Smoot.  If  the  regulations  are  the  same  as  they  are  in  the 
Philippine  Islands,  every  man  who  pays  a  tax  will  know  just  exactly 
what  he  pays.    That  is  what  it  will  be  in  this  case. 

The  Chairman.  Is  that  all  ? 

Mr.  Smith.  Yes,  sir;  that  is  all  I  have  to  offer« 

S^iator  JoNBS.  I  have  a  few  questions. 

Mr.  SmitJi,  you  have  just  suggested,  if  I  understood  you  correctly, 
that  under  tiie  present  system  of  excess-profits  taxes  you  tried  to 
make  yourself  safe;  you  tried  to  get  a  price  which  wul  return  the 
dividends  which  you  think  your  stockholders  ought  to  have  ? 

Mr.  Smith.  Yes. 

Senator  Jones.  But  you  have  not  been  able  to  inake  the  same 
dividends  that  you  did  before  ? 

Mr,  Sboth.  if o,  sir. 

Senator  Jones.  Why? 

Mr.  Smith.  As  I  say,  we  have  not  increased  our  profits  because 
the  market  would  not  stand  it  in  proportion  to  the  mcreased  cost. 
Materials  have  been  high;  labor  has  been  high  and  everything  has 
been  high. 

Senator  Smoot.  That  might  have  happened  if  there  were  not  any 
tax. 

Mr.  Smith.  Yes;  it  would  not  make  any  difference. 

Senator  Jones.  So  it  has  been  necessary  in  your  trade  for  you  to 
absorb  some  of  these  excess-profits  taxes  ? 

Mr.  Sboth.  There  is  no  question  about  it. 

Senator  Jones.  That  being  so,  what  is  it,  under  any  taxation 
scheme,  which  fixes  the  price  to  the  purchaser  ? 

Mr.  Smith.  The  whole  thing  resolves  itself  into  a  matter  of  sim- 
pUcity  for  an  individual  or  a  corporation  in  preparing  tax  returns— 
knowing  when  he  pays  a  certain  amount 

Senator  Jones,  i  ou  do  not  get  my  question.  My  question  is : 
What  is  it,  then,  that  fixes  the  pnce  which  you  charge  a  purchaser  1 
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Mr.  Smith.  Quite  a  number  of  tJnngs.  1%ere  is  no  question  about 
that. 

Senator  Jones.  Is  it  not,  Mr.  Smith;  after  all^.  a  question  of  ascer- 
taining what  is  the  reasonable  price  which  the  traffic  or  the  com- 
modity will  bear? 

Mr.  Smtth.  There  is  no  question  about  that.  We  have  increased 
costs.  I  wouM  not  want  to  say  what  nercentage  our  costs  hare 
increased  on  account  of  the  excess  profits  scheme  of'  taxation.  I 
would  not  want  to  say  that,  but  we  know  costs  have  been  very 
much  greater  in  the  matter  of  clerical  work  and  things  of  that  nature. 

Senator  Jones.  Under  any  form  of  taxation  the  vendor,  in  arriving^ 
at  a  price  at  which  he  will  sen,  if  he  can  selt  it  at  a  higher  price,  take& 
into  consideration  the  excess  profits  taxes  and  everything  else,  doe& 
he  not  ¥ 

Mlp.  SMTTff.  Surely.    It  is  natural  to  take  in  everything. 

Senator  Jones.  But  if  he  can  not  do  tJiat 

■  1^.  Smtih.  He  should  not.  The  same  way  with  your  sales  tax. 
There  will  be,  no  doubt^  certain  businesses  that  will  not  be  able  to> 
pass  all*  of  it,  but  the  majority  will. 

Senator  Jones.  With  any  kuid  of  a  tax,  if'  tiie  traffic  will  bear  it; 
the  seller  is  pretty  likely  to  augment  iha  amount  of  the  tax? 

Mr.  Sbiith.  There  is  no  question  about  tittat. 

Senator  Jones.  And*  use  that  as  an  excuse  for  raising  his  price- 
higher? 

Mr.  SMirH.  If  a  man  wants  to  get  business  he  brings  the  price* 
down,  and  the  other  fellow  will  have  to  meet  it. 

Senator  Shoot.  It  is  competition. 

Senator  Jones.  It  would  be  the  same,  whether  the  tax  were  an* 
excess  profits  tax  or  a  sales  tax  or  any  other  kind. 

Mr.  ^MTTB:.,  Yes;  but  we  must  not  overlook  tha  fact  ^at  the^ 
excess  profits  taxes  make  our  cost  higher,  and  tiiat  is  why  we  want, 
to  eet  aown  to  the  simplest  metiiiod!  of  handling  it. 

Senator  Jones.  There   you   have   brought   in   another  d^nnent. 
You  say  that  the  excess  profits  tax  will  make  your  costs  higher.. 
Whv? 

Mr.  SiiiTH.  In  the  matter  of  clerical  work  and  expenses.  That . 
is  what  X  mean.    It  takes  a  lot  of  work. 

Senator  Jones.  Tou  mean  in  addition  to  the  actual  amount  of 
money  paid  ?- 

Mr.  Smtth.  Yies,  sir.    Our  own  expense  is  higher,  that  is,  clerical: 
expense.     We  have,,  say,  half  a  dozen  men  with  all  of  our  diffwent 
companies  that  proba1>ly  have  nothing'  eke  to  do  but  go  over  the- 
figures. 

Senator  Jones.  How  mudi  is  that  extra  cost  in  your  business  ? 

Mr.  Smith.  As  I  said^  I  would  not  like  to  estimate  that. 

Senator  Jones.  Let  us  approximate  it. 

Mr.  Smith.  I  will  say  $23,000  a  vear;  something  like  that. 

Senator  Jones.  What  do  your  sales  amount  to  a  year  ? 

Mr.  Smith.  About  $30,000,000. 

Senator  Jt)NEs.  What  per  cent  is  $25,000*  of  that  f. 

"Mr.  Smith.  It  is  a  very  small  percentage,  of  course,  but  all  those  - 
things  considered  affect  the  situation,  ana  in  getting  out  our  other  - 
work  it  is  quite  an  item.     To-day  we  have  got  men  looking  up  tax. 
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ceriums  and  chocking  titkem,  and  when  the  Goyemment  men  come 
4tf'ound  it  takes  the  ume  of  our  people  assisting  them. 

Senator  JoN£s.  For  the  purpose  of  saving  uiat  $2^000  you  are 
mllmg  to  have  a  1  p^  cent  tax  p«t  on  your  total  out|mt.  Is  that 
the  idea  ? 

Mr.  Shixh.  Tea,  sir;  and  also  to  save  the  bother  in  connection 
with  the  dollars  and  ^entsieatuxe. 

Sena4;or  Jones.  And  1  per  oent  tax  on  SSO^OOO^OOO  would  be  how 
much? 

Mr.  Smith.  $300,000. 

Senator  Jokes.  I  am  not  goiog  to  insist  cm  your  answering  this 
question  unless  you  choose  to;  but  for  the  purpose  of  companson  I 
would  like  to  get  at  the  amount  of  lexcess-profits  tax  that  your  com- 
j>any  paid. 

Mr.  SifrrH.  I  really  do  not  know  just  at  this  minute.  Senator. 

Senator  Jones.  I  will  not  insist  on  it. 

Mr.  Smith.  I  could  not  say  that  figure  at  all,  because  we  are  just 
working  it  out. 

Senator  Jones.  How  much  dividends  do  you  pay  your  stock- 
holders ? 

Mr.  Smith.  One  dollar  and  seventy-five  cents  a  quarter,  14  par 
cent  on  the  capitalization.  It  is  7  per  cent,  really,  on  the  value  of 
the  stock. 

Senator  Jones.  Seventy  per  cent  ? 

Mr.  Smith.  Seven  per  cent  on  the  value  of  the  stock.  That  is 
what  it  amounts  to. 

Senator  Jones.  If  you  do  not  earn  more  than  that  you  do  not 
have  any  excess  pronts  tax  to  pay,  do  you? 

Mr.  Smith.  We  have  heretofore  paid  some  all. the  way  through. 
To-day  there  is  no  question  but  what  we  will  not  have  any  profits  to 
pay  taxes  on,  and  we  probably  will  not  pay  any  dividends  on  that 
amount  under  our  present  business. 

Senator  Jones.  1  was  coming  to  that  point.  Is  not  business 
eomewhat  depressed  now  and  are  not  prices  falling  ? 

Mr.  Sbhth.  Yes,  sir;  absolutely. 

S^iator  Jones.  And  are  you  selling  below  cost  ? 

Mr.  Smith.  We  are  not  selling  anything  at  cost  or  below,  prac- 
tically. We  are  not  selling  anythmg.  In  met,  our  business  to-aay  is 
runiunfi;  less  time  than  at  any  time  since  1893. 

The  Chairman.  Are  your  works  closed  down  ? 

Mr.  Smith.  No,  sir.  We  are  working  three  days  a  week,  eight 
iiours  a  day. 

The  Chairman.  How  many  men  do  you  employ  f 

Mr.  Sboth.  At  all  of  our  plants  I  would  say  12,000. 

The  Chairman.  And  they  are  working  half  time } 

Mr.  Smith.  No,  sir«  We  have  reducea  our^  force  probably  50  per 
cent,  and  the  remaining  50  per  cent  are  working  about  three  days  a 
week,  eight  hours  a  day.  A  lot  of  that  is  on  stock  that  is  not  on  sale, 
in  order  to  keep  the  men  working. 

Senator  Cal2»».  Do  you  think  that  the  repeal  of  the  excesis 
piofits  tax  law  and  the  modification  of  the  hi^er  rates  of  surtax 
would  tend  to  stimulate  business  ? 

Mr.  Smith.  Yes,  sir. 

Senator  Calder.  At  once  ? 
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Mr.  Smith.  No,  not  right  away.  I  would  say  not  for  a  period 
of  five  or  six  months  untu  the  thing  got  settled,  because  no  scheme 
of  taxation  will  get  into  operation  for  some  little  time. 

Senator  Cajlder.  Is  it  not  a  fact  that  under  the  present  system 
the  business  man  generally  is  discouraged  from  extending  his  busi- 
ness; that  if  it  is  profitable  he  pays  a  large  tax,  the  Government 
takes  it  from  him,  and  if  he  loses  he  has  no  relief  ? 

Mr.  Smith.  He  does  not  start  anything,  practicaUy.  In  fact,  we 
have  the  same  condition  to-day.  In  some  of  the  things  that  we 
have  started  we  have  practically  not  done  anything  at  all  with  them. 

Senator  Calder.  Under  the  sales  tax  he  womd  know  that  he 
paid  a  tax  upon  his  sales. 

1^.  Smith.  Whatever  he  sold.  If  he  did  not  sell  anything  it 
would  be  all  expense  to  him,  an3rway,  and  of  course  he  would  not 
have  any  profits. 

Senator  Calder.  Therefore  he  would  not  be  afraid  to  take  the 
risk  of  loss  ? 

Mr.  Smith.  Absolutely  not. 

Senator  Jones.  Suppose  the  time  should  come  when  you  would 
sell  your  product  at  less  than  cost.    Do  you  think  it  would  be  right 
for  the  Government  to  tax  you  on  that  when  you  were  selling  for 
Jess  than  cost? 

Mr.  Smith.  Why  should  they  ? 

Senator  Jones.  That  is  what  I   am  inquiring.     This  sales   tax 
would  amount  to  that,  would  it  not  ? 
I  Mr.  Smith.  No.    Your  sales  tax  goes  to  the  consumer,  like  any 

other  tax. 

Senator  Jones.  But  if  you  are  selling  for  less  than  cost  ? 

Mr.  Sboth.  No;  I  do  not  think  so.     I  do  not  think  anybody  is 
I  going  to  sell  for  less  than  cost,  if  they  are  in  business  to  maKe  a 

profit,  which  everybody  is. 
I  Senator  Jones.  I  think  I  can  point  out  a  good  many  people  in 

this  country  who  are  selling  to-day  at  much  less  than  cost. 

Mr.  Smith.  There  probably  are  certain  concerns  trying  to  keep 
i  their  forces  on  and  to  keep  the  plant  in  operation.     Probably  they 

are  selling  for  less  than  cost.     They  would,  even  if  they  stuck  to 
their  present  prices^  operate  their  plants  at  a  reduced  force. 

Senator  Jones.  I  think  I  know  of  a  great  many  cattle  men  and 
sheep  men  throughout  the  country  that  are  selling  their  products 
for  much  less  than  cost. 

Mr.  Smith.  I  am  speaking  of  manufacturing  and  industrial  con- 
cerns. As  I  say,  no  doubt  some  of  them  are  selling  at  less  than 
cost  in  order  to  operate  their  plants,  because  their  overhead  eats 
up  what  little  nrofit  they  have. 

Senator  McCumber.  Even  if  you  sell  at  less  than  cost,  and  there 
is  a  1  per  cent  tax,  you  do  not  lose.  The  consumer  pays  that  1  per 
cent  tax.     It  does  not  add  to  your  loss. 

Mr.  Smith.  Of  course,  business  conditions  are  such  that  you  would 
probably  lose  a  great  deal  more  money  to-day  than  you  would  if 
you  were  operating  a  part  of  your  plant  a  part  of  the  time. 

Senator  Jones.  Keferring  to  the  question  of  the  Senator  from 
North  Dakota,  if  a  man  is  selling  for  less  than  cost  he  is  selling  for 
all  he  can  get,  is  he  not } 

Mr.  Smith.  There  is  no  doubt  about  that. 
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Senator  Jonss.  He  wants  all  he  possibly  can  get,  and  he  would 
et  just  as  much,  whether  he  had  to  pay  a  1  per  cent  tax  or  not. 

e  would  get  all  he  could,  anyhow,  or  all  the  purchaser  is  wilhng  to 
pay? 

Sfr.  Smith.  The  selling  price  would  be  less  than  it  would  be  with 
1  per  cent  sales  tax. 

Senator  Simmons.  You  said  a  little  while  ago  that  as  a  rule  goods 
are  sold  at  all  the  traffic  will  bear. 

Mr.  Smith.  All  you  can  get.  That  is  practically  so.  Supply  and 
demand,  no  doubt,  regulate  a  certain  proportion  of  your  sellmg  price. 

Senator  Simmons.  The  inquiry  that  I  imderstooa  was  directed  to 
you  was  whether  if  prices  are  fixed  on  that  basis  and  you  had  to 
take  a  part  out  of  what  you  got  and  pay  it  to  the  Govemment  in  the 
shape  of  taxes,  that  would  not  reduce  the  profit  that  otherwise  you 
might  make  ? 

Mr.  Smith.  Of  course,  the  prices  are  based  to  a  great  extent  on 
cost  as  well  as  on  supply  and  demand,  because  you  have  a  certain 
cost  to  build  it  up  to  a  certain  point,  regardless. 

Senator  Simmons.  In  that  sense,  when  you  put  your  prices  at  all 
the  traffic  will  bear,  if  you  have  to  take  a  part  out  of  that  and  pay 
it  to  the  Govemment  as  a  sales  tax,  that  diminishes  the  profit  which, 
under  other  conditions,  you  might  make. 

Mr.  Smith.  Unless  we  pass  it  on  to  the  consumer. 

Senator  Simmons.  So  you  do  pass  it  on  to  the  consumer  ?  It  is 
included  in  the  price? 

Mr.  Smith.  Yes,  sir. 

Senator  Simmons.  If  it  were  not  for  its  inclusion,  you  could  get 
the  same  price  if  you  put  the  price  at  all  the  traffic  would  bear. 
It  necessarily  operates  as  a  diminution  of  the  profit  you  might  make  ? 

Mr.  Smith.  I  do  not  think  that,  because  if  you  put  any  tax  on,  if 
it  is  higher  than  we  are  doing  to-day,  your  pnce  will  50  up.  If  it  is 
less,  your  price  will  come  down  within  a  certain  period  of  time. 

Senator  Simmons.  Let  me  ask  you  this:  Have  you  any  competi- 
tion in  air-brakes  ? 

Mr.  Smith.  We  have  in  our  air-brake  business  competition  with 
big  concerns  like  the  General  Electric  Co.,  in  connection  with  our 
street  car  business,  and  the  New  York  Airbrake  Co.  We  have  com- 
petition with  dozens  of  them  in  connection  with  our  steam-driven 
and  motor-driven  compressor  products  and  other  things. 

Senator  Simmons.  What  per  cent  of  that  business  do  you  control  ? 

Mr.  Smith.  I  do  not  know. 

Senator  Simmons.  You  have  an  idea,  I  am  quite  sure,  Mr.  Smith, 
You  must  have  an  approximate  idea. 

Mr.  Smith.  About  50  per  cent.  As  to  some  of  them  we  do  not 
control  that.  We  do  not  control  anywhere  near  that;  in  fact,  we  are 
the  small  side  of  it. 

Senator  Simmons.  Do  you  sell  at  the  same  price  that  the  inde- 
pendent manufacturers  do  that  sell  the  other  50  per  cent  ? 

Mr.  Smith.  Sometimes  we  do;  sometimes  we  do  not. 

Senator  Simmons.  As  a  matter  of  fact,  there  is  a  standard  price  ? 

Mr.  Smith.  The  price  is  about  the  same. 

Senator  Simmons.  You  follow  their  price,  or  they  follow  your 
price  ? 

Mr.  SidTH.  Yes  an4  no.  We  do  certain  things  to  get  business; 
somebody  else  does  something  else.     It  is  not  a  meed  pnce. 


Senator  StMMO^B.  If  ydu  could  aibsohrtdv  ^enta^l  the  price  you 
charge,  you  cduld,  by  combination,  charge  wnatev«p  you  please  ? 

Mr.  Smith.  You  can  not  do  that. 

Senator  Simmons.  Can  not  a  monopoly  do  that  ? 

Mr.  Smith.  The^Qoveinm^irt;  will  not  permit  anything  efthat  Wnd. 

Senator  Simmons.  There  are  monopolies,  whether  theOovwrnnent 
permits  them  or  not.    We  ktiow  thajt. 

Mr.  Smith.  We  are  not  one  of  those. 

Senator  SnGiteONS.  If  the  product  you  make,  such  as  the  air  brake, 
is  a  product  that  has  got  to  be  had  and  can  not  be  dispensed  with;  -it 
will  oe  sold,  lean  dispense  with  coffee,  but  a  railroad  cati  not  dis- 
ipense  with  air  brakes,  oecause  the  law  sajrs  they  shall  have  therm. 
If  you  had  a  monopoly— and  it  is  supposed  by  a  gbod  maJny  folks 
that  you  have.    I  do  not  say  you  have 

Mr.  Smith.  I  understand. 

Senator  SiBfMONS.  If  you  had  a  monopoly  and  the  railroads  are 
coinpelled  by  law  to  use  your  air  brakes,  then,  imder  the  rule  that  you 
have  laid  down,  that  the  prices  are  fixed  by  whtft  the  traffic  will  bear, 
taxation  of  this  kind  would  not  trouble  you  at  all  one  way  or  the 
other,  except  the  little  trouble  and  annoyance  of  making  calculations 
and  paying  some  money  out. 

Mr.  Smith.  If  there  were  such  conditions,  yes. 

Senator  Smoot.  This  has  nothing  to  do  with  the  sales  ta:x. 

Senator  Simmons.  I  think  it  has  a  great  deal  to  do  with  the  sales 
tax. 

Mr.  Smith.  No;  nothing  at  all. 

'Senator  Calber.  In  your  study  of  the  situation  have  you  con- 
sidered th^  wisdom  of  raising  the  exemption  on  the  income  tax  t  !En 
other  words,  where  a  sales  tax  is  levied  ought  we  not  to  increase  the 
exemption  over  the  present  exemption  of  $1,000  up  to  five  or  six 
thousand  dollars  % 

Mr.  Smith.  On  personal  income  taxes  ? 

Senator  Caldssr.  Yes. 

Mr.  Smith.  By  all  means. 

Senator  CaldHsr.  It  ought  to  be  raised  four  or  five  thousand  dol- 
lars? 

Mr.  Smith.  Well,  this  is  not  a  matter  before  the  conmiittee,  btit  I 
think  your  exemption  for  children  should  be  higher  than  it  is.  Of 
course,  it  has  notning  to  do  with  the  sales  tax. 

The  Chairman.  It  has  nothing  to  do  with  the  sales  tax. 

Senator  Simmons.  Mi,  Chairman,  I  want  to  say  that  an  inqiiii7  by 
a  member  of  this  committee  for  the  purpose  of  eUciting  whether  tmder 
this  sales  tax  the  people  will  have  to  bear  a  greater  burden  thafi  they 
do  now  is  a  very  pertment  inquiry.  I  am  mot^  interested  in  knowing 
with  reference  to  the  sales  tax  whether  it  is  going  to  increase  <lbe 
burden  of  the  consumers  of  this  country  or  not;  and  as  you  ptopose 
to  substitute  it  for  an  excess-profits  tax  and  a  surtadc,  Siny  inqraies 
with  reference  to  excess-profits  taxes  and  surtaxes,  so  ^ar  as  'tiie  eoA- 
sumer  is  concerned,  is  very  pertinent  t»  the  inguiry,  in  my  jtidgiment. 

Senator  Smoot.  If  the  Senator  confines  himself  as  to  how  it  is 
going  to  be  more  burdensome,  that  is  all  right. 

Senator  Simmons.  That  is  what  I  was  endeavoring  to  do. 

Senator  Smoot.  This  witness  has  not  said  one  thing  about  that. 

The  Chairman.  The  committee  is  much  obUged  to  you,  Mr.  Smith. 
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8TATEHENT  OF  LBBBXUS  B.  WIL7LEY,  BEPBBSBNTINa  TBB  TAX 

LEAOXJB  OF  AHEBICA. 

The  Chairman.  Judge,  will  you  state  your  full  name  for  the 
record  ? 

Mr.  WiLPLEY.  Lebbeus  R.  Wilfley. 

The  Chairman.  Whom  do  you  represent  in  this  connection,  Judge  ? 

Mr.  Wilfley.  I  represent  the  Tax  League  of  America. 

The  Chairman.  Where  is  that  association  located  ? 

Mr.  WiLFLET.  Its  offices  are  at  present  in  New  York  City. 

The  Chairman.  Its   membership   embraces   the   whole   country, 
does  it  ? 

Mr.  Wilfley.  It  embraces  about  13  States. 

The  Chairman.  How  many  members  have  you  ? 

Mr.  Wilfley.  I  do  not  Jmow  the  exact  number.  It  has  not  been 
in  existence  very  long. 

The  Chairman.  How  long  has  it  been,  ii^  existence  ? 

Mr.  Wilfley.  About  two  months. 

The  Chairman.  Have  they  ever  held  a  meeting? 

Mr.  Wilfley.  Oh,  yes ;  the  advisory  board  meets. 

The  Chairman.  Has  the  whole  association  been  represented  in  a 
convention  or  anvthing  of  that  kind  ? 

Mr.  Wilfley.  No,  sir;  not  the  whole  association. 

The  Chairman.  You  reside  in  New  York  ? 

Mr.  Wilfley.  I  reside  in  Greenwich,  Conn.,  and  practice  law  in 
New  York. 

The  Chairman  .  You  were  formerly  attorney  generri  of  the  Philip- 
pine Islands  ? 

Mr.  Wilfley.  Yes,  sir. 

The  Chairman.  When  ? 

Mr.  Wilfley.  From  1901  to  1906. 

The  Chairman.  You  were  appointed  by  the  governor,  were  you  ? 

Mr.  Wilfley.  Yes,  sir;  by  Gov.  Taft. 

The  Chairman.  Will  you  state  briefly  to  the  committee  your  views 
on  the  sales  tax  ? 

Senator  Jones.  Just  a  moment,  Mr.  Chairman,  if  you  please. 
Who  compose  this  league  that  you  represent  ? 

Mr.  Wilfley.  It  is  made  up  of  business  men  from  various  parts 
of  the  coimtry.    It  represents  no  special  ^oup  and  no  special  interest. 

Senator  Jones.  How  were  they  brought  together  in  a  league  ? 

Mr.  Wilfley.  They  were  brought  together  as  most  organizations 
of  that  kind  are  formed,  by  a  few  men  who  believe  strongly  in  the 
sales-tax  principle,  and  they  invited  various  men  throughout  the 
country  to  participate  in  the  organization. 
P>The  Chairman.  Do  they  pay  dues  ? 

ZJMr.  Wilfley.  Well,  I  beneve  there  are  no  dues.  Fi'om  $2  to  $6, 
I  believe,  are  the  amounts  fixed.  The  organization  is  just  getting 
imder  way.     I  was  called  into  it. 

Senator  Jones.  Who  commenced  to  get  it  under  wa^  ? 

Mr.  Wilfley.  I  did  not  organize  it.  I  was  invited  into  it.  Maj. 
Opdycke  here  was  one  of  the  movers,  and  there  are  three  or  four 
otner  men — ^Mr.  Hazen  J.  Burton  and  Mr.  Charles  T.  Moflfatt,  of 
Minneapolis,  are  also  very  active  in  it,  and  we  have  one  or  two  mem- 
bers in  Philadelphia. 
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The  Chairman.  Who  haveyou  in  Philadelphia  ? 

Mr.  WiLFLEY.  G.  Searing  Wilson  is  our  treasurer. 

Senator  Jones.  What  is  nis  business  ? 

Mr.  WiLFLEY.  I  think  he  is  in  the  real  estate  business.  I  think  he 
owns  buildings.  So  it  is  just  a  group  of  men  gotten  together  rather 
hastily.    The  organization  is  hardly  perfected  yet. 

Senator  Jones.  You  reside  in  New  York  ? 

Mr.  WiLFLEY.  YeS;  sir;  I  was  called  into  it  because  the  originators 
of  it  knew  that  I  was  in  the  Philippines  for  some  time. 

Senator  Simmons.  In  what  way  do  you  know  that  you  represent 
any  interest  except  the  interest  of  those  people  who  have  been  taken 
into  your  organization  ? 

Mr.  WiLFLEY.  Let  me  get  the  point  of  your  question. 

Senator  Simmons.  You  have  mentioned  a  number  of  gentlemen 
who  belong  to  your  organization  and  who  hold  offices  in  it. 

Mr.  WiLFLEY.  Yes. 

Senator  Simmons.  In  what  way  have  you  sounded  out  the  general 
business  so  as  to  ascertain  that  you  really  have  a  right  to  speak  for 
any  persons  or  interests  except  those  that  you  have  taken  mto  the 
organization  ? 

Mr.  WiLFLEY.  You  are  quite  right,  Senator 

Senator  Simmons.  There  are  so  many  of  these  paper  associations 
that  are  formed  and  who  come  up  here  and  say  they  represent  a  great 
mass  of  people.  Sometimes  they  represent  nobody  except  them- 
selves. 

The  Chairman.  They  become  infant  industries. 

Mr.  WiLFLEY.  Senator,  nothing  could  be  more  unpretentious  than 
our  organization.  We  are  poor,  we  are  weak,  we  are  feeble.  We 
have  nothing  behind  us  but  a  conviction  that  this  is  a  sound  principle 
of  taxation  and  that  it  would  be  to  the  welfare  and  benefit  of  our 
Nation  if  it  were  incorporated  into  our  fiscal  system. 

The  Chairman.  Judge,  when  you  were  attorney  general  of  the  Phil- 
ippines was  this  sales  tax  in  force  ? 

Mr.  WiLFLEY.  It  was  put  in  force  while  I  was  there,  Mr.  Chairman. 

The  Chairman.  At  what  period  of  your  official  tenure  ? 

Mr.  WiLFLEY.  It  was  put  in  force  toward  the  close. 

The  Chairman.  How  soon  toward  the  close  f 

Mr.  WiLFLEY.  About  1904  to  1905.    I  left  the  Philippmes  in  1906. 

The  Chairman.  Then  you  had  about  a  year's  experience  ? 

Mr.  WiLFLEY.  Yes;  I  did. 

The  Chairman.  The  first  year  ? 

Mr.  WiLFLEY.  Yes,  sir.  I  was  there  when  the  tax  was  put  on,  and 
it  was  put  on  with  great  difficulty.  There  was  a  ^eat  protest  against 
it  by  tne  business  men  and  the  citizens  of  the  Philippine  Islands,  and 
all  of  the  arguments  which  we  hear  in  this  country  at  this  time  were 
advanced  there  by  the  opponents  of  the  measure,  and  all  of  the  dire 
predictions  of  the  results  of  such  a  move  were  put  forth  at  that  time. 

As  I  say,  the  commission  put  it  in  force  witn  very  great  difficulty, 
but  in  a  very  short  time  the  opposition  to  the  measure  died  out,  and 
for  16  years  the  tax  has  been  paid  practically  without  a  murmur. 

The  tax  was  originally  one-thira  of  1  per  cent.  It  has  been  in- 
creased to  1  per  cent,  and  the  authorities  are  now  seriously  contem- 
plating raising  it  to  2  per  cent.  It  has  produced  the  most  important 
item  of  revenue  during  these  years  and  it  is  believed  by  those  on  the 
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Sound  to  have  contributed  very  materially  to  the  prosperity  which 
e  islands  have  enjoyed  in  recent  years. 

Mr.  Hord;  who  wrote  the  law  and  who  administered  it  six  years 
as  collector  of  internal  revenue,  is  present  and  he  will  testify  before 
you  in  a  little  while  and  will  throw  a  great  deal  more  light  upon  the 
subject  than  I  can.  I  am  familiar,  however,  to  that  extent,  with  the 
operation  of  it  in  the  Philippine  Islands. 

I  lived  for  a  number  of  years  in  Mexico  under  .the  administration  of 
Porfirio  Diaz  and  Limantour,  his  ^at  finance  minister.  Wc  took 
the  sales  tax  from  Mexico,  where  it  nas  been  in  existence  for  about  50. 
years.  It  has  become  a  part  of  the  fiscal  system  of  that  country,  | 
and  the  people  pay  it  without  being  conscious  of  it.  It  is  the  most 
popular  form  of  taxation  they  have;  and  during  the  administration 
of  President  Diaz  he  and  his  great  finance  mmister  used  it  most 
effectively  in  rehabilitating  that  country  financially. 

Senator  Jones.  Do  you  think  we  want  to  follow  in  the  footsteps  of 
Mexico  ? 

Mr.  WiLFLEY.  I  think  we  want  to  follow  in  the  footsteps  of  anv 
<»untry  that  has  a  meritorious  principle  of  government  of  any  kind. 
I  want  to  tell  you  that  under  the  administration  of  Diaz  and  Liman- 
tour  Mexico  was  a  very  well  governed  country  and  quite  prosperous. 

Senator  Simmons.  I  understand  you  to  say  that  the  people  paid  it 
without  knowing  anything  about  it  ? 

The  Chaibman.  It  was  a  pleasure  to  pay  it.        i 

Mr.  WiLFLEY.  It  was  much  more  of  a  pleasure  to  pay  it  in  that  / 
form  than  in  any  other.    That  is  the  point. 

Senator  Calder.  On  the  same  theory  that  the  customs  duties  are 
collected  ? 

Mr.  WiLFLEY.  Yes,  sir.  The  peo^e  do  not  notice  it.  We  all  pay 
it  when  we  buy  a  suit  of  clothes.  When  you  buy  your  tobacco  you 
pay  a  tax. 

The  Chaibman.  Do  they  wear  many  clothes  in  Mexico  ? 

Mr.  WiLFLEY.  We  wear  a  good  many  clothes  in  this  country. 

The  Chairman.  You  are  asking  us  to  follow  the  example  of  Mexico^ 
and  I  did  not  know  whether  the  Government  was  maintained  on  the 
sales  of  shoes  and  overcoats. 

Senator  Simmons.  Jud^e,  do  you  not  think  that  a  tax  that  the 
people  pay  without  noticmg  it  is  generally  a  very  dangerous  tax,  in 
that  the  man  who  collects  the  tax  may  get  a  larger  part  for  himself 
than  begets  for  the  Government? 

Mr.  WILFLEY.  There  is  some  danger  in  that.  I  mention  these 
examples  in  actual  history  because  the  practical  operation  of  the 
sales  tax  in  those  countries  refutes  many  of  the  assertions  made  by 
the  opponents  of  the  tax  in  this  country  upon  which  fallacious 
arguments  are  based.  The  sales  tax  expenence  in  the  Philippines, 
Mexico,  and  Canada  is  useful  for  that  purpose  at  least. 

The  Chairman.  Do  they  have  a  sales  tax  in  Canada  ? 

Mr.  WiLFLEY.  Thev  do. 

The  Chaibman.  Or  the  general  scope  that  you  advocate  here  ? 

Mr.  WiLFLEY.  Only  on  two  turnovers. 

The  Chairman.  We  have  a  sales  tax  on  many  articles. 

Mr.  WiLFLEY.  Yes;  but  it  is  quite  different  from  what  we  advocate. 
We  now  have  a  sales  tax  in  its  most  iniquitous  and  destructive  form. 
A  fair  and  equitable  form  of  sales  tax  is  defensible  on  its  merits.     It  has 
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the  sanction  of  experience.  It  has  been  successful  in  those  countries 
— backward  countries,  you  may  say,  but  nevertheless  the  Philippine 
Islands  have  been  pretty  thorougnly  Americanized  in  the  last  20 
years,  and  they  do  business  there  very  much  as  we  do  business  here. 
Human  nature  is  just  the  same  there  as  it  is  here,  and  economic  laws 
operate  there  just  the  same  as  they  do  here.  We  know  from  our  own 
experience  that  it  works  in  the  Philippine  Islands  very  successfully. 
I  ao  not  say  this  example  should  be  controlling,  but  1  do  say  that  it 
should  have  weight.  It  is  quite  germane  to  this  issue,  and  should 
have  weight  in  determining  what  course  our  Government  should 
pursue  at  this  time. 

Senator  Simmons.  You  mentioned  the  Philippine  Islands  and 
Mexico.     What  other  countries  did  you  mention* 

Mr.  WiLFLEY.  Canada. 

Senator  Simmons.  What  other  countries  ? 

Mr.  WiLFLEY.  And  France. 

Senator  Simmons.  Is  the  system  in  France  the  same  as  outlined 
in  this  bill? 

Mr.  WiLFLEY.  It  is  quite  extensive  in  France.  It  has  been  put  on 
only  recently  and  it  has  been  put  on  under  very  disadvantageous 
circumstances,  so  I  am  told.  I  am  not  familiar  with  all  of  the  details 
of  the  operation  in  France.  It  is  only  an  experiment  yet;  but  the 
Canadian  experiment  is  quite  satisfactory. 

The  Chairman.  How  long  has  that  been  in  existence  in  Canada  ? 

Mr.  WiLFLEY.  About  two  years,  is  my  recollection,  Mr.  Chairman. 

Senator  Jones.  Is  it  your  recollection  that  in  Canada  they  have  a 
uniform  tax  on  all  goods  ? 

Mr.  WiLFLEY.  I  understand  that  they  do,  but  I  am  certain  they 
have  it  on  all  manufactured  goods.  The  manufacturer  pays  an  over- 
turn tax  of  1  per  cent,  and  if  the  manufacturer  seUs  his  product  to  the 
retailer  or  consumer,  he  pays  2  per  cent. 

Senator  Jones.  Does  that  tax  there  apply  to  all  commodities? 

Mr.  WiLFLEY.  Practically  it  applies  to  all  commodities  except 
those  specifically  exempted. 

Senator  Jones.  Or  just  to  manufactured  commodities — does  it 
apply  to  bread  ? 

Mr.  WiLFLEY,  I  think  it  does. 

Senator  Jones.  I  think  you  are  mistaken. 

Mr.  WiLFLEY.  There  are  a  good  many  exemptions.  Just  what  the 
exemptions  are,  probably  Senator  Smoot  is  m  a  better  position  to 
state  than  I  am. 

Senator  Simmons.  That  is  a  manufacturers'  tax  and  not  a  turnover 
tax? 

Senator  Smoot.  It  is  not  a  manufacturers'  tax. 

Senator  Simmons.  I  understood  him  to  say  that  it  only  applied  to 
manufacturers. 

Senator  Smoot.  When  the  manufacturer  sells  goods  to  the  retailer, 
then  he  pays  the  2  per  cent  tax;  in  other  words,  the  Canadian  tax 
law  is  limited  to  2  per  cent. 

The  Chairman,  if  there  are  a  half  dozen  turnovers  preceding  the 
completed  products,  those  turnovers  are  not  taxed  in  Canada  ? 

Mr.  WiLFLEY.  That  is  my  understanding,  that  thej^  are  not. 

Senator  Simmons.  Then  you  are  unintentionally,  in  my  opinion, 
makhig  a  misleading  statement  when  you  say  tnat  Canada  has  a 
turnover  tax  such  as  you  advocate  here. 
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Mr.  WiLfi^Y.  In  principle.    It  is  limited  in  it^  scope;  tiiat  is  all. 

Senator  Simmons.  It  is  a  manufacturers  tax,  pure  and  simple. 

Mr.  WiLFLEY.  My  understanding  is  that  it  is  a  general  turnover  tax. 

Senator  McCumbeb.  What  is  tne  difference  between  tweedle  dee 
and  tweedle  dum?  If  it  is  turned  once  there  is  one  sales  tax;  and  if 
it  is  turned  twice  there  are  two  sales  taxes.    What  is  the  difference  ? 

Senator  Smoot.  We  give  you,  Mr.  Wilfley,  $6,000  exemption  here 
to  cover  what  Canada  exempts. 

Mr.  Wilfley.  Our  exemption  in  the  Philippines  extended  to  all  of 
the  farmers.  We  have  considered  exemptions,  and  our  plan  here 
exempts  a  dealer  whose  turnover  only  amounts  to  $6,000  n  year. 
Our  contention  is 

Senator  Jones  (interposing).  Now,  Judge,  you  say  that  our  ex- 
emptions here  are  to  reach  all  those  who  do  not  sell  m  a  year  more 
thw  $6,000.  How  will  that  operate  as  to  the  price  whicn  the  pur- 
chaser will  pay  for  flour  or  commeal,  coffee,  or  anything  of  that  sort  ? 
Will  the  consimier  get  it  for  less  than  the  fellow  who  only  turns  over 
$6,000  a  year,  or  wul  the  consumer  have  to  pay  just  the  same  whether 
he  sells  $6,000  or  $60,000  a  year  i 

Mr.  Wilfley.  The  price  of  all  these  things  is  fixed,  of  course,  bv 
competition,  and  it  is  impossible  to  know  in  advance  just  who  will 
enjoy  the  exemption  and  who  will  not.  • 

Senator  Jones.  This  exemption  of  $6,000  a  year  you  think  will 
not  relieve  the  consumer  at  ail,  do  you  not  t 

Mr.  Wilfley.  I  do  not.  The  great  body  and  the  great  bulk  of 
the  commodities  are  sold  by  the  large  dealers,  and  that  exemption  is 
made  very  largely  because  it  would  be  more  difficult  of  collection. 
It  is  just  an  arbitrary  matter. 

Senator  Jones.  That  exemption  is  put  in  there  for  the  purpose  of 
saving  some  administration  expense  and  to  benefit  entirely  the  small 
dealer,  the  man  who  sells  a  small  quantity,  but  it  is  not  put  in  here 
for  the  benefit  of  the  consumer. 

Mr.  Wilfley.  It  is  included,  and  it  is  a  matter  largely  of  adminis- 
tration. 

To  come  to  the  main  proposition,  our  proposition  is  this:  I  agree 
that  the  excess-profits  tax  law  must  go,  and  practically  all  agree 
that  the  high  surtax  must  go.  So  the  issue  is  narrowed  down  to  the 
tax . 

Senator  Jones  (interposing).  Let  me  ask,  why  do  you  think  the 
high  surtaxes  ought  to  go  ? 

Mr.  WiLFiJEY.  I  will  give  you  my  reasons:  They  have  been  raised 
so  high  that,  in  my  judgment,  they  are  quite  as  destructive  to  the 
business  interests  ana  the  general  welfare  of  the  coimtry  as  the  high 
surtaxes. 

Senator  Galdeb.  As  the  excess-profits  tax  ? 

Mr.  Wilfley.  As  the  excess-profits  tax,  yes;  and  the  reason  is  this: 
That  men  of  means  who  go  into  business  and  enjoy  a  profit  from  their 
investment  are  absolutely  stripped  of  the  profits,  practically  stripped — 
it  runs  up  to  about  70  per  cent — with  the  result  that  it  destroys 
initiative;  it  drains  off  the  profits  of  the  industry  to  budget  channels 
and  has  the  effect  of  crippling  and  destroying  enterprise. 

Senator  Caldeb.  And  the  men  with  large  incomes  draw  the  money 
out  of  active  business  wherever  they  can  and  put  it  into  tax-exempt 
securities  ? 

Mr.  Wilfley.  Yes. 
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.    Senator  Caldbr.  And  this  is  a  tax  on  the  worker  and  the  doer? 

Mr.  WiLFLEY.  Yes. 

Senator  Calder.  The  high  taxes  operate  both  ways,  do  they  not  ? 

Mr.  WiLFLEY.  Exactly. 

Senator  Simmons.  Judge,  did  I  understand  you  to  mean  that  you 
based  your  advocacy  of  the  sales  tax  upon  the  ground  that  it  is  to  be 
adopted  as  a  substitute  for  the  exeess*profits  tax  and  the  high 
surtaxes? 

Mr.  WiLFLEY.  This  is  the  ^eneralproposition 

Senator  Simmons  (interposing).  Well,  do  you? 
.    Mr.  WiLFLEY.  Yes;  I  will  state  it  a  little  bit  broader  than  that. 

Senator  Simmons.  If  we  should  say,  "We  will  not  reduce  these 
excess-profits  taxes  and  surtaxes;  we  will  retain  the  excess-profits 
taxes,''  vou  would  not  support  a  sales  tax  in  that  regard  ? 

Mr.  WiLFLEY.  I  think  you  would  have  to  have  it  anyway,  because 
if  you  have  those  on  you  would  not  raise  much  revenue. 

Senator  Simmons.  You  are  not  supporting  the  sales  tax  outright, 
but  you  are  putting  it  as  a  substitute  * 

Mr.  WiLFLEY.  I  am  supporting  the  sales  tax  as  a  substitute  of  the 
profits  tax. 

Senator  Simmons.  And  you  would  not  support  it  unless  that 
system  is  abolished  ? 

Mr.  WiLFLEY.  I  believe,  Senator,  that  it  would  be  well  under  any 
circumstances  to  adopt  the  sales  tax.  I  think  it  is  the  key  to  the 
solution  of  our  great  tax  problem,  which  is  the  Nation's  greatest  prob- 
lem, and  will  be  the  great  problem  before  the  Nation  lor  a  number 
of  years. 

Senator  Simmons.  But  you  are  now  supporting  it  only  upon  the 
theory  that  the  profits  tax  system  is  abolished  ? 

Mr.  WiLFLEY.  I  am  supporting  it  upon  the  grounds  that  I  state; 
I  am  supporting  it  and  I  nave  tried  to  state  the  real  issue. 

Secretary  Mellon  has  laid  down  the  policy  of  the  administration 
with  reference  to  our  tax  laws.  He  has  eliminated  the  excess  profits; 
he  has  recommended  a  reduction  of  the  high  surtaxes,  but  ne  has 
substituted  a  high  flat  rate  upon  profits  of  corporations,  and  he 
advocates  the  retention  of  these  hi^h  taxes  on  so-called  semiluxuries, 
which  we  are  opposed  to.  We  think  thev  are  inequitable,  unjust, 
and  uncollectible,  and  very  annoying  ana  irritating  to  the  public; 
they  are  unsatisfactory  in  every  particular.  It  is  a  sales  tax  in 
its  worst  form. 

Senator  Simmons.  You  refer  to  **  semiluxuries."  What  about  the 
real  luxuries  ? 

Mr.  WiLFLEY.  It  is  very  difficult  to  say  what  are  luxuries  these 
days.  W^hat  was  a  luxury  10  years  ago  is  a  necessity  to-day,  and  I 
thmk  it  is  impossible  to  draw  a  line  between  what  is  a  luxury  and 
what  is  a  necessity  in  these  times. 

Senator  Simmons.  Then,  you  think  there  should  be  no  discrimina- 
tion whatever  ? 

Mr.  WiLFLEY.  I  do.  I  would  abolish  every  one  of  them  and 
substitute  therefor  a  general  sales  tax  that  would  apply  to  the  sales 
of  all  commodities. 

Senator  Dillingham.  As  a  member  of  the  committee,  I  would  like 
to  have  you  get  onto  the  sales  tax  and  tell  us  why. 
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Mr.  WiLFLEY.  Let  me  tell  you  about  the  sales  tax.  We  would 
substitute  the  sales  tax  for  Secretary  Mellon's  high  tax  on  corpora- 
tions and  for  these  high  sales  taxes  on  so-called  luxuries. 

Senator  Dilunqham.  What  is  your  ailment  in  favor  of  that  ? 

Mr.  WiLJXEY.  Our  argument  is  this,  tnat  any  profits  tax  has  the 
tendency  to  be  passed  onto  the  consumer,  augmented  and  pyramided, 
with  the  result  that  the  price  of  the  conmiodity  is  raised  to  the  con- 
sumer, and  the  further  effect  that  the  constant  rise  of  prices  which 
results  from  the  enforcement  of  this  system  brings  about  an  imstable 
and  dangerous  condition  in  business,  as  we  saw  a  year  and  a  half 
ago  and  as  we  are  suffering  from  now.  We  are  opposed  to  all  of 
those  profits  taxes  because  they  are  passed  on.  Iney  give  rise  to 
profiteering;  they  give  rise  to  nigh  prices  and  throw  actually  the 
Durden  of  taxation  upon  the  consumer  in  a  heavier  form  than  he 
would  have  to  pay  under  the  direct  sales  tax.  It  is  a  species  of 
deception  and  fraud,  because  it  pretends  to  throw  the  burden  of 
taxation  upon  the  corpora.tion  and  upon  the  wealthy  classes  when,  as 
a  matter  of  fact,  it  does  nothing  of  tne  sort;  it  passes  them  on  to  the 
consumer  augmented  and  in  a  heavier  form. 

Senator  Dillinoham.  And  to  what  extent  do  you  judge  that  it  has 
done  that  imder  the  present  law  i 

Mr.  WiLFLEY.  The  Department  of  Justice  has  estimated  that  it 
does  it  to  the  extent  of  23.2  per  cent,  and  this  attempt  is  corrob- 
orated by  the  accountants  ana  auditors  of  a  large  ^oup  of  our  big 
retail  establishments  throughout  the  country,  it  is  generally  con* 
ceded  and  admitted  that  this  tax  pyramids  and  is  augmented  to  the 
extent  of  about  23.2  per  cent. 

That  is  our  objection  to  the  so-called  profits  system. 

Senator  Dillingham.  And  that  is  to  tne  ultimate  consumer  ? 

Afr.  WiLPLEY.  Yes,  sir.  It  throws  the  burden  upon  the  ultimate 
consumer,  as  nearly  all  of  these  systems  of  taxation  do.  The  only 
difference  is  that  we  say  at  the  outset  to  the  consumer  that  he  must 
pay  it.  We  assume  that  he  understands  it.  The  general  public  under- 
stands now — is  coming  to  understand — that  the  consumer  pays  the 
tax,  always  did,  and  alwaVs  will,  and  we  are  treating  it  accordingly. 

Senator  Dilunoham.  Now,  that  brings  you  down  to  this  tax.  Tell 
us  how  that  is  going  to  operate. 

Mr.  WiLFUBY.  Tfis  tax  will  operate  in  this  way:  We  advocate  the 
imposition  of  a  small  tax  of  1  per  cent  on  all  turnovers  of  goods, 
wares,  and  merchandise.  We  limit  it  to  the  general  body — ^wares, 
goods,  and  merchandise. 

Senator  Smoot.  That  can  be  a  half  per  cent  or  3  per  cent  sales  tax 
as  in  the  Phihppines ) 

Mr.  WiLFLEY.  That  is  for  you  to  determine  with  all  of  the  facts 
before  you,  how  much  you  need.     But  we  are  talking  to  the  principle. 

Our  contention  is  that  it  is  paid  by  the  consumer  without  his 
noticing  it;  it  is  contained  in  the  price  just  as  the  old  tariff  was  con- 
tained m  the  price,  just  as  it  was  contained  in  the  excise  tobacco  tax. 
People  pay  hundreds  of  millions  of  taxes  to  the  Government  through 
purchases  of  tobacco  and  never  notice  it  and  never  pay  any  attention 
to  it.  It  is  paid  by  the  consumer;  it  is  safe  to  sav  that  it  is  inva- 
riably paid  by  the  consumer.  I  will  touch  upon  that  a  little  later. 
But  as  a  general  proposition  it  is  shifted — ^it  can  be  shifted  and  natur- 
ally is  shifted  and  paid  by  the  consumer.    It  is  collected  by  the  mer- 
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chanty  who  is  forced  under  this  Smoot  bill  to  keep  books  and  at  the 
end  of  each  quarter  he  has  but  to  add  up  his  total  sales  and  send  1  per 
cent  to  the  nearest  internal  revenue  collector. 

Senator  Smoot.  With  a  sworn  statement  ? 

Mr.  WiLFLEY.  With  a  sworn  statement.  Another  virtue  of  this 
law  is  that  it  creates  a  substratum  for  our  national  revenues,  toward 
the  creation  of  which  the  entire  American  people  contribute.  Our 
burden  of  tax  is  and  will  be  for  three  or  four  years  so  heavy,  that,  in 
my  judgment,  it  can  not  be  borne  unless  it  is  made  to  rest  down 
upon  the  shoulders  of  our  whole  people. 

Mr.  Mellon,  for  whom  we  entertain  the  very  highest  respect,  has 
shown  in  his  report  that  his  plan  will  not  raise  the  necessary  revenues 
unless  there  are  tremendous  cuts  all  along  the  line.  Mr.  Mellon 
does  not  show  how  those  cuts  are  to  be  made.  Mr.  Mellon  realizes, 
probably  better  than  any  one  in  this  country  the  very  great  problem 
that  confronts  the  Nation. 

He  knows  that  we  have  a  floating  debt  of  two  and  a  half  billion; 
and  probably  there  will  be  a  deficit  this  year  of  one  billion;  that  we 
have  a  large  amount  of  debts  cominff  in  from  the  war,  amounting 
from  one  billion  to  a  billion  and  a  half  dollars — still  coming  in;  how 
long  they  will  continue  to  come  we  do  not  know  and  to  what  extent. 
As  a  matter  of  fact,  if  we  were  in  a  position  to  do  so,  sound  financing 
would  require  a  bond  issue  now  of  from  four  to  six  billion  dollars  to 
take  up  our  present  debts,  and  not  including  our  former  bond 
issues.  Mr.  Mellon  knows  all  of  this.  He  also  knows  another  thing, 
that  the  situation  in  the  field  of  our  foreign  relations  is  such  that  we 
are  in  no  position  to  reduce  our  armament,  either  on  the  sea  or  on 
the  land. 

These  two  items,  together  with  our  interest,  amounts  to  about 
two  billions  annually.  How  can  they  be  cut  at  this  time  i  It  will 
be  very  difficult. 

Our  contention  is  that  the  plan  proposed  hj  Mr.  Mellon,  in  the 
first  place,  is  unsound,  because  of  mere  revamping  and  patching  up 
the  tax  law  that  has  wrought  such  havoc  upon  our  mdustnes;  secona, 
because  even  then  it  will  not  produce  the  needed  revenues.  How 
are  you  going  to  get'  $500,000,000  from  corporations  if  hard  times 
contmue  ?  How  can  thev  pay  it  ?  They  can  not  pay  it — and  when 
they  can  pay  it  they  will  pass  it  on;  it  will  be  pyramided  and  paid 
by  the  ultimate  consumer,  and  operate  in  the  same  manner  as  the 
excess  profits  tax  did. 

Senator  Dillingham.  As  compared  with  the  23.2  per  cent  which 
y^u  say  is  paid  by  the  public  now  and  is  passed  on,  what  is  going  to 
De  the  operation  of  this  law  ?     Have  you  made  any  estimate  on  that  ? 

Mr.  WiLFLET.  Personally,  I  have  deferred  to  others  who  are  in  a 
better  position  to  know.  The  estimates  vary  quite  considerably,  as 
you  know.     So  must  the  estimates  of  any  system  of  taxation  vary. 

Senator  Dillingham.  What  are  the  estimates  ? 

Mr.  WiLFLEY.  Senator  Smoot,  I  believe,  estimates  it  at  about  a 
billion  and  a  half,  and  a  great  many  of  the  experts  who  have  studied 
it  estimate  a  billion  to  two  billions.     Probably  that  is  conservative. 

This  must  be  said  about  it,  according  to  our  theory:  If  you  should 
impose  this  tax  and  take  the  burden  off  the  income  from  industry, 
and  let  it  go  into  new  enterprise  and  expansion  of  the  plant,  you 
will  have  a  return  of  prosperity,  and  with  the  return  of  prosperity 
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this  tax  will  yield  a  big  income  and  it  will  be  constantly  increasing 
as  the  country  develops. 

Our  contention  is  tnat  this  country  can  not  raise  the  four  billions 
to  five  billions  annually  unless  we  have  a  broad  and  permanent 
prosperity.  It  can  not  be  done.  Any  system  of  taxation  calculated 
to  raise  that  sum  will  become  a  drag  upon  the  economic  life  of  the 
Nation  and  in  the  end  bring  disaster,  unless  we  have  prosperity  on 
a  broad  and  permanent  scale.     That  is  the  basis  of  our  argument. 

Senator  Smoot.  I  think  the  Senator  wanted  to  know  what  was 
the  amount  of  tax  under  this  bill  in  its  most  exaggerated  form  as 
compared  with  the  23  per  cent  tax  that  has  been  passed  on  to  the 
ultimate  consumer — the  excess-profits  tax. 

Mr.  WiLFLEY.  The  23.2  per  cent  has  been  passed  on  i 

Senator  Smoot.  As  compared  with  the  23  per  cent. 

Mr.  WiLFLEY.  Senator  Simmons  has  touched  on  that  and  I  see 
his  arguments  on  that  point.  If  you  will  make  the  mathematical 
calculation  you  will  see  it  pyramids  to  about  2 J  to  3  i  per  cent, 
and  that  is  not  denied.  But  there  is  a  feeling  among  the*  opponents 
of  this  plan  that  it  will  roll  up  like  a  snowball  and  act  just  like* 
excess-profits  tax,  and  the  merchants  will  roll  it  up.  I  contend  it 
will  not  do  that,  and  I  will  tell  you  why:  In  the  first  place,  it  is* 
small,  and,  in  the  second  place,  it  is  fixed;  in  the  third  place,  it  is 
paid  by  all  merchants  and  consumers  alike. 

Inducements  under  the  excess-profits  tax  law  for  the  merchant 
to  pyramid  were  very  great,  and  tne  opportunity  was  great.  Why  ? 
Because  the  amount  was  unknown  and  uncertain  and  could  not 
be  determined.  He  had  a  good  leverage  on  the  public  for  doing  it, 
but  now  the  public  will  know  that  this  tax  is  small,  that  it  is  fixed^ 
and  they  will  not  tolerate  it  being  pyramided. 

Furthermore,  the  merchant  has  learned  something  by  experience. 
The  merchant  has  learned  that  abnormally  high  taxes  are  destruc- 
tive to  his  business,  and  he  does  not  want  them.  There  is  much 
to  be  lost  by  it;  there  is  nothing  to  be  gained.  Each  fellow  is  on 
the  same  basis  identically,  and  if  he  pyramids  it  too  much  he  will 
lose  his  trade;  he  will  not  be  able  to  hold  it. 

Now,  as  a  matter  of  fact,  it  does  not  pyramid  in  the  countries 
where  it  operates;  that  is  the  real  answer  to  it. 

Senator  Jones.  Let  me  ask  you,  Mr.  Wilfley,  if  a  man  paying  an 
excess-profits  tax  is  so  anxious  to  pass  that  on  to  the  consumer 
that  he  increases  the  amount  which  ne  will  charge  to  the  consumer 
so  as  to  make  himself  safe  on  his  excess-profits  tax,  do  you  not  think 
it  is  reasonable  to  assume,  and  that  the  inducement  would  be  greater, 
for  a  man  to  make  himself  safe  when  he  knows  that  he  has  got  to 
pay  the  tax  whether  he  makes  any  profit  or  not,  one  being  only 
payable  out  of  profits,  the  other  whether  he  makes  any  profit  on 
it  at  all  or  not  ? 

Mr.  WiLFLEY.  That  is  quite  true;  but  at  the  same  time  I  do  not 
believe  it  will  work  in  the  way  the  Senator  indicates.  I  have  stated 
why  I  do  not  believe  it  will  be  pyramided  in  normal  times.  There 
has  been  discussion  this  morning  upon  the  operation  of  this  tax  when 
prices  are  falling.     Of  course,  he  loses  the  tax;  the  merchant  has  to 

Eay  the  tax  ana  lose  it  in  a  falling  market,  as  he  does  his  rent  and 
is  labor  charge  and  all  of  his  overhead. 
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Senator  Smoot.  All  of  his  taxes  upon  goods  which  he  sells  ? 

Mr.  WiLFLEY.  All  of  them.  They  all  have  to  do  it  when  the  prices 
slump  and  go  down.  It  is  not  a  matter  of  taxes;  it  is  a  matter  of 
taking  care  of  himself.  But  in  normal  times  it  is  passed  on;  it  is 
paid  Dy  the  consumer  without  objection,  and  it  is  not  pyramided, 
and  it  raises  revenue  in  large  quantities;  and  it  produces  a  good 
psychological  effect  in  the  country,  because  the  whole  people  realize 
that  each  and  all  are  paying  it  according  to  his  willingness  and 
ability  to  pay,  and  there  is  no  escaping  it. 

Senator  Jones.  Another  question,  Mr.  Wilfley:  If  that  is  going 
to  be  such  a  small  item,  do  jou  not  think  that  there  would  De  a 
greater  opportunity  to  pyramid  it  ? 

Mr.  Wilfley.  I  have  given  my  reasons  why  I  do  not  think  it 
would  be  pyramided,  because  the  public  would  not  tolerate  it.  The 
public  would  know  about  this;  tney  know  it  does  not  amount  to 
much  at  best. 

Senator  Jones.  The  public  does  not  know  the  cost  of  commodities. 

Mr.  Wilfley.  I  know  that;  but  they  do  know  this:  They  know 
there  is  no  real  excuse  for  running  up  prices  on  this  account,  and  they 
will  not  tolerate  it.  Furthermore,  it  is  not  to  the  merchant's  interest 
to  do  it;  he  has  had  an  experience  with  abnormally  high  prices.  Did 
not  this  gentleman  testify  that  when  prices  go  up  it  is  imdesirablel 
It  makes  for  instability  and  danger. 

Senator  Jones.  Does  not  that  instability  exist  in  the  excess-profits 
tax  just  the  same  as  it  would  with  the  other  tax  ? 

Mt.  Wilfley.  The  excess-profits  tax,  to  my  thinking,  is  prac- 
tically eliminated.  If  this  present  system  of  taxation  contmues,  I  do 
not  tnink  there  will  be  much  revenues  from  the  profits  tax  and  not 
much  from  high  surtaxes. 

Senator  Jones.  Then,  if  they  are  a  burden  on  business 

Mr.  Wilfley  (interposing) .  1  am  not  saying  that  it  is  a  burden  upon 
business;  I  am  contending  it  is  a  burden  on  the  consumer.  This  is  a 
consumers'  tax  and  a  sales  tax  in  a  double  sense  in  that  it  is  paid  by 
the  consumer  and  not  that  it  benefits  the  consumer.  It  deals  hon- 
estly with  the  consumer;  it  does  not  presume  upon  his  intell^ence. 

Our  contention  is  that  this  plan  win  tap  the  onlv  untapped  reser- 
voir of  revenue  lai^e  enough  to  meet  the  abnormcJly  large  demands 
of  the  budget  without  destroying  prosperity,  and  prosperity  we  must 
have  if  we  are  to  sustain  this  burden  at  all. 

Senator  MgCumber.  I  understand,  Mr.  Wilfley,  that  you  have  a 
brief  prepared  by  the  Tax  League  of  America  that  you  would  like  to 
submit  to  the  committee. 

Mr.  Wilfley.  Yes,  sir;  Mr.  Chairman,  I  have  the  brief  here. 

Senator  MgCumber.  It  may  be  inserted  in  the  record  at  this  point. 

BRIEF  OF  LSBBEUS  R.  WILFLEY.  ENTITLED  "AN  ADDRESS  TO  THE  COE'ORESS  BT 

THE  TAX  LEAGUE  OF  AMERIOA." 

Taxation  is  the  great  C|uestion  now  before  the  Nation.  In  the  humble  opinion  of 
the  Tax  Let^fue  of  America,  the  importance  and  mat^nitnde  of  it  are  underrated  even 
by  our  wisest  men.  The  Nation  is  in  an  economic  crisis.  The  Great  War  all  but 
wrecked  the  entire  economic  system  of  the  world.  It  forced  the  nations  to  issue 
volumes  of  credits  huge  bevond  all  precedent,  and  at  the  same  time  forced  them  to 
resort  to  unscientific  and  ruinous  systems  of  taxation  to  meet  the  emergency  it  created, 
with  the  result  that  the  equilibrium  of  the  economic  system  of  tHe  world  has  been 
unsettled  to  its  foundations. 

The  situation  confrontini?  the  Nation  is  wholly  new. 
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Our  present  svRtem  ol  taxation,  based  in  the  main  upon  the  principle  of  raising 
revenues  from  the  profita  of  indu3try,  has  collapsed. 

Our  national  bucfget  for  years  to  come  will  be  large  beyond  all  pant  experience  in 
peace  times. 

We  are  in  the  midst  of  hard  times,  brought  about  in  a  large  measure  by  our  present 
d^tructive  system  of  taxation. 

On  account  of  changed  world  conditions,  the  tariff  can  no  longer  be  relied  upon  as  a 
•dependable  source  of  revenue. 

These  facts  give  rise  to  a  problem  the  solution  of  which  calls  for  the  exercise  of 
constructive  statesmanship  of  the  highest  order.  To  use  the  language  Abraham 
Lincoln  uttered  in  one  of  the  crises  of  our  history:  *'The  occasion  is  piled  high  with 
difficulty,  and  we  must  rise  with  the  occasion.  As  our  case  is  new,  so  must  we  think 
anew  and  act  anew." 

THE    IR8UE   STATED. 

It  will  not  be  disputed  that  the  chief  objective  of  the  Nation  at  the  present  time 
is  the  adoption  of  a  plan  of  taxation  that  will  raise  sufficient  revenue  to  meet  the 
expenses  of  the  Government  without  rendering  the  return  of  general  prosperity 
impossible.  Obviously,  unless  the  country  is  placed  upon  the  road  to  a  broad  and 
permanent  prosperity,'  the  raising  of  the  lar^e  amount  of  revenue  necessary  to  moet 
the  expenses  of  the  Government  will  be  an  impossibility.  With  a  solid  and  perma- 
nent prosperity  the  Government  will  be  able  to  meet  its  expenses,  gradually  liquidate 
its  public  debt  and  aid  in  the  re:itoration  of  the  economic  equilibrium  of  the  world. 
Witnout  such  prosperity  any  system  of  taxation,  calculated  to  yield  the  needed 
revenue  will  become  a  drag  upon  the  economic  life  of  the  Nation  and  in  the  end 
bring  di«stor. 

On  the  subject  of  the  methods  to  be  adopted  to  accomplish  the  end  in  view,  our 
economists  and  statesmen  are  divided  into  two  schools.  One  ^roup  supports  the 
system  of  taxation  based  in  the  main  unon  the  principle  of  raisins  taxes  from  the 
profits  of  industry,  supplemented  by  a  nigh  retail  sales  tax  on  a  large  number  of 
so-called  luxuries!  and  a  high  tax  on  transportation  and  admissions,  and  consequently 
Advocate  as  a  solution  of  our  present  problem  the  modifying,  revamping  and  patching 
up  of  our  present  tax  laws.  The  otner  group  advocates  tne  substitution  for  the  so- 
called  profits  system  of  an  entirely  new  plan  (new  for  this  country)  based  upon  the 
policy  of  raising  the  revenue  by  a  tax  imposed  upon  the  general  business  of  the  country, 
and.  consequently,  supports  the  plan  which  calls  for  the  imposition  of  a  small  gross 
sales  or  turnover  tax  on  the  sales  of  all  goods  wares,  and  merchandise,  supplemented 
by  a  judicious  income  tax.  Poth  groups  advocate  the  abolition  of  the  present  excess 
profits  tax  law  and  the  reduction  of  the  present  abnormally  high  surtaxes,  and  both 
include  in  their  plans  imposts,  excises,  inheritance  taxes,  and  an  income  tax.  Broadly 
speaking,  the  for^ping  statement  contains  the  essential  features  of  the  two  most 
prominent  plans  now  engaging  the  attention  of  Congress  and  the  public: 

In  the  last  analysis  the  issue  between  the  above-mentioned  schools  is  as  to  whether 
it  is  better  and  wiser  for  the  Government  to  create  a  substratum  of  our  national  rev- 
•enues  by  taxes  raised  from  the  profits  of  industry,  or  by  a  general  sales  tax,  imposed 
upon  turnovers  of  all  goods,  wares,  and  merchandise. 

THE  PROFITS  8TSTB1C  OPPOSED. 

The  Tax  League  of  America's  position  on  this  issue  is  as  follows: 
We  oppose  the  so-called  profits  system  for  the  reason,  first:  That  it  is  based  upon  a 
spedee  of  deception;  second,  it,  in  the  end,  imposes  an  unduly  heavy  burden  upon 
tne  consuming  masses,  and,  third,  it  brin^  about  a  fictitious  and  Unstable  business 
situation  whicn  renders  permanent  prosperity  impossible. 

We  contend  that  the  system  is  tainted  with  deception  in  this,  that  whilst  it  pretends 
to  relieve  the  consuming  masses  of  the  burden  of  taxation  by  throwing  it  upon  the 
shoulders  of  the  corporations  and  the  wealthy  classes,  it  in  reality  does  nothing  of  the 
sort,  but,  as  a  matter  of  fact,  produces  just  the  opposite  result.  It  does  not  place 
the  burden  on  the  corporations,  out  it  does  impose  unduly  heavy  tax  burdens  upon  the 
consumer.  Everyone  knows  ttiat  the  great  bulk  of  profits  taxes  paid  originallv  by  the 
corporations,  partnerships,  and  sole  owners,  is  passed  on  and  ultimately  paid  by  the 
consumer,  augmented  ana  pyramided.  This  fact  is  not  onlv  familiar  to  students  of 
taxation  but  is  coming  to  be  understood  by  the  general  public.  Experience  shows 
that  the  profits  tax  system  operates  to  create  an  army  of  profiteers  who  almost  invari- 
ably pass  Uie  tax  on  with  "a  margin  for  safety,''  with  the  result  that  prices  are  sent  up 
in  an  ascending  spiral  until  they  actually  threaten  disaster.    The  Department  of 
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Justice  eatimates  that  the  pyramided  profits  taxes  under  our  present  system  have  added 
23.2  per  cent  to  the  price  of  commodities  which  the  consumer  is  now  paying.  All* 
agree  that  our  present  profits  system  has  contributed  powerfully  to  the  brmging  about 
our  present  business  depression,  and  it  is  universally  felt  that  the  dead  hand  of  thi» 
system  is  still  on  the  prostrate  form  of  industry,  which  will  not  be  quickened  into 
life  until  it  is  lifted. 

Dr.  Charles  J.  Bullock,  professor  of  economics  at  Harvard  University,  in  a  recent 
discussion  of  our  present  system  of  taxation,  used  the  following  language: 

"The  policy  of  taxation  followed  by  our  Government  during  the  war  was  such  that 
if  the  war  had  not  ended  when  it  did  the  country  would  have  been  broken  wide  open. 
It  is  a  destructive,  ruinous,  and  wicked  policy  that  would  have  killed  the  Government 
and  financial  structure  of  this  country  within  anotlier  year.  Take  the  case  of  the 
many  industrial  houses  that  to-day  are  either  bankrupt  entirely  or  in  the  hands  of 
their  banks.     It  was  a  case  of  the  survival  of  the  least  fit. 

*' Taxation  such  as  that  under  which  we  are  at  present  suffering  can  never  be  en- 
forced as  Mrritten.  It  creates  a  nation  of  liars.  The  effect  on  the  taxpayer  is  alarming 
in  the  extreme.  The  present  tax  would  almost  wholly  become  a  tax  on  honesty  u 
it  is  allowed  to  continue. 

*'I  have  never  heard  any  logical  objection  to  a  sales  tax,  and  I  offer  it  as  the  sane- 
and  logical  solution  of  this  country's  greatest  problem. " 

SECRETARY  MELLON's  RECOMMENDATIONS  ANALYZED. 

Notwithstanding  the  high  opinion  which  the  Tax  League  of  America  entertains- 
of  the  abilities  of  Hon.  Andrew  W.  Mellon,  Secretary  of  the  Treasur>',  it  finds  it  is 
impossible  for  it  to  give  adhesion  to  the  plan  he  has  just  submitted  to  (ingress  as  the- 
basis  for  the  new  revenue  la ws^  for  the  following  reasons: 

First.  Because  we  believe  it  to  be  unsound  in  principle,  being  but  a  revamping 
and  patching  up  of  our  present  system  which  has  wrought  such  havoc  upon  the  busi- 
ness interests  of  the  country. 

Second.  Because  we  do  not  believe  it  will  yield  the  necessary  revenues  to  meet 
the  demands  of  the  budget,  and, 

Third.  Because  it  fails  to  provide  a  sinking  fund  for  the  slow  but  gradual  retirement, 
of  our  public  debt. 

We  nave  the  very  strong  conviction  that  any  plan  which  is  merely  the  patching- 
up  and  revamping  of  our  present  destructive  system  will  wholly  fail  to  meet  the- 
demands  of  the  situation. 

A  perusal  of  the  Secretary's  recommendations  creates  the  distinct  impression  that 
he  has  included  a  number  of  items  which  are  very  objectionable  to  himself,  and  that 
a  grave  doubt  exists  in  his  own  mind  that  his  plan  will  jrield  suflScient  revenue  to 
meet  the  requirements  of  the  Government.  He  makes  it  clear  that  this  can  not  be* 
done  unless  radical  cuts  are  made  in  appropriations  and  estimates  all  along  the  line. 
Nor  does  he  point  out  exactly  how  this  is  to  be  done.  Manifestly  our  interest  charges^ 
which  will  amount  to  more  than  $1 ,000,000,000,  can  not  be  reduced.  Nor  is  it  reason- 
able to  suppose,  in  view  of  the  situation  in  the  field  of  our  forei^  relations,  that  our 
Navy  and  Army  appropriations  can  be  materially  reduced  at  this  time.  These  two 
items  alone  aggregate  about  $2,000,000,000. 

We  all  know  that  the  wreckage  from  the  war  is  still  coming  in,  and  will  have  to  be 
met.  How  long  and  to  what  extent  this  will  continue  no  one  can  tell.  It  is  difficult 
to  understand  how  it  rea=onably  can  be  expected  that  our  corporations  and  business 
institutions  will  yield  the  amount  e=?timated,  in  view  of  the  business  condition  of 
the  country.  Manifestly  the  corporations  can  not  pay  the  large  profits  tax  contem- 
plated by  the  Secretary's  plan  unless  the  country  enjoys  an  era  of  prosperity.  Should 
the  present  bupine-s  depression  continue,  it  is  obvious  that  revenues  from  this  source 
are  bound  to  be  disappointii^.  Moreover,  it  is  believed  that  whatever  measure  of 
prosperity  may  ensue  as  a  re-ult  of  the  adoption  of  the  Secretary's  plan  will  be  of  an 
artificial  character  and  short-lived  for  the  reason  that  the  proposed  corporation  tax  is, 
in  all  essential  respects,  similar  to  the  excess-profits  tax,  and  that  its  operation  wiU 
produce  the  Fame  effects  upon  the  countrv  as  did  that  system. 

Most  naturally  the  Secretary  deplores  the  necessity  for  continuing  the  present  tax 
on  transportation  which  he  estimates  will  yield  about  $330,000,000.  It  requires  no> 
arp^ument  to  show  that  this  would  produce  a  most  unfortunate  situation,  in  viaw  of  the 
critical  condition  of  our  systems  of  transportation  and  the  absolute  nece6sit)r  for  their 
rehabilitation  in  the  immediate  future.  The  taxes  he  recommends  on  semiluxuries^ 
generally  referred  to  as  "nuisance  tax,"  are  also  objectionable  in  that  they  are  unfair, 
inequitable,  difficult  of  collection,  and  harassing  to  the  public.  Fiurthermore,  it  iff 
difficult,  if  not  impossible,  to  determine  w^hat  constitutes  a  luxury.  Things  that 
were  luxuries  10  years  ago  are  necessities  to-day,  and  it  is  practically  impossible  to 
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draw  the  line  between  the  easential  and  nonoaecntial  brandies  ef  indnBtry.  .  The 
admiaaions  tax  is  also  harawring  to  the  public  and  should  be  abandoned. 

That  a  sinkinjg:  fund  should  be  provided  for  the  retirement  of  our  public  debt  is  too 
obvious  to  require  the  support  of  argument.  The  country  assumed  and  had  a  ri^t  to 
aasume  that  a  provision  of  this  kind  would  be  made  at  this  time  and  naturally  con- 
demns any  plan  which  fails  to  do  so  as  inadequate  and  unsound. 

Therefor  the  fair  and  inevitable  conclusion  to  be  drawn  from  the  foregoing  analysis 
<tf  tiie  Secretary 's  proposed  plan  is  that  it  furnishes  no  hope  for  the  return  of  permanent 
prosperity  in  the  near  future;  that  it  creates  a  grave  doubt  that  it  will  produce  the 
necessary  revenue  to  meet  the  demands  of  the  situation;  and  that  it  faus  wholly  to  ' 
|m>vide  for  the  sinking  fund  for  the  retirement  of  our  public  debt. 

THE  SALES-TAX  FLAN  ADVOCATED. 

Kejecting  Secretary  Mellon 's  recommendations  as  unsound  and  inadequate,  the 
Tax  League  of  America  begs  to  offer  as  the  best  solution  to  the  Nation's  tax  problem 
the  adoption  of  the  so-called  sales-tax  plan,  as  contained  in  the  bill  introduced  into 
the  Senate  on  April  12,  1921,  by  Senator  Reed  Smoot  (see  Appendix  ''A''). 

We  believe  this  plan  to  be  sound  in  principle  and  workable  in  practice.  It  is  charac- 
terized by  simplicity,  equity,  capacity  to  produce  the  needed  revenue,  economy  of 
administration,  and  the  very  essential  quabty  of  honesty.  It  practices  no  deception* 
It  does  not  pander  to  the  prejudices  of  the  poor  by  pretending  to  throw  the  burden  of 
taxation  upon  the  shoulders  of  the  corporations.  It  frankly  informs  the  public  at  the 
outset  just  where  it  stands.  Nor  does  it  presume  upon  its  intelligence.  It  assumes 
that  it  is  now  generally  realised  that  in  the  last  analysis,  the  consumer  does  now,  has 
always,  and  always  will  pay  the  great  bulk  of  the  taxes. 

In  a  double  sense  the  sales  tax  is  a  consumer's  tax — ^first,  because  it  is  paid  by  the 
consumer,  and,  second,  because  it  benefits  the  consumer.  Under  the  present  profits 
system  the  consumer  pays  about  23  per  cent  in  taxes  on  all  goods  purchased  whilst, 
under  the  plan  we  propose,  he  will  pay  about  3  per  cent  in  taxes  on  all  purchases,  as 
we  shall  subsequently  show.  Prior  to  1914  95  per  cent  of  our  national  revenues  were 
raised  bv  a  consumption  tax.  The  great  bulk  of  our  revenues  since  the  close  of  the 
Civil  War  and  prior  to  the  World  War  was  raised  by  means  of  the  tariff  which  was 
nothing  more  nor  less  than  a  consumer's  tax.  It  is  believed  that  the  adoption  of  such  a 
«3rBtem  would  have  a  most  wholesome  psychological  effect  in  this:  That  the  entire 
lx>dy  of  the  people  would  come  to  realize  that  the  tax  is  paid  by  each  and  all  in  accord- 
ance with  his  willingness  and  ability  to  pay  and  that  it  can  not  be  escaped.  This  very 
BBlutory  effect  has  actually  been  produced  in  the  countries  where  this  system  has  been 
a  long  time  in  operation  with  the  result  that  the  tax  is  paid  without  a  murmur  from  the 
consumer.  It  is  also  believed  that  this  plan  would  produce  a  further  wholesome  result 
in  that  it  would  require  the  entire  bod}r  of  the  people  to  pariticipate  in  the  support  of 
the  Government.  Under  it  each  American  citizen  would  be  interested  in  the  admin- 
istration of  the  Government  because  he  would  realize  that  he  contributes  directly  to 
the  support  of  it.  He  would  be  interested  in  checking  its  extravagances  and  in  the 
-event  too  much  revenues  were  produced  he  would  take  steps  to  have  the  tax  reduced. 
This  plan  would  deal  a  severe  blow  to  class  legislation  and  to  the  socialistic  tendencies 
which  such  legislati(m  encourages. 

WHAT  THE  SALES    TAX  IS  AND  HOW  IT  WILL  WORK. 

At  this  juncture,  permit  us  succinctly  and  briefly  to  state  just  what  the  sales  tax  I* 
and  how  it  will  work  in  practice: 

Broadly  speaking,  the  sales  tax  is  a  tax  on  the  sales  of  all  goods,  wares,  and  menban 
dise,  and  accrues  at  the  moment  of  the  transfer  of  property  from  the  seller  to  the  buyer. 
It  is  collected  and  remitted  to  the  Government  by  tne  merchant,  but  is  actually  paid 
in  all  instances  by  the  purchaser,  who  does  so  unconsciously.  No  receipts  or  stamps 
are  used.  like  the  tariff,  it  is  included  in  the  price  of  the  goods  and  the  consumer 
pays  it  without  noticing  it.  One  of  the  chief  virtues  of  this  tax  is  that  it  will  provide 
a  substratum  for  our  national  revenues,  toward  the  creation  of  which  evcr>'  American 
citizen  will  contribute.  To  the  thrifty  moderate  consumer  the  tax  will  bo  light,  but 
to  the  rich  and  extravagant  it  will  be  heavy.  It  will  be  easily,  completely,  and 
economicallv  collected.  All  merchants  and  corporations  engaged  in  business  will  bo 
required  to  keep  books  and  at  the  end  ol  each  month  or  quarter  they  will  be  in  a  posi- 
tion readily  to  determine  exactly  the  amount  due  the  Government.  Another  virtue 
of  this  plan  is  that  it  will  produce  adequate  revenues  for  all  purposes,  which  will  be 
forthcoming  in  a  constant,  steady  flow,  irrespective  of  good  times  or  bad.  Under  the 
profits  system  a  severe  depression  in  business  would  practically  wipe  out  the  revenue 
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whilst  under  the  aales  tix  plan  it  would  only  curtail  it.  The  Treasury  Department 
under  the  present  system  is  now  several  years  oehind  with  its  work .  Treasury  experts 
estimate  that  back  taxes  are  now  due  the  Government  to  the  extent  of  many  hundreds 
of  millions,  most  of  which  probably  will  never  be  collected.  This  could  not  happen  * 
under  a  sales  tax  law,  for  the  reason  that  all  returns  would  be  made  monthly  or 
quarterly.  It  is  proposed  that  the  tax  be  not  in  excess  of  1  per  cent  on  all  turnovers, 
and  it  is  estimated  that  such  a  tax  will  yield  from  one  to  two  oillions  anniially .  When 
supplemented  by  a  judicious  income  tax,  this  plan  would  be  equitable  in  its  operation. 
Therefore,  we  contend  that  the  sales  tax  plan  offers  the  following  concrete  advantage: 

First.  It  will  unquestionably  produce  all  the  revenue  needed  without  destroying 
prosperity. 

Second.  It  will  reduce  the  high  cost  of  living  without  reducing  the  profits  of  th«v 
producer. 

Third.  It  will  be  completely,  promptly,  and  economically  collected  and  furnish  a 
flow  of  revenue  that  will  be  constant  and  dependable. 

Fourth.  It  will  be  paid  by  the  whole  body  of  the  people,  each  paying  in  proportion 
to  the  amount  of  goods  ne  consumes. 

Fifth.  When  supplemented  by  a  judicious  income  tax,  such  as  we  propose^it  will 
rest  down  equitable  upon  the  shoulders  of  all. 

TRB  8ALB8  TAX  A  MARKED  SUCCESS  IN  THE  PHILIPPINES. 

The  foregoing  facts  are  asserted  with  confidence  because  of  our  knowledge  of  the 
practical  operation  of  the  sales  tax  in  one  of  our  dependencies,  namely,  the  Philip- 

Sine  Islands.  A  sales  tax  was  proposed  for  the  islands  in  1905  and  strongly  resisted 
y  a  largie  element  of  the  Philippine  people  at  the  time,  and  the  aiguments  advanced 
against  it  were  identical  with  the  aiguments  we  are  now  confronted  with  here.  It 
was  with  great  difficulty  that  the  government  succeeded  in  placing  a  sales  tax  law 
on  the  statute  books.  Our  expnerience  in  the  Philippines,  however,  has  set  at  rest 
all  the  numerous  objections  which  were  advanced  against  it.  The  law  ha «  been  in 
existence  for  16  years,  and  has  been  successful  in  all  respects.  It  is  noiV  collected 
practically  without  a  murmur  from  the  taxpayer.  The  tax  originally  was  one- third 
of  1  per  cent.  It  since  has  been  raised  to  i  per  cent,  and  we  are  infrirmed  the  gov- 
ernment of  the  islands  is  contemplating  raising  it  to  2  per  cent.  The  law  was  written 
by  John  S.  Hord,  and  administered  by  nim  as  collector  of  internal  revenue  for  a  period 
of  six  years.    He  says: 

^'The  law  is  being  successfully  administered  in  the  Philippine  Islands,  and  is  the 
biggest  revenue-producing  item.  The  whole  tax  burden  is  distributed  among  all 
and  to  each  according  to  his  ability  and  willingness  to  pay.  It  is  not  a  tax  against 
the  living  wage,  and  can  be  defended  on  the  ground  of  social  justice.  The  tax  rate 
is  small,  and  can  be  shifted  and  is  not  heavily  accumulative.  It  is  easily  assessed 
and  fully  collected  at  a  reasonable  expense  and  without  harassing  the  taxpayers." 

Some  time  ago  Secretary  Houston  made  official  inquiry  of  the  Philippine  govern- 
ment as  to  the  success  of  the  sales  tax  in  the  islands  and  his  reply  was  that  ''the 
sales  tax  is  the  most  satisfactory,  accurate,  economical,  productive,  and  equitable 
tAX  in  our  system."    (See  records  of  the  Treasury  Department.) 

The  following  is  the  testimony  of  Senor  Isauro  Gabaldon,  the  present  duly  accredited 
commissioner  from  the  Philippine  Islands  to  the  Washington  Government: 

"In  answer  to  your  inquiry,  I  take  pleasure  in  stating  that  the  sales  tax  imposed 
in  1905  in  the  Philippine  Islands  continues  to  this  date  to  produce  substantial  revenue. 
Since  the  initial  opposition  to  this  tax,  whidi  lasted  only  a  few  months,  I  have  heard 
no  further  opposition  to  the  payment  of  the  sales  tax,  and  therefore  believe  it  is  being 
collected  with  little  if  any  opposition  on  the  part  of  the  taxpayers." 

There  can  be  no  doubt  about  the  fact  that  the  sales  tax  in  the  Philippine  Islands 
has  been  and  is  a  marked  success.  The  opponents  of  this  plan  brush  aside  our  expe- 
rience in  the  Philippines  with  a  wave  of  the  hand  on  the  p-oimd  that  that  archipelago 
is  a  small  country  compared  witli  our  own  and  that  conditions  there  are  quite  dinerent 
from  what  the v  are  here.  We  submit  that  it  is  not  quite  fair  thus  summarily  to  dis- 
pose of  our  Philippine  experience.  As  a  matter  of  fact,  commercial  conditions  in 
the  Philippines  have  been  very  largely  Americanized.  Business  is  done  there  very 
much  as  it  is  done  here.  True*  everytning  is  on  a  smaller  scale  there  than  here,  but» 
nevertheless,  we  there  have  classes  and  conditions  quite  similar  to  those  we  have  here • 
Human  nature  and  economic  laws  are  the  same  there  as  here.  We  submit,  therefore, 
that  our  Philippine  experiment,  with  which  we  are  all  so  familiar,  and  which  ha» 
turned  out  so  successfully,  is  quite  germane  to  the  issue  and  is  entitled  to  great  weigh  1 
in  our  present  deliberations. 
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MEXICO'S  SXPBRIENCE  WITH  THE   SALES  TAX. 

The  Philippine  tax  law  was  taken  from  Mexico,  where  it  has  been  in  operation  lAr 
half  a  centu^  and  was  utilized  very  effectively  by  President  Porfirio  Diaz  and  his 
celebrated  minister  of  finance,  Jose  lives  Limantour,  in  the  financial  rehabilitation 
of  that  country.  In  order  that  you  may  have  an  authoritative  statement  in  regard  to 
the  operation  of  the  sales-tax  law  in  Mexico,  we  submit  a  letter  on  the  subject  which 
has  just  been  received  from  Senor  Pascual  Luna  y  Parra,  who  for  many  years  was 
ofiScially  connected  with  the  department  of  finance  in  Mexico  under  Diaz  and  Liman- 
tour and  during  other  administrations,  and  which  read  as  follows: 

To  the  Tax  League  of  America. 

Gentlemen:  In  response  to  your  request  for  information  on  the  subject  of  the  opera- 
tion of  the  sales-tax  law  in  Mexico,  I  take  pleasure  in  saying  that  a  general  sales-tax 
law  imposing  a  small  tax  on  sales  of  goods,  wares,  and  mercKandise  has  been  in  existence, 
continuously  since  February  14,  1856,  under  the  administration  of  President  Comon- 
fort,  and  has  continued  under  the  administration  of  President  Benito  Juarez,  Sebastian 
Lerdo  de  Tejada,  Porfirio  Diaz,  and  subsequent  administrations,  and  has  uniformly 
yielded  satisfactory  results.  The  amount  of  the  tax  at  present  is  one-half  of  1  per  cent. 
This  tax  has  been  in  existence  so  long  and  the  people  have  become  so  thoroughly 
accustomed  to  it  that  it  is  collected  without  friction  or  difficulty  of  any  kind  and  on 
account  of  the  amount  being  so  small  the  consumer  pays  it  unconsciously.  It  is 
economicall>[  collected  and  uniformly  produces  a  very  important  item  of  the  revenue. 
My  recollection  is  that  the  revenue  from  this  source  amounts  to  about  10  per  cent  of 
the  total  income  of  Mexico,  not  taking  into  account  the  export  tax  on  petroleum, 
which  has  reached  an  exceptional  amount  in  late  years,  due  to  unusual  production. 
It  must  be  observed  that  tnis  sales  tax  could  produce  more,  and  assuredly  would,  if 
it  were  possible  to  collect  it  from  the  Indians,  who  form  at  the  present  time  about 
two-thirds  of  the  population  of  Mexico;  the  majority  of  these  escape  payment  of  the 
tax  through  lack  of  education  or  through  insufficient  means  of  communication. 

I  was  for  many  years  connected  with  the  treasury  department  of  Mexico  in  several 
official  capacities  under  the  administration  of  President  Diaz,  when  Mr.  Jose  Yyes 
Limantour  was  secretarv  of  the  treasury,  and  in  subsequent  administrations,  and, 
consequently,  I  am  familiar  with  the  revenue  laws  of  Mexico. 

I  ehall  be  pleased  to  famish  you  with  whatever  information  I  can  on  the  subject 
at  any  time. 

Very  sincerely,  yours, 

Pascual  Luna  y  Parra. 

New  York,  April  15, 1921. 

Actual  experience  over  a  long  period  of  time  in  the  above-mentioned  countries 
lumiflhes  a  clear  refutation  of  many  of  the  dire  predictions  set  forth  by  the  opponents 
of  this  plan. 

THE  CANADIAN  EXPERIMENT. 

Canada  has  also  adopted  a  sales-tax  law  in  a  limited  way^  and  has  found  it  to  work 
well.  Our  information  is  that  the  Canadian  Government  is  seriously  contemplating 
extending  the  scope  of  this  law. 

In  response  to  an  inquiry  dated  December  6, 1920,  from  the  Hon.  Joseph  W.  Fordney , 
chairman  of  the  Committee  on  Ways  and  Means  of  the  House  of  Representatives,  Hon. 
Geoige  W.  Taylor,  assistant  deputy  minister  inland  revenue,  wrote  on  December 
9,  in  part: 

''From  indications  based  on  returns  of  collections  to  date,  it  appears  that  unless 
there  is  a  very  great  reduction  in  the  volume  of  domestic  trade  during  the  balance  of 
the  present  fiscal  year,  the  total  amount  of  collections  through  the  medium  of  this  tax 
will  meet  the  expectations  held  by  the  Government  at  the  imposition  of  the  tax. 

"It  has  been  found  that  the  levying  of  the  sales  tax  has  caused  no  appreciable  dis- 
turbance of  mazkets  or  market  pnces;  no  undue  enhancement  of  costs,  as  reflected 
in  index  figures,  is  discernible. 

"Judging  from  the  paucity  of  complaint  and  the  number  of  commendations 
expressed,  the  principle  of  the  sales  tax,  being  virtually  a  tax  at  the  origin,  appears 
to  oe  univeisalty  acceptable  to  the  Canadian  people.  As  a  matter  of  fact,  observa- 
tions of  the  department  indicate  that  the  sales  tax  is  a  popular  innovation  in  the  pro- 
duction of  revenue. 
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"The  initiation  of  so  new  a  form  of  taxation  was,  as  might  be  expected,  attended 
at  the  outset  by  considerable  difficulty,  which,  however,  has  now  been  almost 
dntirelv  eliminated,  owing  to  the  close  cooperation  of  the  public  with  the  depart- 
ment/^ . 

In  this  connection,  we  wish  to  quote  from  a  recent  statement  made  by  Sir  Edmund 
Walker,  president  of  the  Canadian  Bank  of  Commerce.  Sir  Edmund  Walker  is  per- 
haps the  leading  citizen  of  Canada  and  is  an  authority  on  the  subject  of  finance  and 
taxation  of  international  repute.    His  statement  is  as  follows: 

"A  fimall  tax  on  the  sales  of  commodities  and  real  property  in  Canada  would  hurt  so 
little,  would  be  so  fair,  i^ould  be  so  easily  collected,  and  would  produce  such  a  very 
laii^e  sum  that  to  fail  to  levy  it  seems  excusable  only  if  it  can  be  shown  to  be  im- 
practicable. We  are  levying  heavy  surplus-profits  taxes,  and  many  well-intentioned 
people  think  that  we  are  justly  punishing  tne  so-called  profiteer,  but  we  are  really 
killing  the  goose  that  lays  the  golden  egg.  When  he  can  do  so,  he  doubtless  passes 
tiie  tax  on  to  the  consumer  and  escapes  punishment  himself,  and  the  tax  thus  becomes 
a  boomerang  as  far  as  the  public  are  concerned.  If  we  clearly  know  what  we  mean 
j>y  a  profiteer  and  can  find  him,  let  us  pimish  him  in  such  a  manner  that  the  penalty 
imposed  can  not  be  passed  on  to  the  ultimate  buyer.  But  in  ordinary  cases  we  are 
taking  from  enterpnse  the  profit  with  which  further  enterprise  womd  be  created, 
it  is  m>m  the  accumulated  profits  of  a  business  that  growth  both  of  plant  and  scope 
pf  operations  mostlv  becomes  possible.  What  do  we  think  will  happen  if  we  steadiiy 
take  such  a  large  snare  of  that  profit  away?  It  will  be  said  that  some  concerns  make 
ioo  much  money.  But,  as  we  argued  a  year  ago,  that  should  be  demonstrated  by  the 
relation  not  of  profits  to  capital  but  of  profits  to  turnover,  measured  again  by  the 
proportion  of  possible  turnover  to  capital.  The  manufacturer  who  turns  his  capital 
pver  many  times,  serving  the  public  for  a  trifiing  profit  on  each  sale,  but  making  a  large 
return  on  his  capital  because  of  his  skill  and  activity,  should  surely  not  be  puniahed  by 
'excessive  taxation  for  being  an  excellent  servant  to  the  people.  The  tax  is  universally 
Admitted  to  be  unscientific  and  will  do  incalculable  damage  if  continued.  It  was 
justified  onlv  b^  war  conditions  and  only  for  the  period  of  their  duration.  The  surtax 
leatures  of  the  income  tax  when  carried' to  the  extreme  percentages  now  in  effect,  are 
little  less  unwise  and  imfair  than  the  excess-profits  tax.  Those  who  are  large  share- 
holders in  business  enterprises  should  be  ready  to  take  up  new  share  issues  in  such 
enterprise,  as  extension  may  prove  necessary.  Taxation  which  fii^t  takes  a  large 
Ahare  of  (iie  profits  from  the  company,  and  then  a  large  share  of  the  dividends  of  the 
same  company  because  they  happen  to  be  part  of  a  large  private  income,  may  seem 
to  be  sound  policy  to  many,  but  if  what  we  seek  is  the  general  good,  it  is  deadly  in  ite 
.effect  upon  business  enterprise  and  industry. 

'*I  believe  everjr  good  citizen  in  Canada  wishes  to  pay  for  part  of  the  cost  of  the 
war.    He  only  desires  that  his  ability  to  pay  shall  be  regeirdea. 

''A  tax  on  the  turnover  of  all  business  transactions  would  punish  no  one,  and  yet 
would  mean  the  reaching  of  a  most  important  substratum  of  the  national  inc(»ne  in 
the  creating  of  which  everybody  has  joined."    ♦    ♦    ♦ 

''While  we  must  for  the  time  being  levy  enough  taxes  in  some  form  to  pay  our 
interest  charges  and  to  make,  as  we  hope,  some  steady  if  slow  reduction  of  the  na- 
tional debt,  we  should  always  bear  in  mind  that  it  is  only  by  the  growth  of  our  na- 
tional income  that  we  can  expect  again  to  reach  a  time  when  taxes  will  not  be  a  drag 
upon  our  prosperity.** 

THE  FLAN  WILL  OPERATB  EQUrFABLT  WHEN  SUPPLEMENTED  BT  AN  INCOME  TAX. 

The  opponents  of  this  plan  have  put  forth  numerous  objections  to  it,  only  two  of 
which,  in  our  opinion,  are  worthj^  of  serious  consideration.  The  contention  that  the 
sales  tax  will  have  the  effect  of  giving  the  large  self-contained  corporations  a  further 
advantage  over  their  small  competitors  is  a  serious  one,  as  is  also  the  contention  that, 
standing  alone,  taxation  under  this  plan  would  weigh  proportionately  heavier  upon 
the  poor  than  upon  the  rich. 

The  last  contention  we  believe  to  be  effectively  met  by  the  imposition  of  a  judicious 
income  tax  with  moderate  surtaxes  which  would  have  the  effect  of  throwing  upon 
the  rich  and  prosperous  their  fair  share  of  the  burden.  The  manner  in  which  those 
who  have  larger  incomes  would  be  taxed  through  the  income  tax  would  provide  for 
the  difference  in  treatment  which  modem  taxation  recognizes. 

Justice  and  expediency  alike  demand  that  the  rich  and  prosperous  contribute  to  the 
support  of  the  Government  in  proportion  to  their  abilities  to  do  so— that  is  to  say,  in 
proportion  to  the  revenue  which  tney  enjoy  under  the  protection  of  the  Government. 
But  there  is  a  limit  to  which  the  burden  of  taxation  can  be  thrown  upon  the  shoulders 
of  the  wealthy  cUtfises.    If  it  is  sought  to  throw  the  entire  burden  upon  their  shoulders 
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or  to  tax  them  dififproportionately,  the  result  will  be  that  they  will  withdraw  their 
money  from  the  field  of  productive  investment  and  enterprise  and  invest  it  in  tax- 
exempt  securities,  of  which  about  fourteen  billions  are  in  existence  in  this  country. 
This  would  not  only  defeat  the  object  in  view,  but,  what  is  more  important,  would  be 
fatal  to  the  growth  and  development  of  enterprise  which  is  absolutely  essential  to  the 
immediate  prosperity  and  ultimate  welfare  of  the  Nation.  Enterprise  is  mainly 
expanded  and  developed  from  tli^  profits  of  business,  and  if  they  are  diverted  into 
other  channels  for  buaget  purposes,  enterprise  will  be  halted.  That  it  is  absolutely 
necessary  to  permit  the  Nation  to  grow  and  develop  and  expand  industrially  is  too 
obvious  for  discussion.  This  is  a  necessity  from  every  point  of  view,  and  especially 
from  the  point  of  view  of  labor,  which  receives  about  50  per  cent  of  our  national  income 
from  all  sources.  A  substantial  portion  of  profits  must  be  permitted  to  go  into  the 
expansion  of  plant  and  the  development  of  new  business  or  enterprise  will  stop,  labor 
will  suffer,  and  our  enormous  burden  of  taxatioii  will  be  too  heavy  to  be  borne. 

THE   CASE   OF  THE   SELF-CONTAINED  CORFOBATIONS. 

Now,  as  to  the  argument  in  regard  to  the  self-contained  corporations  we  have  this 
to  say:  In  the  first  place,  in  a  large  majority  of  cases,  such  corporations  are  composed 
of  small  companies  which  operate  in  the  various  branches  of  the  industry  with  which 
the  larger  corporation  deals.  These  intercompanies  naturally  keep  their  own  books 
and  could,  without  any  extra  provision  of  law,  be  compelled  to  pay  the  turnover  tax 
as  the  merchandise  passes  from  one  to  the  other.  In  the  instance  where  there  are  no 
intercompanies  the  law  could  draw  a  line  between  the  various  stages  of  production 
and  arbitrarily  impose  a  turnover  tax  which  would  substantially  correspond  to  the 
tax  paid  by  the  smaller  operators  who  are  forced  to  go  into  the  market  for  their  com- 
modities. Furthermore,  it  must  be  borne  in  mind  that  these  small  corporations  are 
now  and  have  for  some  years  been  able  to  hold  their  own  in  competition  with  the  very 
large  ones,  and  it  is  not  believed  that  even  the  addition  of  1  per  cent  would  materisdly 
modify  their  status.  Careful  calculations  show  that  at  most  the  advantage  gained  by 
the  big  corporation  would  not  exceed  1^  per  cent,  and  in  the  great  majority  of  cases 
would  be  leas  than  1  per  cent.  As  a  rule,  by  reason  of  the  fact  that  the  small  concerns 
concentrate  and  specialize  on  a  single  branch  of  manufacture  or  industry,  they  become 
more  efficient  thim  the  larger  corporations  and  hence  are  able  to  hold  their  own  in  the 
field  of  competition.  Furthermore,  it  is  generally  agreed  among  business  men  that 
in  normal  times  there  is  a  variation  among  producers  of  all  classes,  both  large  and 
email,  of  from  5  to  20  per  cent  in  the  cost  o1  production  and  likewise  in  distribution. 
In  view  of  this  fact,  it  is  clear  that  a  further  variation  of  1  per  cent,  or  even  1}  per  cent, 
one  way  or  the  other  would  not  materially  affect  results. 

In  the  event  it  becomes  necessary,  we  believe  it  is  possible  for  the  law  to  draw  a 
line  between  the  so-called  raw  material  and  manufactured  products  and,  i^in,  be- 
tween the  sale  of  such  manufactured  products  to  retail  establishments  owned  by  the 
same  companies  and  impose  a  turnover  tax  accordingly.  We  realize  the  difficulties 
which  attend  the  proper  solution  of  this  problem,  but  when  one  considers  the  difficulty 
of  carrying  out  any  form  of  taxation  it  seems  absurd  to  be  debarred  from  testing  out 
the  plan  tmder  consideration  by  this  difliculty  alone. 

THE  TAX   D01£8  NOT  PTRAMID. 

In  this  connection  we  desire  especially  to  call  attention  to  a  point  which  is  of  vital 
importance  in  this  discussion  and  regarding  which  there  is  general  misapprehension. 
It  IS  this:  There  is  a  general  feeling  that  in  many  lines  of  industry  the  turnovers  are 
so  numerous  that  the  sales  tax  will  pyramid  and  accumulate  until  it  becomes  a  very 
considerable  amount.  This  is  not  true.  It  has  been  demonstrated  by  mathematical 
calculation  that  in  industries  where  the  turnovers  are  the  most  numerous  the  tax  will 
amount  at  most  to  only  3^^.  This  can  only  be  understood  by  a  study  of  the  actual 
figures,  and  we  have  resolved  to  call  your  attention  to  actual  computations  in  three 
instances:  First,  in  the  manufacture  of  a  suit  of  clothes;  second,  in  themanufactiu'e 
of  a  rubber  tire:  and.  third,  in  the  maniifactiu'e  of  a  pair  of  shoes. 

It  will  be  observed  that  in  the  creation  of  a  suit  of  clothes  there  are  normally  seven 
turnovers  and  that  the  total  tax  araoimts  to  about  2\  per  cent.  In  the  case  of  the 
fabrication  of  a  rubber  tire  there  are  11  turnovers,  which  accumulates  a  tax  of  only 
3J  per  cent.  In  the  manufacture  of  a  pair  of  shoes,  there  are  six  turnovers  and  the 
total  tax  amounts  to  3*  per  cent.  If  you  will  be  good  enough  to  studv  these  figures 
it  will  aid  ^eatly  in  tne  understanding  of  the  practical  operation  of  the  sale^  tax  as 
applied  to  industrial?  in  which  there  aro  a  large  number  of  turnovers.    These  figures 
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have  a  direct  and  important  bearing  upon  the  above-meDtioned  argument  relatinf^ 
to  aelf-contained  corporations.  Under  the  most  unfavorable  conaitions  the  tax 
would  give  the  large  corporations  only  a  Might  advantage  over  their  smaller  com- 
petiton.    The  computations  above  referred  to  are  as  follo^^'s: 

On  a  suit  of  men's  clothing  retailing  at  $60  (furnished  by  Mr.  William  Gold- 
man, of  Now  York) :  Tax  at  l  per  cent. 

Haw  wool  in  the  greaw,  value  about  $6.50 $0.  0650 

Thf  wool  dealer  has  the  wool  scoured  and  sells  it  to  the  spinner  at,  say,  $8 .       .  0800 

The  spinner  converts  it  into  yarn  and  sells  it  to  the  cloth  manufacturer 
for,  8«ay,  $10 1000 

The  clotn  manufacturer  weaves  it  into  cloth  which  he  sells  for  about  S*  a 
yard,  $13.33 1333 

Trimmings,  linings,  etc.,  have  a  value  of  about  50  per  cent  of  the  value 
of  the  cloth  ana  ha\e  gone  through  the  same  processes  of  conversion  as 
the  wool  has  to  the  finished  cloth.  The  tax  on  these  would  therefore 
l»e  50  per  cent  of  the  sum  total  of  the  foregoing  taxes,  or 18ni 

Those  materials  are  converted  into  a  suit  of  clothes  by  the  manufacturer, 
who  sells  it  for  $40 4000 

This  suit  is  sold  at  retail  for  $60 6000 

Total  tax  on  price  for  consumption 1.  5674 

Or  2.61  per  cent  of  the  price  to  the  <'oi)sumer. 

On  a  rubber  tire,  30  by  ^  cord  tire  retailing  at  $35.10  (furnished  by  Mr. 
Horace  DelAsser,  president  of  the  Ajax  Rubber  Co.):  Tax  at  i  per  cent. 

( 'rude  rubber  used,  at  importation  cost,  $5.35 $0. 0535 

Raw  cotton,  used  as  imported,  $3 0300 

Raw  cotton  used,  domestic  growth,  $0.40 0040 

I mportcd  cotton  into  yarn,  $4.20 0420 

Domestic  cotton  into  varn,  $0.80 0080 

Yarn  into  fabric.  $5.56 0550 

Yarn  into  fabric,  $1 0100 

\fi8cellaneou8  pigments,  $0.70. 0070 

The  above  materials  converted  into  tires  by  the  manufacturer,  who  sells 

them  to  the  franchise  dealer.  $28.45 i 2846 

The  franchise  dealer  selb  them  to  the  dealer,  $29.90 2990 

Dealer  sells  them  to  consumer,  $35. 10 3510 

Total  tax  on  price  of  consumption i.  1440 

Or  3.259  per  cent  of  the  price  to  the  consumer. 

On  a  pair  of  men's  shoes  retailing  at  $7  (furnished  by  Mr.  R.  P.  Hazzard.  of  Gardiner. 
Me..  Jan.  11,  1921V  Tax  at  l  per  ceat. 

Raw  hide,  raw  material,  etc.,  $1.56 $0  ♦^l.V> 

Tanner  sells  leather  for,  $2.82 02^2 

Leather  and  tindings  are  sold,  $3.13 OM^ 

Manufacturer  sells  pair  of  shoes  to  jobber,  $3.88 tX^s< 

Jobl^r  fiells  to  the  retailer.  $4.67 i> u.7 

Retailer  sells  to  consumer,  $7 OriO 

To  tal  tax 1 230»? 


Or  3.3  per  ct^nt  of  the  retail  price  to  the  coosumer 


It  thus  apnears  that  the  contention  that,  in  the  course  of  production  the  ssiles  tax 
will  grow  and  incxvufie  lik?  a  rolling  snowball  and  be  used  by  mdi\*idual  merchants  as 
a  pretext  for  mTamidiog.  as  is  done  in  the  case  of  the  exceas-i^fits  tax,  is  without 
foundation.  \V  e  say  this  for  the  reason,  firsts  that  the  amount  i^  small,  and.  secxmd. 
it  is  fixed.  ^  that  the  pretext  for  p>Tamiding  would  not  exist  as  in  she  case  of  the  excess- 
jMKktits  tax.  where  the  amount  in  question  b  unknown  and  uncertain.  In  the  latt<-f 
instance  the  men^hant  has  not  only  a  good  pretext  but  a  splendid  opportunity  to 
augment  the  celling  price  to  an  extent  far  beyond  what  the  facts  warrant.  Furtber- 
moiv,  the  merchant  will  know  that  the  public  who  pa>'s  tlus  tax  will  not  tolefate  its 
being  pxiamideil.  and  he  will  also  know  from  his  recent  experiences  that  it  is  not  to 
his  intei^vt  to  iki  «o  and  thus  raifie  prices  to  an  abnormally  lu^h  standard.  More  ooc- 
elusive,  however,  than  all  oi  the  foregoing  is  the  fact  that  in  the  countries  where  this 
law  is  in  operation  the  tax  is  not  p\'Tamided.  This  is  an  actual  ^t  and  will  not  lie 
dis|Hite<l. 
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THE  TAX  le  ALMOST  INVARIABLY  SHIFTSIi 

There  can  be  no  question  that  the  ealee  tax  can  be  and  generally  in  Hhilted  This 
aseertion  is  based  upon  the  experience  of  those  countries  in  which  the  plan  has  been 
in  operation.  It  is  natural  that  this  should  be  so.  The  tax  is  small,  and  it  is  under- 
stood by  all  that  in  the  end  it  is  to  be  paid  by  the  ultimate  consumer.  Some  mer- 
chants raise  the  point  that  it  is  impossible  to  add  the  tax  in  those  instances  where  the 
coat  of  the  article  is  very  small.  This  is  true.  In  such  cases  the  tax  can  be  treated 
a!f  an  overiiead  charge  and  added  to  articles  which  can  stand  the  additional  burden. 
The  Govemmmit  is  not  interested  in  how  the  merchant  handles  the  tax.  It  is  only 
interested  in  collecting  1  per  cent  of  the  proceeds  of  his  total  sales.  In  this  con- 
ne  tion  there  is  one  point  which  should  always  be  borne  in  mind,  namely',  that  in  the 
matter  of  shifting  the  tax  all  merchants  are  on  identically  the  same  footing.  No  one 
has  an  advantage  over  the  other. 

CONCLUSION. 

It  is  the  contention,  therefore,  of  the  Tax  League  of  America  that  in  view  of  all  the 
circumstances  surrounding  the  situation,  namely:  The  breakdown  of  the  present 
profits  system  of  taxation;  the  huge  amount  of  money  necessary  to  be  raised  for  the 
maintenance  of  the  Government  for  a  number  of  years  to  come;  the  small  amount  of 
revenue  to  be  raised  from  the  protective  tariff;  the  inadequacy  of  the  plan  proposed 
bv  the  Secretary  of  the  Treasury;  the  absolute  necessity  for  the  expansion  ana  growth 
of  our  industry  and  the  development  of  new  enterprises.,  to  the  end  that  prosperity 
may  return;  tnat  the  imposition  of  a  moderate  sales  tax  on  the  gross  proceeds  from  the 
sales  of  all  goods,  wares,  and  merchandise  has  become  a  necessity.  In  our  humble 
opinion,  there  is  no  other  way  out. 

In  conclusion  permit  us  to  say  that  the  Tax  League  of  Ainerica  is  made  up  of  no 
special  group  of  men  and  represents  no  special  interest.  It  is  composed  of  business 
men  from  various  sections  of  the  country  and  was  organized  primarily  for  the  purpose 
of  bringing  the  merits  of  the  sales  tax  plan  to  the  attention  of  the  Congress  and  of  the 
country,  in  the  belief  that  the  incorporation  of  it  into  our  fiscal  system  would  he  the  surest 
and  most  equitable  way  of  raising  the  necessary  revenue  to  meet  the  abnormally 
large  demands  of  the  Government  at  this  criticaltime  and  of  hastening  the  return  of 
an  era  of  general  prosperity.  We  appeal  to  no  party  or  class  or  section.  We  impugn 
no  motives.  We  submit  our  case  solely  upon  its  merits.  We  realize  fully  the  vex- 
ations and  difficult  circumstances  under  which  Congress  is  called  upon  to  solve  this 
great  problem.  We  believe  the  plan  we  propose  has  the  sanction  of  experience  and 
the  support  of  reason,  and  we  simply  ask  that  Congress  bestow  that  consideration  upon 
it  which  the  magnitude  and  importance  of  the  subject  demand. 
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In  the  Senate  of  the  United  States,  April  12,  1921,  Mr.  Smoot  introduced  the  follow- 
ing bill,  which  was  read  twice  ana  referred  to  the  Committee  on  Finance. 

A  BILL  To  provide  revenue  and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled.  That  this  act  may  be  cited  as  **  the  Sales-Tax  Act,  1921.' ' 

TTFLE   I. — GENERAJL  PROVISIONS — DEFINITIONS. 

Sec.  2.  That  when  used  in  this  act — 

The  term  ''persons"  includes  individuals,  partnerships,  corporations,  and  aaso- 
ciations; 
The  term  *'  Secretary' '  means  the  Secretary  of  the  Treasury; 
The  term  "commissioner"  means  the  Commissioner  of  Internal  Revenue;  and 
The  term  "collector"  means  Collector  of  Internal  Revenue. 

TITLE  II. — ^SALES  TAX. 

Sec.  201.  That  in  addition  to  all  other  taxes  there  shall  be  levied,  assessed,  col- 
lected, and  paid  upon  all  goods,  wares,  or  merchandise  sold  or  leased  on  or  after  Julv 
1,  1921,  a  tax  equivalent  to  1  per  centum  of  the  price  for  which  so  sold  or  leasea; 
such  tax  to  be  paid  by  the  vendor  or  lessor. 

Sec.  202.  (a)  That  this  title  shall  not  apply  to  sales  and  leases  made  during  any 
year  in  which  the  total  price  for  which  tne  taxable  sales  and  leases  are  made  does 
not  exceed  $6,000. 

(b)  In  computing  the  tax  due  under  this  title  every  taxpayer  shall  be  entitled  to 
an  annual  exemption  of  $6,000. 

(c)  In  any  case  where  the  full  amount  of  the  exemption  is  not  claimed  in  computing 
the  tax  due  for  the  first  quarter,  the  part  not  so  claimed  rfiall  be  deducted  in  com- 
puting the  tax  due  for  the  second  quarter  or  succeeding  quarters.  For  the  purpose  of 
this  act  the  first  quarter  shall  be  the  months  of  July,  August  and  September;  the 
second  quarter,  the  months  of  October,  November  and  December;  the  third  quarter, 
the  months  of  January,  February  and  March;  and  the  fourth  quarter,  the  monthfl  of 
April,  May  and  June. 
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(d)  The  taxes  impoaed  by  this  title  shall  not  apply  to  sales  or  leases  made  by  (1)  the 
United  States;  (2)  any  foreign  government;  (3)  any  State  or  Territory,  or  political 
subdivision  thereof,  or  the  Pistrict  of  Columbia;  (4)  any  mutual  ditch  or  irrigation 
company;  (5)  any  hospital;  or  (6)  Army  and  Navy  commissaries  and  canteens;  or 
(7)  any  corporation  organized  and  operated  exclusively  for  religious,  charitable, 
flcientiic  or  educational  purposes,  or  for  the  prevention  of  cruelty  to  children  or 
anitaals,  no  part  of  the  net  earnings  of  which  inures  to  the  benefit  of  any  private  stock- 
holder or  inai\'idual. 

(e)  The  taxes  imposed  by  this  title  shall  not  apply  to  sales  or  leases  of  articles 
taxable  under  Title  VI  or  VII,  or  paragraphs  (1),  (2),  (3),  (12),  and  (20)  of  section  900 
of  the  revenue  act  of  1918. 

(f)  Under  such  rules  and  regulations  as  the  commissioner,  with  the  approval  of  the 
Secretary,  may  prescribe,  the  taxes  imposed  by  this  title  shall  not  apply  in  respect 
to  articles  sold  or  leased  for  export  and  m  due  course  so  exported. 

Sec.  203.  That  in  computing  th^  taxes  imposed  by  this  title  no  credit  shall  be 
allowed  for  any  tax  reimbursea  or  paid  in  any  manner  to  any  pt^rson  in  connection 
with  any  previous  transaction  in  respect  to  which  a  tax  is  imposed  by  law. 

Sec.  204.  That  every  person  liable  for  any  tax  imposed  by  section  201  shall  make 
quarterly  returns  under  oath  in  duplicate  and  pay  tne  tax  imposed  by  such  section 
to  the  collector  for  the  district  in  which  is  located  the  principal  place  of  business. 
Such  returns  shall  contain  such  information  and  be  made  at  such  times  and  in  such 
manner  as  the  commissioner,  with  the  approval  of  the  Secretary,  may  by  regulation 
prescribe.  ,    ,        . 

The  tax  shall,  without  assessment  by  the  commissioner  or  notice  from  the  collector, 
be  due  and  payable  to  the  collector  at  the  time  so  fixed  for  filing  the  return.  If  the 
tax  is  not  paid  when  due  there  shall  be  added  as  part  of  the  tax  a  penalty  of  5  per 
cent,  togetner  with  interest  at  the  rate  of  1  per  cent  for  each  full  month  from  the 
time  when  the  tax  became  due. 

Sec.  205.  That  in  the  case  of  an  overpayment  of  any  tax  imposed  by  this  act,  the 
person  making  such  overpayment  may  take  credit  therefor  against  taxes  due  upon 
any  quarterly  return. 

Sec.  206.  That  the  commissioner,  with  the  approval  of  the  Secretary,  is  authorized 
to  make  all  needful  rules  and  regulations  for  the  enforcement  of  the  provisions  of  this 
act. 

The  commissioner,  with  such  approval,  may  by  regulation  provide  that  any  return 
required  by  this  act  to  be  made  under  oath,  may,  if  the  amount  of  the  tax  covered 
thereby  is  not  in  excess  of  $10,  be  signed  or  acknowledged  before  two  witnesses  instead 
of  under  oath. 

Sec.  207.  That  on  and  after  July  1,  1921,  sections  628,  629,  630,  902,  904,  905,  907, 
and  900,  except  paragraphs  (1),  (2),  (3),  (12),  and  (20),  are  repealed,  except  that 
Buch  sections  shall  remain  in  force  for  tne  assessment  and  collection  of  all  taxes  which 
have  accrued  thereunder  and  for  the  imposition  and  collection  of  all  penalties  which 
have  accrued  and  may  accrue  in  relation  to  any  such  taxes. 

STATEMENT   OF   HBintY     G.   OPBYCEE,    VICE    PRESIDENT    TAX 

LEAQTJE  OF  AMERICA,  NEW  YORK,  N.  Y. 

The  Chaibman.  What  busmess  are  you  m  ? 

Mr.  Opdycke.  Civil  engineering. 

The  Chairman.  Where  do  you  reside  ? 

Mr.  Opdycke.  My  residence  is  Bound  Brook,  N.  J.  My  business 
is  in  New  York. 

The  Chairman.  What  is  your  business  ? 

Mr.  Opdycke.  Civil  engineering.  I  am  also  the  managing  director 
of  the  Broadway  Association  in  New  York. 

B&XSF  OF  BEHBT  O.  OPDYCKE.  BSPBESEKTING  THE  TAX  LEAGXTE  OF  AMERICA. 

I  desire  to  complete  the  record  regarding  the  organization  of  the  Tax  League  of 
America  mentioned  in  the  testimony  of  Judge  Wilfley. 

Sixteen  months  ago  a  member  of  the  Broadway  Association  brought  to  the  atten- 
tion of  the  executive  committee  the  unfair  tax  situation  in  relation  to  a  sale  of  some 
of  his  property  on  Broadway.  This  led  to  an  investigation  of  the  situation  by  the 
Broadway  Association,  and  at  the  (quarterly  meeting  of  the  association  held  on  June 
29,  1920,  a  special  taxation  committee  was  appointed  to  take  action  in  the  matter. 
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This  committee  determined  that  by  reason  of  the  fact  that  this  was  a  Federal  matter 
decided  to  organize  a  special  and  separate  organization  for  the  purpose  of  investi- 
gating the  tax  situation.  The  Tax  League  of  America  was  incorporated  on  Aueust 
31, 1920,  under  the  laws  of  the  State  of  New  York,  with  its  first  directorate  selectea  by 
the  Broadway  Association,  and  which  included  the  members  of  its  taxation  committee. 
The  busineaw  organization  was  completed  by  the  election  of  officers  on  February  16, 
1921,  and  is  now  composed  of  560  business  men  residing  in  24  States  of  the  Union,  and 
who  have  evidenced  their  interest  in  the  sales  tax  by  a  contribution  for  its  6upport 
averaging  about  $50  each.  The  president  of  the  oi^nization  is  Ilazen  J.  Burton,  of 
Minneapolis,  Minn.,  and  the  vice  presidents  are  Jonn  WilliAms  and  J.  B.  Vandever, 
of  New  York,  and  the  treasurer  is  G.  Searing  Wilson,  Philadelphia,  Pa. 

I  also  desire  to  file  with  you  at  the  request  of  our  president  a  brief  digest  of 
fundamental  economic  principles  and  the  opinions  of  leading  taxation  authorities 
on  the  sale:^  tax,  which  pamphlet  contains  considerable  valuable  information  which 
has  not  yet  been  brought  to  the  attention  of  this  committee.  I  have  filed  100  copies 
of  this  pamphlet  with  the  clerk  of  the  committee: 

A  Brief  Digest  of  Fundamental  Economic  Principles  and  Opinions  of  Leading 

Taxation  Authorities. 

A  SALES  OR  turnover  TAX  IS  NOW  THE  ONLY  LOGICAL  SUBSTITUTE  FOR  ALL  BUSINESS 

TAXES. 

[An  address  prepared  for  the  Six  O'clock  Club  of  Minneapolis.  April  11, 1921,  bv  H.  J.  Burton,  president 

Tax  League  of  America,  Plymouth  Bunding,  Minneapolis.] 

To  the  500  thinking  men  in  16  States  who  have  spontaneously  initiated  the  Tax 
League  of  America,  for  diffusion  of  economic  knowledge,  to  the  end  that  govern- 
mental business  shall  be  conducted  on  the  same  high  plane  as  thev  strive  for  in  the 
direction  of  their  individual  affairs,  this  digest  oi  basic  principles  is  respectfully 
dedicated. 

Opinions  of  Leading  Authoritibs  on  Sales  Tax. 

Two  excerpts  from  the  comprehensive  Sales  Tax  Primer,  issued  by  Business  Men's 
National  Tax  Committee,  address  6  West  Forty-«ighth  Street,  New  York  City. 

Question.  Does  the  experienced  business  man  fear  that  any  definite  tax  can  not 
be  shifted  if  it  is  to  his  interest  to  shift  it? 

Answer.  He  does  not.  He  has  been  shifting  taxes,  rent,  salaries,  and  other  operate 
ing  expenses  in  the  past,  and  the  adoption  of  a  small  turnover  tax  in  place  of  all  other 
taxes  on  business  wul  simply  mean  that  he  will  shift  the  small  defimte  tax  instead  of 
a  large  and  indefinite  tax. 

Question.  How  would  the  consumer  benefit  by  the  adoption  of  the  general  gross 
sales  or  turnover  tax  in  place  of  the  profits  taxes? 

Answer.  Under  our  present  svstem  of  profits  taxes,  and  under  any  system  of  taxa- 
tion which  imposes  substantial  profits  taxes,  these  pyramided  taxes  erow  as  each 
turnover  is  made  from  raw  material  to  the  sale  of  the  fijiished  goods  to  the  consumer. 

The  Department  of  Justice,  in  making  investigations  under  the  Lever  Act,  came  to 
the  conclusion  that  the  p^nramided  profits  taxes  added  23.2  per  cent  to  the  price  to 
the  consumer.  The  taxation  committee  of  the  National  Retail  Dry  Goods  Associa- 
tion, composed  of  treasurers  and  controllers  of  some  of  the  largest  department  stores 
in  the  country,  has  published  the  statement  that  every  dollar  spent  by  the  consumer 
pays  for  75  cents  worth  of  merchandise  and  25  cents  worth  of  pyramided  profits  taxes. 

The  general  gross  sales  or  turnover  tax  not  exceeding  1  per  cent,  which  is  offered 
as  a  substitute  for  the  present  system  of  complicated  profits  taxes,  will  not  take  over 
3}  cents  of  the  consumer's  dollar  for  taxes. 

This  statement  is  substantiated  by  several  examples  worked  out  by  dealers  in 
goods  of  universal  use: 

BT  substituting  THE  SALES  TAX  THE  SAYING  IN  TAX  COSTS  TO  ALL  CONSUMERS  AUKR 

AVBRAOES  20  PER  CENT  ON  ALL  PURCHASES. 

This  saving  is  independent  of  any  price  fluctuations  in  commodities  caused  by 
the  law  of  supply  and  demand. 

Authorities  on  the  sales  tax  emphasize  the  point  that  this  20  per  cent  tax  cost  differ- 
ence between  the  pyramided  existing  Federal  taxes  and  the  pyramided  1  per  cent 
sales  tax  must  surely  continue  to  hold  down  and  depress  the  prices  of  wheat,  wool, 
cotton,  and  all  basic  farm  products^  as  well  as  to  hold  up  and  perhaps  advance  again 
retail  prices  of  finished  goods  to  ultimate  consumers. 
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• 

This  economic  cause  works  entirely  independently  of  the  daily  fluctuations  in 
^bafiic  prices  caused  by  the  law  of  supply  ana  demand,  and  continues  to  work  until 
the  existine  tax  obstructions  are  all  removed  by  the  substitution  of  one  simple  sales 
tax  to  all  alike  with  no  class  exemptions  and  so  widespread  and  diffused  by  competi- 
tion as  to  be  almost  negligible  as  a  price  factor. 

The  immediate  result  of  legislation  substituting  the  sales  tax  will  be  to  reduce  the 
overhead  costs  by  20  per  cent  of  all  the  intermediate  manufacturers  and  distributors. 
thus  restoring  normal  relations  between  producer  and  consumer,  and  stabilizing  ana 
stimulating  all  trade  and  commerce  b^  clearing  from  the  track  the  chief  economic 
obstacle  to  the  restoration  of  prewar  prices. 

"Trade  and  commerce,"  said  Thoreau,  "if  they  were  not  made  of  india  rubber, 
would  never  manage  to  bounce  over  the  obstacles  which  l^slators  are  continually 
putting  in  their  way;  and,  if  one  were  to  judge  these  men  wholly  by  the  ejects  of 
their  actions  and  not  partly  by  their  intentions,  they  would  deserve  to  be  classed 
and  punished  with  those  mischievous  persons  who  put  obstructions  on  the  rail- 
roads."  «  *  *  "Let  every  man  make  known  what  kind  of  government  would 
.command  his  respect,  and  that  will  be  one  step  toward  obtaining  it." 

BULLOCK  ASSAILS  PRESENT  TAX  SYSTEM. 

Charles  J.  Bullock,  professor  of  economics  at  Harvard  University,  chairman  of  the 
committee  on  economic  research,  and  former  president  of  the  National  Tax  Associa- 
tion, assailed  the  x)resent  svstem  of  taxation  in  this  country  in  an  address  delivered  at  a 
dinner  of  the  certified  public  accountants  of  Massachusetts  at  the  Exchange  Club  in 
Boston.    He  said  in  part: 

**The  policv  of  taxation  followed  by  our  Government  durins:  the  war  was  such  that 
if  the  war  had  not  ended  when  it  did  the  country  would  have  been  broken  wide  open. 
It  is  a  destructive,  ruinous,  and  wicked  polic)r  that  would  have  killed  the  Govern- 
ment and  financial  structure  of  this  country  within  another  year.  Take  the  case  of 
the  many  industrial  houses  that  to-day  are  either  bankrupt  entirely,  or  in  the  hands 
of  their  banks.    It  was  a  case  of  the  survival  of  the  least  fit. 

' '  Taxation  such  as  that  imder  which  we  are  at  present  su£fering  can  never  be  enforced 
AS  written;  it  creates  a  nation  of  liars.  The  effect  on  the  tax  payer  is  alarming  in  the 
extreme.  The  present  tax  would  almost  wholly  become  a  tax  on  honesty  if  it  is 
allowed  to  continue. 

" '  I  have  never  heard  any  logical  objection  to  a  sales  tax, '  concluded  Prof.  Bullock, 
'  and  I  offer  it  as  the  sane  and  logical  solution  of  this  country 's  greatest  problem.  * " 

The  following  excerpts  are  taken  from  a  series  of  articles  on  taxation  by  Prof.  T.  S. 
Adams,  ex-chairman  of  the  Federal  Tax  Advisory  Board,  also  former  president  of  the 
National  Tax  Association,  published  in  the  New  York  Evening  Post  in  July  and 
August,  1920. 

Note. — ^Due  perhaps  to  his  advisory  position  in  the  Federal  service  he  has  been 
regarded  as  the  chief  defender  of  the  present  Federal  tax  system  and  an  opponent  of 
the  sales  tax  who  is  entitled  to  rank  among  the  notable  economists  of  the  day. 

In  our  digest  of  opinions  we  have  tried  to  fairly  present  Prof.  Adams's  principles  as 
an  economist,  and  have  taken  more  space  for  an  opponent  than  for  any  other  authority, 
finding  him,  however,  clearly  and  eloquently  in  accord  with  all  the  other  authorities 
until  we  reach  the  paragraph  on  pa^e  8  under  the  heading  "For  interest  of  all  classes, " 
wherein  he  seems  to  ignore  economic  laws  and  descend  to  politics,  saying: 

**It  (tax  reform)  must  appeal  not  only  to  intelligence  and  patriotism  but  to  the 
self-interest  of  certain  important  classes,  which,  if  they  are  not  powerful  enough  to  * 
get  what  they  want  in  the  field  of  taxation,  are  yet  poweritll  enougn  to  block  and  veto 
what  they  do  not  want.    The  agricultural  and  laboring  interests  are  likely  to  resent 
not  only  reduction  of  the  surtaxes,  but  particularly  the  repeal  of  the  excess-profits  tax. " 

To  the  Tax  League  of  America  this  remark  seems  to  be  not  strictly  in  the  line  of 
duty  of  a  university  economist.  It  is  a  departure  into  the  realm  of  demagogic  politics, 
which  too  frequently  disregards  facts.  It  is  a  reversion  toward  bolshevism.  It 
eroesly  misjudges  the  American  farmer  and  the  skilled  laborer,  as  was  proven  at  the 
uiat  presidential  election. 

A  teacher  of  economic  truths  ought,  in  our  opinion,  to  state  and  explain  facts  to 
the  voters  and  in  this  case  to  ouote  the  findings  of  the  Department  of  Justice,  which 
will  be  stated  and  restated  on  tne  following  pages,  to  wit:  That  the  present  pyramided 
taxes  indirectly  add  23.2  per  cent  to  the  price  to  the  consumer.  The  sales  tax  advo- 
cates prove  by  a  number  of  examples  that  sales  tax  not  exceeding  1  per  cent  will  only 
add  at  maximum  3^  per  cent  to  consumer's  prices.  This  is  a  plain  matter  of  arithmetic. 
We  appeal  from  Adams  the  politician  to  Adams  the  economist. 
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IN\anNG   DISASa'BR. 

Prof.  Adams,  tne  economist,  says: 

"Friends  of  the  income  tax,  advocates  of  'liberal  democratic  finance,'  should  be  the 
first  to  advocate  a  change  in  this  situation.  To  attempt  to  take  in  one  tax  60  to  70 
per  cent  of  the  net  income,  when  the  taxpayer  has,  in  addition,  State  and  local  taxes 
to  pay,  is  to  invite  disaster.  It  must  mean  eventually  the  demoralizing  and  break- 
down of  the  income  tax  itself.  We  are  hitching  a  thoroughbred  racer  to  a  loaded  dray 
and  asking  him  to  run  a  mile  in  two  minutes.  The  general  property  tax  has  become 
a  byword  and  a  mockery  largely  because  it  has  been  forced  to  carry  burdens  heavier 
than  it  can  bear.  Great  Britain  has  stretched  income  taxation  to  the  uttermost  and 
has  set  the  pace  in  the  use  of  other  radical  taxes,  but  she  attempts  no  such  impossible 
feat  as  the  collection  of  income  taxes  in  excess  of  70  per  cent.  The  British  taxes  are 
about  four  times  as  heavy  as  our  own  upon  incomes  in  the  neighborhood  of  $10,000. 
At  $50,000  they  are  more  than  twice  as  heavy.  At  $400,000  the  rates  become  about  the 
same,  but  th«  British  tax  stops  at  something  under  60  per  cent,  while  our  taxes  rise 
to  a  corresponding  maximum  of  73  per  cent. 

"One  may  predict  with  more  confidence  the  eventual  breakdown  of  such  a  system 
when  it  is  remembered  that  there  are  outstanding  more  than  $6,000,000,000  ($14,000,- 
000,000  to  $17,000,000,000  in  1921?)  of  municipal  bonds  and  other  tax-free  securities 
in  which  wealthy  taxpayers  may  invest  with  no  fear  of  taxation.  Or  they  can  place 
their  money  in  speculative  investments,  the  fruits  of  which  wiU  be  garnered,  if  at  all, 
far  in  the  future."    (Adams.) 

REPEAL  EXCESS-PROPITS  TAX. 

"A  great  deal  might  legitimately  be  said,  if  space  permitted,  in  iavor  of  the  excees- 
profits  tax.  But  it  is  not  enough.  The  tax  should  be  repealed  at  the  close  of  the 
}rear  1920.  It  should  be  repealeid  because  it  is  breeding  a  political  scandal;  because 
it  taxes  corporations  by  an  entirely  different  method  from  that  applied  to  partner- 
ships and  individual  business  men,  sometimes  taxing  one  class  heavier  than  the  other, 
and  again  reversing  this  situation:  because  it  penalizes  conservative  corporations  and 
rewards  their  less  conservative  and  less  scrupulous  competitors;  because  it  exempts 
in  whole  or  in  part  many  overcapitali?;ed  trusts;  because  by  its  uncertain  and  unequal 
burdens  upon  business  it  is  injuring  every  wage  earner  and  salaried  man,  e\eiry 
stocWioIder  and  consumer  whose  interests  can  be  adversely  affected  by  the  unneces- 
sary bede\dlment  of  business;  because  corporation  taxpayers  since  the  beginning  of 
the  war  have  played  the  game  and  stood  the  gaff,  have  fairly  earned  and  may  con- 
fidently ask  the  right  to  pay  whatever  share  of  taxes  is  decided  to  be  their  due  by  a 
tax.  which  is  simpler,  more  certain,  and  less  capriciously  unequal  than  the  excess- 
profits  tax.*'    (Adams.) 

LOW  RATE   OP   SALES  TAX. 

**The  conglomerate  group  of  sales  taxes  which  we  employed  during  the  Civil  War 
did  not  on  the  whole  work  satisfactorily.  However,  it  is  fair  to  infer  that  the  failure 
of  these  taxes  was  due  very  largely  to  the  heavy  rates  at  which  they  were  imposed; 
and  the  1  per  cent  sales  tax  now  imposed  in  the  Philippine  Islands  is  said  by  com- 
petent authorities  to  be  a  successful  and  satisfactory  tax. 

*  *  A  very  great  deal  may  fairly  be  said  in  favor  of  this  proposal .  The  sales  tax  would 
perhaps  possess  the  three  greatest  practical  virtues  which  a  tax  can  have;  it  would 
carry  a  very  low  rate;  it  would  be  highly  productive,  and  the  taxpayer  would  know 
with  certainty  the  amount  w^hich  he  was  expected  to  pay.  If  shifted  to  the  consumer, 
as  it  is  usually  but  not  always  predicted  by  its  advocates,  it  would  be  paid  piece- 
meal in  small  amounts  as  purchases  were  made.  It  would  reduce  the  excessive 
dependence  of  the  Treasury  upon  various  forms  of  income  taxation.  These  are  great 
virtues,  and  the  low  rate  itself  may  fairly  be  said  to  counterbalance  many  of  the  weak- 
nesses to  which  tlie  sales  tax,  in  common  with  all  other  taxes,  is  subject.'*  (Adams.) 

THE   BACK  TAXES. 

**The  literal  truth  is  that  the  existing  revenue  law  as  it  affects  many  large  corpora- 
tions, particularly  affiliated  or  coneolidated  corporations,  is  bo  complex  that  it  would 
probably  take  15  years  to  work  out  formal  legal  answers  to  every  one  of  the  intricate 
questions  which  have  arisen. 

**Some  day  these  cases  must  be  closed.  It  is  only  a  question  whether  they  shall 
be  taken  up  promptly  and  consciously  disposed  of  in  a  settlement  involving  certain 
elements  of  arbitration  and  compromise  or  whether  they  shall  drag  their  weary  length 
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aIon£[  for  years  and  finally  peter  out  in  the  hands  of  some  obscure  clerk — because  it  is 
phyecLcally  impossible  for  tne  courts  to  settle  all  of  the  subtle  questions  which  the 
application  of  the  law  arises."    (Adams.) 

A  '^SUSPENDED  AVALANCHE." 

'*  It  is  to  the  writer  at  least  a  matter  of  some  surprise  that  the  country  has  not  awakened 
to  the  danger  of  this  situation.  Thousands  of  business  concerns,  particularly  corpora- 
tions, must  some  day  be  confronted  with  large  additional  tax  bills  for  the  ^ar  period. 
These  ^  heaver  but  indefinable  future  obligations/  as  Secretary  Houston  has  called 
them,  hang  like  a  suspended  avalanche  over  American  businers. 

^'The  back  taxes,  it  nas  been  said,  hold  the  key  to  the  entire  tax  problem,  not  only 
because  they  point  the  way  to  some  of  the  additional  revenue  which  we  are  eeeking, 
but  because  they  reveal  an  administrative  machine  at  the  limit  of  its  capacity,  make 
clear  the  imperative  necessity  for  simplification  of  the  tax  law,  and  create  a  strong 

E resumption  against  any  revision  or  'reform'  which  would  increase  the  administrative 
urden.  The  simple  truth  is  that  the  burden  now  carried  by  the  Bureau  of  Internal 
Revenue  must  be  reduced,  or  the  administrative  machine  will  crack.  Existing  tax 
laws  must  be  simplified;  it  would  be  worse  than  folly  to  add  new  complexities." 
(Adams.) 

«  SDiPLICrrY  OF  SALES  TAX. 

''This  has  a  most  important  bearing  on  the  Hiles  tax  proposal.  In  the  long  run  a 
general  sales  tax  in  place  of  the  income  and  profits  taxes  would  greatly  simplify  the 
work  of  the  Bureau  of  Internal  Revenue.  But  if  we  abolish  these  taxes  next  weeic,  the 
best  brains  and  strength  of  the  Bureau  of  Internal  Revenue  would  still  be  occupied 
with  income  and  profits  taxes  for  two  years  or  more."    (Adams.) 

HIGH  COST  OF  LIYING. 


if 


'However,  the  average  critic  of  the  excess-profits  tax  is  not  interested  in  economic 
theory.  He  is  confronted,  he  says,  with  a  condition  and  not  a  theory.  He  char^, 
not  tnat  the  excess-profits  tax  may  increase  the  cost  of  living  at  some  indefinite  time 
in  the  future,  but  that  the  present  cost  of  living  is  in  a  large  measure  due  to  this  tax, 
and  he  suggests  or  plainly  says  that  if  the  tax  were  repealed  the  cost  of  living  would  be 
in  even  greater  measure  reduced. 

''A  particularly  conscientious  and  candid  business  man  said  a  few  months  ago: 
'  We  have  a  sellers'  market.  I  can  get  pretty  nearly  any  price  I  ask.  I  originally 
planned  to  put  our  prices  about  20  per  cent  lower,  but  when  I  thought  of  the  excess- 
profits  tax  I  clapped  on  the  20  per  cent.'  There  can  be  no  doubt  that  this  case  is 
fairly  typical.  But  it  means  very  little.  Suppose  this  man  had  refrained  from  taking 
the  20  per  cent,  there  is  little  or  no  probability  that  the  rebate  or  reduction  would  have 
reached  the  ultimate  consumer.  It  would  almost  certainly  be  absorbed  by  other 
dealers  or  handlers  along  the  line  of  middlemen  who  intervene  between  producers 
and  consumers.  This  fact  is  perfectly  well  appreciated  by  business  men.  One  of  the 
largest  wholesalers  in  the  Middle  West  said  to  me  in  1919:  'I  am  ashamed  to  take  the 
prices  which  I  am  receiving.  But  if  I  did  not  take  them  the  jobbers  and  retailers  who 
distribute  these  ^ods  will.  If  I  thought  the  reduction  would  reach  the  consumer  I 
would  cut  my  pncee  one-third .  Under  the  circumstances  I  have  not  the  face  to  object 
to  the  excess-profits  tax,  although  some  of  its  detailed  provisions  are  indefensible. ' " 
(Adams.) 

BECOONIZED  COST  OF  PRODUCTION. 

''A  very  able  accountant  has  said:  *The  excess-profits  tax  is  being  included  in 
specifications  and  bids;  it  has  become  a  recognized  cost  of  production.  This  is  why 
I  think  it  is  shifted  to  purchasers. ' ' '    (Adams. ) 

ADVANTAGES  OF  CONSUMFTION  TAX. 

"Financial  history  demonstrates  that  it  is  both  permissible  and  necessary  to  utilize 
the  great  practical  virtues  of  the  better  forms  of  consumption  taxation.  Such  taxes 
are  paid  piecemeal,  in  small  amounts  as  the  consumer  makes  his  dail^  purchases; 
their  productivity  is  maintained  in  years  of  business  depression,  and  while  they  will 
not  enforce  tiiemselves  they  impose  far  less  strain  on  the  administrative  authorities 
than  income  and  profits  taxes. 

"ThuB  a  well-known  publicist  in  a  recent  statement  argues  strongly  for  taxation 
with  a  'low  visibility,'  and  concludes  'that  a  consumption  tax,  sugar-coated  so  that 
it  will  not  revolt  the  consumer,  is  the  most  satisfactory  method  that  can  be  followed 
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to  raise  the  revenue  that  we  mtist  have.  But  to  be  sugar-coated  a  consumptioii  tax 
must  be  paid  by  the  seller  and  included  in  the  price  charged,  so  that  the  buyer  will 
not  realize  that  he  is  paying  a  tax  every  time  he  purchases  a  paper  of  pins  <»*  a  dozen 
eggs/  **    (Adams.) 

FOR  INTEREST  OF  ALL  CLASSES. 

'^But  it  is  not  enough  that  a  proposed  plan  of  tax  reform  should  be  practicable 
-and  based  upon  sound  principles.  If  it  is  to  be  enacted  into  law  it  must  appeal,  not 
only  to  the  intelligence  and  patriotism,  but  to  the  self-interest  of  certain  important 
•classes,  which,  if  they  are  not  powerful  enough  to  get  what  they  want  in  the  neld  of 
taxation,  are  yet  powerful  enough  to  block  and  veto  what  they  do  not  want. 

"The  proposed  program  will  not  appeal,  at  least  on  first  examination,  to  the  a^- 
<:ultural  and  laboring  interests.  They  are  likely  to  resent  not  only  the  reduction 
of  the  surtaxes,  but  particularly  the  repeal  of  the  excess-profits  tax. 

*'  Despite  this  first  reaction,  in  my  opinion,  it  would  be  to  the  interest  of  the  agri- 

-cultural  and  wage-earning  classes  to  acquiesce  in  the  changes  su^^ted.    I  mi^e  no 

special  point  here  of  the  fact  that  fanners  and  wage  earners  are  citizens  of  the  United 

States,  and  as  such  deeply  interested  in  the  succ^sf ul  functioning  of  business,  which 

IS  being  crippled  by  excessive  surtaxes  and  the  maloperadon  of  the  excess-profits 

tax.    And  1  shall  not  press  the  point  that  these  taxes  threaten  to  demoralize  the 

entire  system  of  income  taxation,  the  successful  maintenance  of  which  is  so  vital  to 

the  political  interests  of  the  masses  as  distinguished  from  the  classes.    What  I  would 

urge  here  is  the  fact  that  the  yield  of  the  higher  surtaxes  and  of  the  excess-profits  tax  is 

rapidly  diminishing.    Advocates  of  these  taxes  are  clinging  to  a  system  which  under 

Ttheir  very  eyes  is  changing  from  substance  to  shadow. 

"  In  the  long  run  a  sales  tax  will  be  shifted  to  the  consumer.  That  is  theory,  sound 
-theory.    But  what  we  are  now  facing,  in  all  probability,  is  a  short  run  of  two  or  three 

Sears  of  falUng  prices  in  many  lines  of  proauction;  and  in  these  lines  a  sales  tax  is 
kely  to  be  absorbed  by  the  producer  or  dealer;  i.  e.,  by  those  dealers  whose  sales 
and  profits  are  decreasing."    (Adams.  J 

SUBSTITUTE   SALES  TAX. 

I 

"To  many  business  men  the  preceding  appeal  will  be  wholly  beside  the  mark. 
They  do  not  accept  the  premise  that  a  progressive  income  tax  of  some  kind  must  be 
retained.  They  would  substitute  a  general  sales  tax  for  both  the  excess-profits  tax 
-and  the  income  tax  on  the  ground  that  as  practically  all  taxes  are  shifted  to  the  con- 
sumer it  would  be  foolish  to  retain  complicated  and  difficult  taxes  such  as  the  income 
tax.  And,  granting  that  the  income  and  profits  taxes  are  shifted,  it  is  perhaps  im« 
possible  to  deny  their  conclusion."    (Adams.) 

FOR  INCOME  TAX. 

"Abolish  the  income  tax  altogether  or  abolish  the  surtaxes  and  make  it  a  flat  tax, 

and  many  difficulties  disappear.     We  would  have  no  worries  about  the  repressive 

•effects  of  hesLvy  taxes  on  savings  and  investments.    All  justifications  for  a  tax  on  the 

undistributed  profits  of  corporations  would  vanish.    And  there  would  be  a  strong, 

if  not  an  unanswerable,  argument  for  a  general  sales  tax.    Keep  the  surtaxes,  however, 

•and  we  must  moderate  the  higher  rates  on  saved  income  or  it  will  flow  inevitably  into 

tax-free  securities;  there  arises  an  unanswerable  argument  for  some  tax  on  corporations 

ito  balance  or  compensate  for  the  surtaxes  on  the  saved  income  and  profits  of  individuals 

and  we  are  plunged  into  all  the  niceties  of  defining  income  and  deductions  with  which 

the  public  is  so  familiar. 

"What  is  needed  from  the  country  is  a  clear  mandate  about  the  laiger  questions  of 
policy;  shall  we  pay  our  immediate  debts  or  postpone  them;  shall  we  abandon  the 
progressive  income  tax  or  perfect  it;  shall  we  olindly  cling  to  the  excess-profits  tax 
or  replace  it,  when,  as  appears  plainly  to  be  the  case,  it  is  beyond  our  powers  to  perfect 
it?"    (Adams.) 

Question.  What  is  the  economic  justification  of  taxation  of  business? 
Answer.  Prof.  Adams  stated  in  his  address  to  the  National  Tax  Association,  page 
186  of  Proceedings  of  Eleventh  Annual  Conference: 

"The  strongest  reason  for  the  retention  and  perfection  of  business  taxation  is  found 
lin  experience  and  fiscal  history.    Business  taxes  are  as  old  as  organized  business. 
They  are  all  but  universal  throughout  the  world  and  show  no  tendency  to  disappear 
with  the  passage  of  time.    We  have  hundreds  of  them  in  the  United  States.    Fre- 
quently with  us  the  necessity  of  taxing  business  is  not  frankly  acknowledged,  and 
:all  sorts  of  incUrect  effojts  are  made  to  accomplish  the  same  end  under  the  guise  of 
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so-called  franchise  taxes,  incorporation  fees,  corporate  excess  taxes,  and  the  like. 
These  are  in  reality  forms  of  business  taxation  and,  in  my  opinion,  we  shall  never 
have  even  an  approximated  coilsistent  scheme  of  taxation  until  the  necessity  for 
separate  business  taxation  is  recognized  and  impost  laid  which  are  consciously 
designed  to  express  the  fiscal  obligations  of  business  as  such. 

'*From  political  and  moral  stanapoints,  the  justifirsCtion  for  this  great  class  of  taxes 
is  plain.  A  large  part  of  the  coert  of  Government  is  traceable  to  the  necessity  of  main- 
taining a  suitable  business  environment.  Historically,  some  writers  maintain,  the 
city  has  been  evolved  for  the  very  purpose  of  fulfilling  this  function.  Business  is 
responsible  for  much  of  the  work  which  occupies  the  courts,  the  police,  the  fire  depart- 
ment, the  Army,  and  the  Navy.  New  business  creates  new  tasks,  entails  further 
public  expense.  A  small  amount  of  new  business  may  not  show  its  influence  at  once 
upon  public  expenditures.  The  relationship  between  private  business  and  the  cost 
of  the  Government  is  a  loose  one,  much  like  the  relationship  between  the  expenses 
of  a  railroad  and  the  amount  of  traflSc  which  it  carries.  The  connection,  however, 
is  real  and,  in  the  long  run,  the  more  business  the  greater  will  be  certain  fundamental 
costs  of  Government.  The  industry  which  does  not  pay  its  due  share  of  public  expense 
is  generally  a  source  of  weakness  and  not  a  source  of  strength.  Surveyed  from  one 
point  of  view,  business  ought  to  be  taxed  because  it  costs  money  to  maintain  a  market 
and  those  costs  should  in  some  way  be  distributed  over  all  the  beneficiaries  of  that 
market.  Looking  at  the  same  question  from  another  viewpoint,  a  market  is  a  val- 
uable asset  to  the  social  group  which  maintains  it  and  communities  ought  to  charge 
for  the  use  of  the  community  assets. 

"Finally,  taxes  upon  business  have  great  fiscal  virtue  as  such.  They  are  relatively 
inexpensive  to  collect  and  comparatively  productive  in  yield.  A  given  rate  of  taxa- 
tion laid  upon  the  business  umt  will  usually  yield  a  very  much  larger  revenue  than 
the  same  rate  of  taxation  laid  upon  the  inaividual  owners  of  the  business.  «  »  * 
In  the  taxation  of  a  process  so  elastic  and  mobile  as  business  there  is  necessarily 
present  an  element  of  the  quid  pro  quo.  You  can  not  chaxge  for  access  to  the  market 
in  the  long  run  more  than  such  access  is  worth.  It  is  for  this  reason  you  can  not  suc- 
cesBlully  or  logically  measure  the  business  tax  by  property.  There  may  be  much 
property  with  little  business  or  much  business  with  little  property.  You  can  make 
shiit,  poor  shift,  with  a  property  tax  for  this  purpose  if  you  will  abandon  the  uniform 
rate,  make  all  sorts  of  dickers  with  different  classes  of  business,  create  hranchises 
where  there  are  no  franchises,  and  manufacture  with  your  fiscal  imagination  all  sorts 
of  intan^ble  property  based  upon  business,  giving  this  intangible  property  a  flickering, 
uncertain  situs  where  the  business  is  transacted.  This  is  business  taxation,  but  poor 
business  taxation.  Fortunatelv,  however,  we  have  already  come  to  recognize  this 
truth." 

Question.  Why  is  the  ^ross  sales  tax  at  1  per  cent  the  proper  substitute  for  all  other 
taxes  on  all  kinds  of  busmess? 

Answer.  Prof.  Adams  stated,  page  189  of  Proceedings,  supra: 

"Much  in  this  connection  can  be  said  for  a  tax  upon  g^ross  business.  The  supporting 
ar^ments  in  this  connection  are  familiar;  such  a  tax  is  not  inquisitorial;  it  does  not 
raise  difficult  questions  about  losses,  depreciation,  and  the  lixe;  it  is  more  easily 
allocated  among  competing  jurisdictions  than  a  tax  upon  net  income.  *  «  *  (The 
Grovemment  says:)  '  lou  have  come  amongst  us  and  nave  exploited  our  market;  you 
have  trafficked  as  much  as  your  competitor;  whether  you  have  used  your  opportunity 
aa  well  as  he  is  not  our  concern.  It  is  the  gross  volume  of  your  trade  which  botn 
represents  your  opportunity  and  causes  our  expense.    Upon  ttiat  you  must  pa^^.'  *' 

rioTE. — Probably  over  90  per  cent  of  total  national  sales  are  made  in  the  cities  on 
account  of  their  superior  business  facilities  and  concentration  of  opportunities.  If 
the  sales  tax  be  not  wholly  shifted  to  the  consumer,  but  assumed  in  put  by  the  seller, 
the  cities  can  well  afford  the  slight  discrimination  against  them  in  favor  of  the  farmer. 
in  view  of  the  startling  growth  m  the  population  of  cities  shown  by  the  last  census. 

Question.  Do  taxation  authorities  favor  the  principle  of  tax-exempt  bonds  in  jcon- 
sideriiig  income  tax? 

Answer.  They  do  not.  Prof.  Bullock  stated  at  the  same  (1917)  conference,  page 
152  of  proceedings,  supra: 

"It  would  have  been  very  fortunate  last  spring  if  our  Government  had  seen  its 
'way  clear  to  issue  bonds  subject  to  taxation,  enjoying  no  exemption  of  any  description 
w^hatsoever,  and  had  then  been  willing  to  go  into  the  market  and  pay  the  current 
rate  of  interest.  It  would  actually  have  meant  money  in  the  Treasury  in  the  long 
run.  And  it  would  also  have  avoided  the  unfortunate  result  of  creating  in  the  com- 
munity a  class  of  people  who,  in  accordance  with  the  terms  of  their  contract  made 
with  the  Government,  are  exempted  from  ordinary  taxation.  Just  at  present  this 
difficulty  does  not  impress  us  as  very  important.    It  seems  more  important  to  get 
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the  bonds  sold,  and  it  seems  not  to  matter  so  much  how  they  are  marketed.  But  after 
the  war  if  any  politician,  seeking  to  array  one  class  against  another  class,  points  out 
that  there  are  in  the  community  millionaire  bondholders  who  are  exempt  from  the 
income  tax,  you  want  to  remember  that  Uncle  Samuel  is  responsible  and  that  the 
millionaire  bondholders  are  not  to  blame.  They  merely  took  the  Government  at 
its  own  terms;  and  the  mistake  which  the  Government  made  was  trying  to  place 
its  bonds  at  a  lower  rate  of  interest  than  it  ought  to  have  paid.  It  would  have  been 
vastly  better  to  have  issued  a  5  per  cent  bond  without  any  exemption  from  taxation; 
and  if  that  bond  did  not  go,  it  would  have  been  better  to  make  the  rate  6  i)er  cent. 
*  *  *  The  important  thing  is  to  offer  a  rate  that  shall  not  create  exemption  from 
taxation,  that  shall  in  spite  of  the  fact  that  the  bonds  are  taxable  carry  them  off  the 
market;  and  then,  having  done  that,  reserve  to  the  Government  the  right  to  begin 
the  redemption  of  those  bonds  within  a  short  period  after  the  close  of  the  war,  when, 
the  Government's  circumstances  having  improved  and  its  credit  being  better  than 
it  can  be  in  time  of  such  emergency,  it  is  fair  to  presume  that  it  can  then  replace  war 
bonds  by  others  running  for  a  longer  period  and  bearing  a  lower  rate  of  interest. ' ' 

At  the  thirteenth  annual  conference  of  the  National  Tax  Association  in  1920  the 
foUowinc:  resolutionB  were  adopted  by  a  practicAlly  unanimous  vote: 

*^  Resolved^  That  this  conference  is  of  the  opinion  that  serious  consideration  should 
be  given  to  devi-^ing  some  subctitute  for  the  present  Federal  excess  profit*  lax  and 
securing  the  greatest  praf:ticable  simplicity  in  matters  of  administration  oi  Fedor  I 
taxes. 

*'Rffiolvedy  Thaf  thi.-^  conference  is  of  the  opinion  that  exemptions  of  private  prop- 
erty or  incomp  from  taxation  fhuuld  b*.*  confined  within  the  narrowest  possible  limit".'* 

Question.  Why  was  Prof.  Bullock's  advice  dibres:ardod  in  1917? 

Answer.  The  enormous  war  demands  of  the  Government  for  money  were  supplied 
under  pressure  in  the  United  States  regarvlle^s  of  economic  principles  and  equality 
of  taxation.  Such  hasty  legislation  ha«  resulted  in  the  present  serious  checks  to  enter- 
prise by  obstacles  which  trade  and  commerce  can  not  overcome,  obstacles  which 
mn.4t  not  he  permitted  to  become  permanent. 

It  is  Very  clear  to  business  men,  who  create  and  determine  values  and  who  mubt 
be  pra-'tical  economiats  or  fail  in  bu4ne^,  that  all  property  mv^t  be  protected  by 
Government  and  should  pay  taxes  in  support  of  a  good  or  better  government,  as 
follows. 

1.  A  moderate,  judicious  tax  on  all  personal  individual  incomes  exceeding  a  mod- 
erate exemption  to  all  alike. 

2.  A  tax  on  all  gross  sa'cs  of  not  exceeding  I  per  cent,  with  no  exemptions  whatever 
of  any  cla^j  of  sale?  except  to  an  amount  not  exceeding  ?6,000  to  all  alike  out  of  annual 
sales.  This  will  assist  small  dealers  and  farmers  and  en^^ourage  thrirt  and  enterprise 
among  business  be^rinners  in  their  struggle  with  competition.  Besides  this  sales  tax 
there  should  be  no  other  tax  on  business. 

The  correct  valuation  of  property  is  its  equivalent  cash  value  at  the  time  of  sale, 
when  both  buyer  and  seller  determine  that  it  is  for  the  best  interest  of  each  that  such 
sale  be  made.  This  almost  negligible  1  per  cent  tax  may  indeed  be  considered  as  an 
insurance  premium  for  the  continued  value  of  the  property  by  the  continuance  of  the 
stable  government  without  which  property  values  would  quickly  disappear,  and  all 
sales  would  cease. 

Every  business  man  will  welcome,  as  a  substitute  for  the  present  unequal  and 
complicated  patch-work  of  tax  legislation,  a  uniform  I  per  cent  rate  of  sales  tax  to  all 
competitors  alike  on  a  property  valuation  determined  by  buyer  and  seller  at  time  of 
sale,  making  a  small  tax  on  each  individual  business  and  individual  consumption, 
with  no  exemptions  to  any  competitor  greater  than  $6,000  of  annual  sales.  This 
insures  complian«^e  with  the  basic  economic  principles  of  universality,  equality  of 
taxation,  and  ability  to  pay,  as  laid  down  b^^  Adam  Smith  and  John  Stuart  Mill  and 
accepted  by  all  suljsequent  taxation  authorities,  securing  simplicity^  collectibility, 
moderation",  and  permanence. 

Question.  What  are  some  other  basic  principles  of  taxation  which  are  closely  obeyed 
in  the  proposed  plan  of  sales  tax  at  1  per  cent,  out  which  were  disregarded  in  the  present 
Federal  tax  laws  which  were  followed  by  the  present  business  depreeBion  as  effect 
follows  cause? 

Answer.  Mill  states,  book  5,  page  395: 

"The  tax  which  each  individual  is  bound  to  pay  ought  to  be  certain  and  not  arbi- 
trary. The  time  of  payment,  the  manner  of  payment,  and  the  quantity  to  be  paid 
ought  to  all  be  clear  and  plain  to  the  contributor  and  to  every  other  person. 

'^  Every  tax  ought  to  be  levied  at  the  time  or  in  the  manner  in  which  it  is  most  likely 
to  be  convenient  for  the  contributor  to  pay  it. 

*' Taxes  upon  consumable  goods  are  all  finally  paid  by  the  consumer  and  generally 
in  a  manner  Uiat  is  very  convenient  for  him.    He  pays  for  them  by  little  and  little  as 
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lie  has  occasion  to  buy  the  soods^  as  he  is  at  liberty  to  buy  or  not  to  buy  as  he  pleases. 
It  will  be  his  own  fault  if  he  ever  suffers  any  considerable  inconvenience  from  such 
taxes. 

"  Every  tax  ought  to  be  so  contrived  as  both  to  take  and  to  keep  out  of  the  pockets  of 
people  as  HtUe  as  possible  over  and  above  what  it  brings  into  the  public  treasury  of  the 
State." 

Page  397:  "He  who  has  twice  as  much  property  to  be  protected  receives  on  an 
accurate  calculation  twice  as  much  protection,  and  ought  on  the  principle  of  bargain 
and  sale  to  pay  twice  as  much  for  it." 

Mill  states  on  page  416:  "Overtaxation  carried  to  a  suflScient  extent  is  quite  capable 
of  ruining  the  most  industrious  community,  especially  when  it  is  in  any  degree  arbi- 
trary, so  that  the  payer  is  never  certain  how  much  or  how  little  he  should  be  allowed  to 
keep,  or  when  it  is  so  laid  on  as  to  render  industry  and  economy  a  bad  calculation." 

On  page  419  Mill  states:  "A  jjeculiar  taxation  on  the  income  of  any  class  not  bal- 
anced by  taxes  on  other  classes  is  a  violation  of  justice  and  amounts  to  a  partial  con- 
fiscation." 

On  page  492  Mill  deprecates  overtaxation  as  follows:  "Yet,  mere  excess  of  taxation, 
even  when  not  aggravated  by  uncertainty  is,  independently  of  its  injustice,  a  serious 
economical  evil.  It  may  be  carried  so  far  as  to  discourage  industry  by  insufficiency  of 
reward.  Very  long  before  it  reaches  this  point  it  prevents  or  greatly  checks  accumu- 
lation or  causes  the  capital  accumulated  to  oe  sent  for  investment  to  foreign  countries." 

On  page  488  of  Walker*s  Political  Economy  it  is  stated  of  the  beat  tax  sptem: 
**How  faJ  it  secures  to  the  State  the  needed  revenue  with  a  minimum  of  irritation 
to  the  public  mind  with  a  minimum  of  expense  and  loss  of  collection,  and  with  a 
minimum  disturbance  to  trade  and  industry. " 

On  page  502  he  quotes  Mr.  McCullochwi  Purely  Economic  Theory  of  Taxation: 
**The  distinguishing  feature  of  the  best  tax  is  not  that  it  is  most  nearly  proportioned 
to  the  means  of  individuals,  but  that  it  is  easily  assessed  and  collected,  and  is  at  the 
flame  time  most  conducive  to  the  public  interests, "  ♦  *  *  "  collecting  the  re  venue 
lor  the  service  by  the  most  convenient,  simple,  and  inexpensive  means.  By  under- 
taking to  effect  an  equitable  apportionment  of  the  burden  through  conflicting  methods 
or  by  personal  assessment  you  are  not  only  likely  to  fail,  you  are  certain  at  the  best 
to  add  to  the  aggregate  cost  of  the  service  and  are  m  great  danger  of  generating  new  and 
distinct  evils  by  disturbing  economic  relations  and  obstructing  the  process  of  pro- 
duction and  exchange. ". 

Question.  How  do  taxes  tend  to  diffusion? 

Answer.  Walker  states:  "Taxes  uniformly  advanced  on  all  like  competing  prop- 
erties," says  Mr.  Wells,  "will  always  tend  to  equate  themselves  and  will  never  be  a 
special  burden  to  those  who  originally  nwie  the  advances  to  the  Government." 
*  *  *  "It  rests  upon  the  assumption  of  perfect  competition.  It  is  true  to  the  full 
extent  only  under  conditions  which  secure  the  complete  mobility  of  all  economic 
agents. " 

Morley  in  his  "Recollections, "  quotes  Cobden  as  follows:  "The  base  of  your  State, " 
he  uiged,  "in  season  and  out  of  season,  is  economic:  all  depends  on  the  soundness 
of  national  wealth.  It  is  possible  to  be  an  economist  without  being  a  statesman, 
but  you  can  not  be  a  statesman  without  being  an  economist. " 

Hoover  refers  to  the  extraordinary  growth  of  great  national  associations  covering 
our  entire  country  representing  the  special  economic  interests  of  the  different  classes. 
(Note:  Banks,  railroads,  manufacturers,  merchants,  employees,  wage  earners,  farmers, 
Government  bureaucrats,  etc.) 

*  'If  these  powerful  organizations  expand  their  claims  for  special  favor  into  a  great 
conflict  then  the  whole  fabric  of  our  national  life  has  gone  by  the  board.  Hoover 
calls  for  cooperation,  the  initiative  of  the  individual  and  service  to  all." 

Question.  How  can  the  American  farmer  benefit  by  the  substitution  of  a  1  per  cent 
sales  tax  for  all  present  taxes  on  business? 

Answer.  The  cost  of  a  good  or  better  government  is  secured  by  this  1  per  cent  tax 
on  all  sales  except  farmers'  products  which  are  exempt  for  export.  This  Government 
tax  cost  of  1  per  cent  (3  per  cent  when  pyramided)  means  a  net  saving  of  20  per  cent 
when  compared  with  the  present  23  per  cent  increase  of  cost  to  the  consumer,  resulting 
from  the  economic  mistakes  of  the  past  four  years.  It  will  probably  be  saved  twice 
over  by  the  increased  efficiency  resulting  from  the  constructive  advice  of  our  new 
Secretaries  of  Commerce  and  of  Agriculture.  The  farmers  comprise  the  largest  num- 
ber of  business  men,  capitalists  and  employers  of  labor  of  any  single  class  in  this 
country.  They  have  been  indirectly  me  chief  losers  by  faulty  taxation.  The 
American  farmers  are  individualists  by  temperament  and  training.  They  are  not 
slaves  to  political  demagogues,  and  are  only  occasionally  imposed  upon  by  appeals  to 
class  prejudice. 
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They  ha\  e  a  reason  for  resentment,  says  Mr.  Barnes,  former  United  States  whest 
director  in  his  article  entitled, '  'A  straighter  road  to  market,"  in  the  April  nnmber  of 
The  Nation's  Business,  as  follows:  "The  economic  collapse,  which  carried  down  the 
price  of  farm  products  along  with  the  general  commodity  decline  this  fall,  brought  a 
pressure  that  spelled  distress,  loss,  and  disaster  to  the  producer.  Not  able  to  gauge 
the  world-wide  economic  currents  that  created  the  deflation,  his  resentment  has 
flared  hot  against  the  market  places  where  the  deflation  price  has  been  recorded." 

'  'During  this  period  of  deflation,  the  grain  exchanges,  dail^  and  hourly,  through  a 
world-wide  collapse  in  many  commodities,  furnished  the  trading  place  where  at  least 
there  could  be  terminated  on  a  moment's  notice  the  liability  which  followed  shrinldng 
inventories.  What  would  the  dealer  in  leather,  and  wool,  and  textiles,  and  com- 
modities of  a  thousand  kinds,  have  given  for  such  a  market  place;  to  be  able  to  obtain 
a  breathing  space,  at  some  sacrifice,  instead  of  standing  helplessly  by  and  seeing  the 
whole  structure  of  values  fall  before  his  face  without  a  chance  to  set  a  limit  to  the  loss?  " 

"This  demonstration  in  the  possession  of  such  a  national  protection  and  national 
asset  in  the  grain  marketing  system  has  stimulated  intensive  study  of  the  whole 
marketing  structure." 

"It  is  greatly  desirable  that  the  marketing  tolls  be  not  burdened  with  the  mainte- 
nance of  duplicated  storage  facilities  of  this  country,  and  that  instead  a  better  utili'/.a- 
tion  of  the  existing  storage  be  worked  out."  Mr.  Barnes  has  no  hesitation  in  saying 
that  there  can  be  evolved,  probably  entirely  by  voluntary  agreement  with  the  owners 
of  th3se  facilities,  such  an  improvement  and  extension  of  their  8er\ice  that  it  can  be 
made  to  do  thesa  things: 

1.  Furnish  adequate  grain  storage  to  growers  desiring  to  move  their  grain  from  the 
farm  into  marketing  position. 

2.  Give  that  grower  adequately  accrued  negotiable  evidence  of  the  grain  available* 
for  instant  marketing  at  any  time  thereafter  in  his  judgment. 

3.  Provide  the  grower  with  adequate  borrowing  power  of  a  wider  character  than  his 
local  banker,  beca^ise  of  the  existence  of  this  negotiable  evidence. 

4.  Automatically  set  up  the  competitive  buyers,  thus  carrying  assurance,  free  of 
the  local  buyer's  present  monopoly,  of  a  price  fairly  related  to  the  terminal  markets. 

5.  Furnish  a  ready  appeal,  without  expense,  from  the  single  judgment  of  the  local 
buyer  regarding  the  grade  and  quality  of  his  product. 

These  conditions  seem  to  be  so  attainable  and  so  effectively  to  reinstate  the  indi- 
vidualism of  the  grower,  with  a  sense  of  fair  play  toward  him.  that  Mr.  Barnes  has 
ventured  to  uige  the  creation  of  a  National  Marketing  Commission  lo  make  these 
changes  effective  and  to  consider  the  extension  of  those  and  similar  remedies  inte 
other  marketings  than  grain.  This  may  meet  the  a;^proval  of  our  new  Secretary  of 
Commerce. 

"There  is  one  analysis  that  can  be  applied  with  a  safety  and  advantage  in  gauging 
the  value  of  any  suggested  course.  Tnis  rests  on  the  fact  that  free  competition 
readily  established  and  adequately  maintained,  is  a  greater  safety  in  preserving 
individual  rights  than  is  the  judgment  of  any  human  authority  or  tribunal.  If  we 
can  by  test  ascertain  that  competition  is  present,  free  of  the  influence  of  combination, 
free  of  dominance  by  any  selfish  interest,  then  we  may  be  measureably  sure  that 
substantial  justice  is  being  commercially  administered.  The  total  of  I  per  cent  sales 
tax  on  all  sales  of  a  bushel  of  wheat  from  the  farmer  to  the  bread  woula  increase  the 
cost  of  a  loaf  of  bread  one-sixth  of  a  cent  to  the  consiuner,  as  compared  with  the 
average  23  per  cent  which  was  the  pyramided  increase  under  excess  profits  and  super 
tax  laws." 

Question.  Does  the  economic  law  of  supply  and  demand  apply  to  the  services  of 
both  labor  and  capital? 

Answer.  Prof.  W.  I.  King,  author  of  the  Wealth  and  Income  of  the  People  of  the 
United  States,  in  a  recent  article  entitled  'Why  wages  are  high  or  low,"  refers  to  the 
common  assumption  that  the  income  accruing  to  the  owners  of  capital  is  lost  te  the 
wage  earner  and  general  public.    He  discusses  it  as  follows: 

''One  of  the  most  common  errors  of  students  in  this  field  is  to  assume  that  the  share 
of  the  national  income  paid  for  the  use  of  property  is  entirely  lost  to  the  wage  earners. 
As  a  matter  of  fact,  this  is  far  from  being  the  case.  Everyone  knows  that  many 
skilled  workers  and  a  still  larger  proportion  of  the  salaried  classes  desire  some  income 
from  property.  Ths  point  which  is  commonly  overlooked,  however,  is  that  the 
wealthy  property  owners  consume  but  a  small  fraction  of  their  total  income.  The 
rest  of  it  is  invested  in  industry,  thus  equipping  each  worker  better  and  making  him 
more  effective.  As  a  result,  the  products  of  industry  grow  more  abundant  and 
cheaper  and  the  purchasing  power  of  the  laborer's  wage  is  thereby  increased.  Thus, 
the  income  whicn  the  property  owner  invests  this  year  increases  tne  well-being  of  the 
laboring  classes  of  next  year.    If  this  share  of  the  national  dividend  now  saved  and 
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invited  by  the  wealthy  were  instead  paid  directly  to  the  laboring  classes  as  wages , 
the  chances  are  that  most  of  it  would  be  used  for  current  needs,  but  nttle  being  saved. 
As  a  result,  the  laborers  of  to-day  would  gain,  but  the  laborers  of  the  future  would 
receive  reduced  incomes  because  of  the  change. 

**  Large  property  owners,  while  not  usually  wage-earners,  are  frequently,  never- 
theiefls,  because  oi  their  organizing  and  managerial  ability,  among  the  most  effective 
laborers  in  the  industrial  world.  A  considerable  rewara  is  necessary  in  order  to 
induce  them  to  exert  their  best  efforts  and  thus  to  maintain  productive  efficiency. 
It  appears,  therefore,  that  the  only  additional  fraction  of  the  national  di\idend  which 
could  be  safely  turned  over  to  labor  for  current  wages  is  that  part  used  by  the  rich 
in  the  purchase  of  needless  luxuries.  While  this  is  an  immense  sum  in  the  aggre- 
gate, it  is  still  not  large  enough  materially  to  enhance  the  average  wage  rate. 

''The  ordinary  wage-earners  of  Russia  have  made  the  most  \dgorous  etort  in  recent 
history  to  profit  by  the  confiscation  of  the  property  of  the  well-to-do  and  wealthy 
classes.  The  resulting  paralysis  of  industry,  with  the  dire  poverty  and  even  starva- 
tion resulting  for  those  very  working  classes  that  the  confiscation  was  intended  to 
benefit,  are  facts  too  well  known  to  require  elaboration.  It  is  clear  that  the  work- 
ingman  can  not  with  safety  destroy  the  equipment  both  tangible  and  intangible 
which  aids  him  in  production,  and  that,  without  the  oi^ganizing  ability  of  the  cap- 
tains of  industry  and  the  savings  of  the  propertied  classes,  the  equipment  needed 
for  production  is  holpelessly  inadequate. " 

Politicians  or  others  seelang  to  array  one  class  against  another  class,  and  especially 
the  farmer's  business  a^inst  the  manufacturing  business  and  the  distributing  busi- 
ness, should  bear  in  nund  that  the  continuance  of  a  moderate  personal  income  tax, 
(that  will  not  drive  away  capital),  is  advocated  by  the  proponents  of  the  sales  tax, 
and  also  a  $6,000  exemption  to  all  alike,  from  these  annual  sales,  subject  to  1  per 
cent  tax. 

There  is  no  evidence  whatever  that  1  per  cent  (3  i>er  cent  maximum  pyramid) 
sales  tax  will  increase  existing  prices  to  any  consumer,  if  there  are  no  other  business 
taxes.  On  the  contrary  prices  will  decrease  because  the  present  actual  pyramiding, 
due  to  existing  taxes  averages  23  per  cent.  Consequently  the  consumer  should  greatly 
profit  by  this  difference  of  20  per  cent  when  present  taxes  are  abolished,  to  say  nothing 
of  the  restored  business  activity,  healthy  competition  and  permanent  employment 
of  labor  which  will  create  the  demand  for  fooa  products  ana  manufactured  articles 
alike.  > 

Assuming,  however,  that  the  consumer,  that  is,  everybody  alike,  does  pav  1  or  2 
per  cent  more  for  what  he  buys,  and  that  one-half  the  buyers,  or  those  who  have  no 
capital,  have  also  to  pay  this  1  or  2  per  cent  as  consumers. 

Some  mistaken  Representatives  in  Congress  greatly  underrate  the  intelligence  of 
their  farmer  constituents  by  claiming  that  they  will  not  approve  this  minimum 
indirect  tax  to  all  alike,  for  the  support  of  a  wise  and  beneficent  Government.  Does 
any  American  voter,  man  or  woman,  feel  proud  of  such  a  fact,  if  it  be  a  fact,  that 
not  pay  a  cent,  directly  or  indirectly,  in  support  of  the  Federal  Government? 

Or  proud  of  his  representative  in  Congress  who  claims  that  that  is  what  the  farmer 
wants  to  say  and  vote? 

On  the  contrary',  let  us  quote  a  para^ph  from  the  autobiography  of  the  senior 
Senator  of  tiie  great  farming  State  of  Wisconsin,  who  has  long  been  very  radical  in 
his  support  of  the  poor  man  as  compared  ^dth  the  rich,  and  whom  no  one  has  had  the 
temerity  to  accuse  of  ignorance  of  facts  and  theories  applicable  to  the  business  of 
law-making. 

This  paragraph  in  his  chapter  on  '^Taxation,"  reads  as  follows: 

"When  De  Tocqueville  said  'the  most  powerful  and  perhaps  the  only  means  of 
interesting  men  in  the  welfetfe  of  the  country  is  to  make  thempartakers  in  the  Govern- 
ment,' he  uttered  a  truth  which  applies  quite  as  forcibly  to  Taxation." 

ECONOMIC   AXIOMS. 

In  Emerson's  essay  on  * 'Wealth,"  economic  truths  appear  like  axioms,  indisputable 
to  any  man  or  woman  of  common  sense.  It  is  easy  to  comprehend  why  the  business 
men  of  this  country,  who  well  know  that  they  must  be  practical  economists  or  fail  in 
business,  are  supporters  of  a  simple  "Sales  tax  and  no  other  tax  on  business."  The 
great  majority  or*  these  business  men,  from  the  producing  farmer  to  the  distributing 
retailer  know  that  they  must  depend  upon  the  satisfaction  of  their  customers. 

At  the  last  election  they  demanded  that  the  Nation's  business,  the  largest  in  the 
world,  with  a  debt  of  $24,000,000,000,  should  be  run,  in  future,  on  sound  business 
principles,  both  as  to  taxation  and  expenditures.  Party  politicians  and  demagogues 
can  gam  no  advantage  by  misstating  mcts  or  principles  any  longer. 
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Emerson  says:  ''The  rig^t  merchant  is  the  one  who  has  just  the  avenge  of  faciiitieB 
we  call  common  sense;  a  man  of  strong  affinity  for  facts,  who  makes  up  his  decision 
on  what  he  has  seen.    He  is  thoroughly  persuaded  of  the  truths  of  arithmetic. 

"There  is  always  a  reason,  in  the  man.  ior  his  good  or  bad  fortune  and  so  in  making 
money.  He  knows  that  all  goes  on  the  old  roiul.  pound  for  x)ound,  cent  for  cent — 
for  every  effect  a  perfect  cause — ^that  good  luck  is  another  name  for  tenacity  of  piuv 
pose.  He  insures  himself  in  every  transaction,  and  likes  small  and  sure  gains.  Pro- 
bitv  and  closeness  to  the  facts  are  the  basis    *    *    *. 

'^Political  Economy  is  as  good  a  book  wherein  to  read  the  life  of  man  and  the  ascend- 
ancy of  laws  over  all  private  and  hostile  influences  as  any  Bible  which  has  come 
down  to  us.    *    *    * 

"Wealth  brings  witii  it  its  own  checks  and  balances.  The  basis  of  political  econ- 
omy is  noninterference.  The  only  safe  rule  is  found  in  the  self-adjusting  meter  of 
demand  and  supply.  Do  not  legislate.  Meddle  and  you  snap  the  sinews  with  your 
sumptuary  laws.  Give  no  bounties.  (Note:  No  tax  exemptions  to  any  class.) 
Make  equal  laws,  secure  life  and  property,  and  you  need  not  give  alms.  Open  the 
doors  of  opportunity  to  talent  and  virtue  and  they  will  do  themselves  justice  and 
property  will  not  be  in  bad  hands.  In  a  free  and  just  commonwealth,  property 
rushes  from  the  idle,  and  the  imbecile  to  the  industrious,  brave,  and  persever- 
ing.   *    *    * 

The  level  of  the  sea  is  not  more  surely  kept  than  is  the  equilibrium  of  value  in 
society  by  the  demand  and  supply,  and  artifice  or  legislation  punishes  itself  by  reac- 
tions gluts  and  bankruptcies. "    *    ♦    * 

"  Whoever  kn6wB  what  happens  in  the  getting  and  spending  of  a  loaf  of  bread  and  a 
pint  of  beer,  that  no  wishing  will  change  me  rigorous  limits  of  pints  and  penny  loaves; 
that,  for  all  that  is  consumed  so  much  less  remains  in  the  basket  and  pot,  but  what  is 
gone  out  of  these  is  not  wasted  but  well  spent  if  it  nourish  his  body  and  enable  him  to 
nnish  his  task — knows  all  of  political  economy  that  the  budgets  of  empires  can  teach 
him.    *    ♦    *" 

Since  this  essay  was  written  the  improvement  in  farming  machinery  culminating 
in  1920  has  increased  the  efficiency  of  1  man's  skilled  labor  to  that  of  50  men  in  Emer- 
eon's  time,  and  required  large  fanning  investments  of  capital  in  land  and  eqvipment. 

A  CORN  BR  STONE  OF  BUSINESS. 

Wall  street  is  becoming  better  acquainted  with  the  Department  of  Agriculture  at 
Washington.  It  is  a  wonderful  organization,  touching  the  economic  life  of  the  people 
at  every  angle.  It  has  added  uncounted  millions  and  perhaps  billioDS  to  the  countiy'e 
wealth.    It  represents  one  of  the  corner  stones  of  business. 

Beneath  the  main  floor  of  the  Capitol  at  Washington  is  a  row  of  marble  columns, 
known  as  the  cornstalk  pillars.  Figuratively,  the  Capitol  rests  upon  them.  They  were 
the  conception  of  Thomas  Jelfferson,  to  typify  that  tnis  country  is  founded  upon  aeii- 
culture.  Its  capital  investment  now  represents  $80,000,000,000,  an  amount  equaled 
by  no  other  industry  in  the  world. 

In  the  pa-^t  six  years  our  combined  agricultural  output  aggregated  $111,000,000,000, 
practically  twi^e  the  Oerraan  reparation  judgment.  Within  a  generation  our 
average  acre  yield  has  been  increased  25  per  cent.  Plant  and  aninui  diseases  and 
inee't  pe-t?  have  been  successfully  met.  New  types  of  cereals,  grasses,  fruits,  and 
t«xtile.4  have  lieen  developed.  Desert  wastes  have  \  een  made  to  blossom  and  pro- 
duce food  and  c  lothing.  The  food  supply  has  V^een  greatly  increased  in  quantity  and 
variety,  with  a  consequent  improvement  in  public  health  and  wealth. 

But  asrriculture  did  not  accomplish  the:-e  thin^  by  a  blind  groping.  The  organiza- 
tion at  Washington  is  the  dire?tine  brain  of  American  agriculture.  Wonderful  are  its 
scientific  and  technical  a^complishment^^.  In  one  Government  department  at  least 
economists  and  scientific  men  of  the  highest  order  have  deliVierately  turned  their 
backs  upon  biwine^y  advancement  for  the  joy  that  comes  from  8e^^'ice  to  mankind. 

The  head  of  a  divi'^ion  paid  to  the  Wall  Street  Journal:  "^'alaries  are  small,  but  the 
men  stay  until  their  family  needs  make  it  al)8*)lutely  nece.^4>ary  to  leave  us?. "  The 
tale  of  recent  years  is  an  inipresi^ive  one,  showing  what  it  costs  these  men  to  serve  the 
common  welfare.  One  young  man,  whose  salary  was  not  large,  laid  a>«ide  an  offer 
of  14,000  a  year  more  than  he  was  getting  to  4'arry  on  a}>.«orbingly  interesting  work. 
Another,  w^hen  he  had  to  leave  his  $1,500  position,  U)ok  a  $10,000  place;  another  went 
from  a  $4,.^i00  position  to  a  business  firm  that  paid  him  $20,000.  Another  not  long  a^ 
refused  an  offer  of  $16,000,  and  is  still  giving  his  services  at  $5,000.  Instances  of  this 
kind  can  be  multiplied  over  and  over  again. 

This  Ls  the  spirit  that  is  building  up  the  agriculture  of  the  country  and  adding  so 
much  to  the  general  prosperity.    Wall  Street  can  take  off  its  hat  to  the  Department  of 


SAUEB  TAX — ^PEOPOlfBNTS.  97 

Ai^riruliare,  knowioj^f  that  true  creatiYe  work  is  poor  humanity's  nearest  approach  to 
the  divine.    (Wall  S^treet  Journal.^ 

The  American  farmer  to-day  is  not  a  more  Iaborer--he  is  a  capitalist  and  employer 
of  skilled  labor  and  teacher  of  unskilled  labor,  and  a  worthy  successor  to  Washington, 
the  skilled  farmer  of  his  day,  who  was  likewise,  naturally,  economist  and  statesman. 

Mr.  Hoover  stated  in  February,  1921:  "The  investment  of  capital  in  reproductive 
works  is  the  most  beneficial  operation  known  to  humanity.  Export  surplus  can  be 
reinvested  in  productive  enterprise  outside  our  borders.'' 

HIGHEST   WAGES   IN  THE   WORLD. 

"American  industr^r  has  always  paid  the  highest  wages  of  any  country  in  the  world, 
and  in  the  past  has  suQ  been  fairly  successful  in  world  trade.  The  reason  is  that  its 
industry  produces  more  per  man  than  that  of  any  other  country.  The  American 
workman  produces  more,  simply  because  of  more  horsepower  behind  him.  In  Eng- 
land, for  example,  the  average  is  1^  horsepower  per  worker.  In  this  country,  15  years 
MO,  the  avenge  was  2}  horsepower  per  industrial  worker,  and  now  it  is  3)  per  man. 
^rom  this  comparison  with  one  of  the  most  forward  of  Europ^ui  manufacturing  coun- 
tries it  is  easy  to  see  how  American  industry  can  compete  with  the  cheaper  labor  of 
Europe." 

The  quick  xeoovery  of  this  Nation  from  present  economic  conditions  is  within  the 
power  of  the  American  farmers,  and  they  will  heed  the  object  lesson  of  Soviet  Russia 
And  the  consequences  of  delay. 

The  '  will  instruct  their  Representatives  in  Washington  to  speedily  repeal  all  tax 
laws  that  now  obstruct  l<utine<e,  and  constitute  23  per  cent  of  the  present  tax  cost 
and  price  to  the  conevn  er. 

Make  the  small  1  per  cent  «(ale^  tax  uni^eral  with  no  class  exemptions  except  of 
$6,000  per  annum  to  the  •^mall  tle^er  and  faro^er  alike.  Then  watch  me  country  grow 
in  wealth  and  propperit". 

Edward  A.  Brad£i)rd,  in  a  vjluible  piper  on  "Coi^ess's  tax  problems,"  in  the 
New  York  Times,  April  2 ',  st  ites:  "The  business  sentiment  underlying  the  eales  tax 
ia  a  revolt  from  the  the«7r''  that  taxes  are  best  levied  on  profits,  that  is  on  production 
and  capita)  *  *  *  (  ntil  there  is  a  business  revival  the  Treasury  can  not  rely 
upon  profits  taxes  whatever  their  merits  or  rates.  *  *  *  Naturally  business  thinks 
that  tne  weight  of  taxation  should  be  shifted  from  profits  and  production  by  capital, 
io  consumption  by  the  masses.  Naturally  the  politicians  pose  as  defenders  of  the 
masses,  believing  that  defeat  at  the  next  election  awaits  the  'taxers  of  the  backs  and 
bellies  of  the  people.'  '* 

(Note:  Such  politicians  are  certainly  not  statesmen  nor  economists  or  they  would 
know  the  fact  tnat  the  Federal  DepiU'tment  of  Justice  in  its  investigations  under  the 
'Lever  Act  came  to  the  conclusion  "That  the  pyramided  profits  taxes  added  23.2 
per  cent  to  the  price  to  the  consumer."  The  I  per  cent  sales  tax  adds  only  from  1 
per  cent  to  a  maxiniiun  of  31  per  cent  for  tax  cost  when  pyramided  according  to  the 
number  of  manufacturing  or  other  steps  between  the  farmer  and  the  ultimate  retail 
txmsumer.  The  substitution  of  the  small  sales  tax  would  thus  make  an  immediate 
caving  in  tax  cost  ol  the  difference  between  23.2  per  cent  and  a  maximum  3^  per 
cent  or  over  20  per  cent  reduction  on  retail  prices.) 

WHAT  IS  THE  SCOPE  OF  TfiE  OEMERAL  SALES  TAX? 

From  address  before  the  Economic  Club  of  New  York,  by  Hueh  Satterlee: 

"So  6tf  I  have  purposely  refrained  from  pirticulars  as  to  what  things  might  be 
exempt  from  a  general  sales  tax.  Certainly  goods,  wares,  and  merchandise  shotdd 
be  suDJect  to  it.  Some  leidine  advocates  of  a  general  sales  tax,  among  whom  is  Mr. 
Charles  R.  Lord,  stop  thei  e.  Tberv  sav  it  is  eisy  to  determine  what  are  goods,  wares, 
and  merdiandise;  that  a  I  iper  cent  tax  on  such  articles  will  yield  sufficient  revenue; 
and  that  an  attempt  to  extend  the  tax  t<)  other  things  would  cause  complications 
that  might  defeat  it  altoeethe  .  On  the  other  hand,  another  group,  among  whom 
is  Mr.  Meyer  D.  Rothschild,  believe  in  applyint;  the  tax  to  all  sales  with  the  fewest 
possible  exceptions." 

"It  may  be  recalled  that  my  table  of  possible  subjects  of  sales  divided  them  into 
five  claosee— goods,  wares,  and  merchandise,  real  estate  and  capital  assets,  the  use  of 
property,  chosee  in  action,  and  services — all  of  such  classes  furnishing  instances  of 
existing  sales  taxes.  It  is  perhaps  a  matter  for  further  study  and  consideration 
whether  the  last  four  classes  should  be  included  under  a  general  sales  tax.  Cer- 
tainly the  exclusion  of  one  or  more  of  them  would  not  be  fatsu  to  the  principle. 

''Mowever,  there  seems  to  be  no  conclusive  reason  why  sales  of  real  estate  and 
capital  assets,  sales  of  the  use  of  property  and  sales  of  services  riiould  not  be  taxed 
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alonff  with  goods,  wares,  and  merchandies.  But  sales  of  certain  choses  in  action, 
notably  stocks  and  securities,  present  features  of  considerable  difficulty,  and  some 
exceptional  treatment  must  undoubtedly  be  accorded  them. 

'*  What  the  people  undoubtedly  want  is  lower  taxes.  But,  realizing  that  taxes  mufft 
remain  high  for  a  considerable  period,  they  demand  and  will  insist  upon  three  things: 
(1)  That  the  burden  of  taxation  be  equally  spread;  (2)  that  taxes  be  capable  of  being 
forecast  with  reasonable  certainty;  and  (3)  tnat  the  labor  of  computing  and  reporting 
tax  liability  be  reduced  to  a  minimum.  As  between  a  multitude  of  heterogeneous 
Bi)ecific  sales  taxes  and  a  uniform  turnover  tax,  who  can  doubt  the  eventual  decision." 

SALES  TAX  IN  CANADA. 

We  ^uote  from  a  recent  statement  made  b^  Sir  Edmund  Walker,  president  of  the 
Canadian  Bank  of  Commerce.  Sir  Edmund  is  perhaps  the  leading  citizen  of  Canada 
and  is  an  authority  on  the  subject  of  finance  and  taxation  in  international  repute. 
His  statement  is  as  follows: 

''A  small  tax  on  the  sales  of  commodities  and  real  property  in  Canada  would  hurt 
so  little,  would  be  so  fair,  would  be  so  easily  collected,  and  would  produce  such  a  very 
large  sum  that  to  fall  to  levy  it  seems  excusable  only  if  it  can  be  shown  to  be  imprac- 
ticable. We  are  levying  heavy  surplus  profits  taxes,  and  many  well-intentioned 
people  think  that  we  are  justly  punishing  the  so-called  profiteer  but  we  are  really 
kilhng  the  goose  that  lays  the  golaen  egg.  When  he  can  do  so  he  doubtless  passes  the 
tax  on  to  the  consumer,  and  escapes  punishment  himeslf ,  and  the  tax  thus  becomes  a 
boomerang  sa  for  as  the  public  is  concerned.  If  we  clearly  know  what  we  mean  by  a 
profiteer  and  can  find  him,  let  us  punish  him  in  such  a  manner  that  the  penalty 
imposed  can  not  be  passed  to  the  ultimate  buyer. 

"But  in  ordinarv  cases  we  are  taking  from  enteriMise  the  profit  with  which  further 
enterprise  would  be  created.  It  is  from  the  accumulated  profits  of  a  business  that 
'flnowtn  of  both  plant  and  scope  of  operations  mostly  become  possible.  Wliat  do  we 
think  will  happen  if  we  steamly  take  such  a  large  share  of  that  profit  away?  It  will 
be  said  that  some  concerns  make  too  much  money.  But,  as  we  ai]gued  a  year  ago, 
that  should  be  demonstrated  by  the  relation  not  of  profits  to  capital  but  of  profits  to 
turnover  measured  again  by  the  proportion  of  possible  turnover  to  capital.  The 
manufacturer  who  turns  his  capital  over  many  times,  serving  the  public  for  a  trifling 
profit  on  each  sale,  but  making  a  large  return  on  his  capital  because  of  his  skill  an3 
activity,  should  surely  not  be  punished  by  excessive  taxation  for  being  an  excellent 
servant  to  the  people. 

"The  taxis  universally  admitted  to  be  unscientific  and  will  do  incalculable  damage 
if  continued.  It  was  justified  only  by  war  conditions  and  only  for  the  period  of 
their  duration.  The  surtax  features  of  the  income  tax  when  carried  to  the  extreme 
percentages  now  in  effect  are  little  less  unwise  and  unfair  than  the  excess  profits 
tax .  Those  who  are  large  shareholders  in  business  enterprises  should  be  ready  to  take 
up  new  share  issues  in  such  enterprises,  as  extension  may  prove  necessary.  Taxation 
wnich  first  takes  a  large  share  of  the  profits  from  the  company,  and  then  a  laree  share 
of  the  dividends  of  the  same  company  because  they  happen  to  be  a  part  of  a  large 
private  income,  may  seem  to  be  sound  policy  to  many,  out  if  what  we  seek  is  the 
general  good,  it  is  deadly  in  its  effect  upon  business  enterprise  and  industry. 

'•I  believe  every  good  citizen  in  Canada  wishes  to  pay  for  part  of  the  cost  of  the 
war.  He  only  desires  that  his  ability  to  pay  shall  be  regarded.  A  tax  on  the  turn- 
over of  all  bufidness  transactions  would  punien  no  one,  and  yet  would  mean  the  reach- 
ing of  a  most  important  substratum  of  the  national  income,  in  the  creating  of  which 
everybody  has  joined."    *    *    *     . 

*' while  we  must  for  the  time  being  levy  enough  taxes  in  some  form  to  pay  our 
interest  charges,  and  to  make,  as  we  hope,  some  steady  if  slow  reduction  of  the  national 
debt,  we  should  always  bear  in  mina  that  it  is  only  by  the  growth  of  the  national 
income  that  we  can  expect  again  to  reach  a  time  when  taxes  will  not  be  a  drag  upon 
our  prosperity." 

THE   INIQUrrOUS   INCOME  TAX. 

The  Northwestern  Miller  states  as  follows: 

''A  recent  editorial  in  the  Ix>ndon  Times  says:  'The  underlying  idea  of  the  excess 
profits  duty  was  theoretically  sound.  *  *  *  Unfortunately,  as  usually  happens 
when  legislative  enactments  are  insufficiently  considered,  the  actual  results  were 
unforeseen.  The  duty  encouraged  wa^te  and  discouraged  enterprise;  it  has  affected 
prices,  introduced  a  fatal  element  of  uncertainty,  and  has  been  unfair  in  its  incidence. 

^ '  *  The  business  world  heartily  condemned  its  continuance  after  the  armistice,  and 
last  spring  vigorously  urged  its  remission;  *  *  *  there  is  no  doubt  that  the  pres- 
ent trade  depression  was  precipitated  and  accentuated  by  the  crippling  results  of 
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overtaxation,  which  deprived  commerce  and  industry  of  capital  needed  so  much  fof 
conducting  operations  on  the  prewar  scale  owing  to  higher  costs,  as  for  development.' 

"  What  has  proved  true  in  Great  Britain  will  prove  true  and  is  now  proving  true 
in  the  United  states.  It  is  not  alone  the  amount  of  the  tax,  hut  the  method  or  rather 
lack  of  method,  of  its  collection  which  is  taking  the  spirit  of  confidence  out  of  Amelia 
can  industry,  discourap;ing  enterprise  and  forcing  capital  into  investments  which, 
being  tax  h«e,  are  not  giving  that  individual  incentive  to  business  which  is  the  natural 
and  propet  expression  of  the  American  desire  to  develop  and  expend  the  resources 
of  the  country,  thereby  restoring  it  to  a  reasonably  prosperous  state.    «    ♦    ♦  > 

**  The  new  administration  came  into  power  with  the  implied  promise  of  reform  in 
Federal  taxation.  Since  its  accession  the  feeling  has  been  made  manifest,  in  a  mannel- 
overwhelmingly  positive,  that  its  very  first  duty  to  the  country  was  to  effect  an  im- 
mediate change  in  the  income  tax,  to  make  it  less  complex  and  burdensome,  and  to 
afford  the  taxpayer  prompt  relief.  The  country  is  anxiously  awaiting  positive  and 
direct  action,  and  is  not  content  to  perpetuate  tiie  old  system  for  a  single  day  longer 
than  may  be  necessarv  to  affect  a  radical  change. 

*'  It  is  nowindirectlv  informed  that  the  new  administration  is  of  the  same  opinion  a6 
ite  predecessor;  that  it  retains  the  same  advisor  and  holds  the  same  point  of  vie\^, 
douDtless  through  the  influence  of  this  advisor,  concerning  the  direct  sales  tax,  which 
meantime  has  been  rapidly  growing  in  popular  favor. 

*'  It  is  not  clear  what  the  objection  of  the  politicians  and  bureaucrats  to  the  sales  tax 
is  actually  based  upon." 

NATIONAL  REAL  ESTATE  JOURNAL.  f 

Excepts  from  paper  in  National  Real  Estate  Journal,  April  11,  1921,  on  FedersQ 
tax  pro^m  by  Chas.  T.  Moffett,  chairman  of  the  tax  committee  of  the  National 
Association  of  Real  Estate  Boards,  also  chairman  of  the  tax  committee  of  the  Nationid 
Association  of  Building  Owners  and  Managers,  and  a  vice  president  of  the  Tax  League 
of  America.  F 

Real  estate,  while  representing  interests  of  very  ^eat  importance,  has  definitely 
refused  the  bait  of  immediate  relief  by  way  of  claims  for  exemptions  of  mortgage 
interest  under  the  Federal  income  tax  and  now  has  no  self-seeking  demand  to  miakei 
What  measiues  are  for  the  good  of  the  whole  country  are  assumed  to  be  good  for  owners 
and  agents  of  real  property,  and  to  the  extent  that  those  remedial  changes  are  wise  or 
not  lies  the  interest  of  this  group  of  business  men. 

NationflJly  organized  real  estate  does  not  demand  any  exemptions  or  subsidies*-^ 
it  will  await  the  legal  and  economic  changes  that  the  wisdon  of  the  legislators  and 
courts,  backed  by  the  intelligence  and  resourcefulness  of  the  citizenry,'  approve 
and  aid.  '    \ 

Realtors  have  carefully  studied  the  effects  of  the  revenue  laws  of  1918  and  have 
made  up  their  minds  where  remedies  are  to  be  sought.  They  have  suffered  from  the 
unusual  features  of  those  laws,  such  as  the  surtax  income  application  to  gains  from 
sales  of  capital  assets  over  the  fair  market  value  of  March  1,  1913,  but  ti^y  do  not 
complain  because  the  revenue  collected  was  for  the  winning  of  the  war.  ■  ■  -^ 

To  be  able  to  pay  the  war  debt  as  soon  asis  practicable,  it  holds  that  business,  includ-' 
ing  all  activities  in  merchandise  as  well  as  in  realty,  should  be  heard  to  point  out  tha 
manner  which  its  exponents  deem  most  fitted. 

Industr\'  has  been  closed  with  new  taxes  as  well  as  with  discredited  forms  of  taxes. 
The  usual  selected  excises  are  arbitrary  and  indefensible  on  any  known  principle-,} 
crippling  those  persons  engaged  in  particular  lines  of  production,  letting  escape  manv 
more  in  lines  not  affected.  There  is  no  proper  equity  in  this  state  of  affairB.  ti 
excises  are  to  be  laid,  and  they  must,  why  should  they  not  be  as  nearly  univenal  as 
poe^ble  with  important  or  even  \ital  reductions  in  the  rates?  Heavy  bu«iness  inter- 
ests  are  demanding  just  this  with. a  view  of  spreading  the  burden  throughout  the  whole 
Nation.  It  is  the  Nation's  affair  to  pay  the  debt  and  the  whole  Nation  can  do  it  more 
easily  and  quickly  than  can  selected  lines  of  businesB. 

So  indus^  asks  instead  of  75  ''hit-and-miss ''  excises  that  a  low  rate,  preferably 
I  per  cent,  sales  tax  or  excise  be  laid  upon  all  persons  or  institutions  sellmg  goods, 
wares,  and  merchandise,  whereon  the  cost  of  collection  does  not  exceed  the  tax. 
Whether  the  Congress  will  extend  this  tax  to  cover  services,  leases,  rents,  gains  from 
sale  of  capital  assets  and  chories  in  action,  is  unsettled. 

For  itself  real  estate  comes  forth  to  say  that  if  business  wants  this  general,  equitable 
tax,  and  it  should  be  held  back  by  a  consideration  of  whether  or  not  the  tax  apply  to 
rents  and  gains,  then  real  estate  is  nevertheless  for  it.  This  attitude  ought  to  settle 
any  question  as  to  whether  or  not  real  estate  wants  the  old  patchwork  of  excises  blown 
away  and  a  fair,  equal  tax  laid  on  sales. .  It  carries,  too,  tne  proposal  that  this  tax  is 
to  discard  the  now  generally  unworkable  and  discredited  excess-profits  tax,  and  also 
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the  capital  stock  tax,  the  exceaoiye  rateR  of  income  surtaxesi  the  admittance  taxes, 
the  transportation  taxes,  the  luxury  taxes,  miscellaneous  excise  or  sales  taxes  now  in 
effect. 

One  of  the  most  compelling  reasons  why  real  estate  should  actively  join  other 
^reat  interests  in  urging  this  form  of  taxation,  new  in  form  but  old  to  American  prac- 
tice, is  this:  Business  always  has  supported  the  Government  of  the  United  States; 
business  expects  to;  business  interests  now  say  that  they  demand  an  opportunity  to 
use  their  trained  intelligences  on  the  form  of  Federal  taxation  to  relieve  themselves 
of  the  obnoxious  forms  which  are  now  in  operation,  known  as  the  revenue  laws  of  1918. 

If  business  men  want  a  different  form  of  tax,  real  estate  should  encouraee  them 
to  get  it.  Business  wants  it  because  it  presents  to  their  minds  several  cardinal  virtues 
of  a  sood  tax.  It  is  simple;  it  has  equitable  universality;  it  is  privately  ascertainable 
by  the  taxpayer;  it  is  abundantly  productive.  The  proponents  of  this  tax  do  not 
deny  that  there  would  be  many  taxpayers,  and  there  ougnt  to  be;  and  the  admims- 
trative  machinery  of  collection  of  the  tax  is  a  mere  detau  and  should  not  be  put  up 
as  a  bar.  Students  of  taxation  for  years  have  been  demanding  a  wider  spread  of  the 
tax  burden;  and  Government  officials  now  come  forward  and  say  the  gross  sales  tax 
ilould  be  too  widely  spread.    It  is  no  such  thing;  it  is  far  otherwise. 

We  consider  the  gross  turnover  or  sales  tax  highly  practicable.  Its  simplicity  is 
apparent.  The  tax  attaches  to  the  one  thin^  thiat  every  business  man  for  his  own 
satisfaction  finds  out  voluntarily;  he  Imows  his  gross  turnover,  either  daily,  weekly, 
monthly,  or  annually  in  any  event,  it  being  the  interesting  feature  of  any  business, 
and  it  is  on  this  point  of  information,  free  from  any  complications,  that  it  is  proposed 
to  tax  1  per  cent. 

This  tax  mav  be  in  one  way  looked  at  as  a  layer  of  the  expense  of  doing  business, 
1  cent  out  of  the  hundred  of  the  sellinff  price  being  the  share  and  proportioB  of  the 
Federal  Government.  For  this  share  the  Federal  Government  guarantees  the  value 
of  the  commodities  dealt  in  by  the  maintenance  of  internal  peace.  It  is  not  a  loss; 
it  is  a  juftt  expense.  A  good  government  gives  solidity  to  commodity  values.  Goods 
lose  part  of  their  value  imder  poor  government,  and  have  no  value  where  there  is 
no  proper  government. 

The  incidence  of  the  tax  is  the  price  set  upon  the  thing  wanted  by  the  buyor  in 
the  hands  of  the  seller,  or  vice  versa.  The  sale  is  necessarily  the  meeting  of  the  minds 
of  the  two  parties  ae  to  the  reasonable  value  at  the  mom^it  and  it  is  finally  ascertain- 
able and  true. 

There  never  was  so  much  interest  displayed  in  our  coimtry  on  taxation  as  at  the 

E resent  time,  and  there  is  a  v»y  simple  reason  why  this  is  sa  Heretofore  all  dtizens 
ave  been  willing  to  allow  o*ir  political  representatives  to  make  the  tax  laws,  aided 
by  what  help  they  so'ight  from  business  men,  economiflts,  and  Government  offidalB, 
but  we  have  never  before  had  so  stupendous  a  debt  nor  such  laige  annual  appcoptia- 
tions,  and  it  behooves  business  men  who  pay  these  bills  to  express  themselves  npon 
the  form  best  suited  to  accomplish  the  end  in  the  simplest,  fairest,  and  most  expedient 
manner.    It  is  the  form  ol  the  tax  which  is  urged  and  not  the  amount  o£  it. 

ft  certainly  seems  but  proper  that  the  Congress  and  Government  afficialfl  should 
sympathetically  listen  to  business  men  whose  main  wcurk  is  the  labor  in  fiuance. 
I^hey  also  veT>r^nt  the  tax^paying  eapacity  of  the  Naticn.  It  is  much  more  difl&cult 
to  pay  the  taxes  than  to  lesrlslate  and  collect  th&m. 

The  gross  turnover  or  sales  tax  originates  outside  of  the  Treasury  DepartKAni. 
It  is  urged  against  the  opposition  of  soine  of  the  Government  officials  and  uiat  oppo- 
sition 1»8  not  been  merely  passive,  but  it  has  been  active  in  presentmg  its  obfectionB 
to  numerous  conventions  and  through  nationally  organized  institutionB.  Let  no  one 
assume  who  hae  not  f oltowed  the  contest  over  this  form  of  tax  that  some  of  the  Treasury 
officials  have  not  actively  worked  for  its  destructioii.  £very  device  is  brought  for- 
ward ta  beur  consideration  of  this  business  men's  propoeaL  We  believe  the  moment 
it  becomee  an  accomplished  fact  it  will  justify  itself. 

«•  In  this  connection  it  i»  but  fair  to  say  that  the  obnoxious  featuree  of  the  reve&ne 
laws  of  1918  were  not  throughly  submitted  to  the  taxpayers  and  the  taxpaym  raked 
no  objection  on  account  of  the  emergmcy  feature  of  the  lagislaticHi  at  the  tiune,  nor 
did  that  objection  become  at  all  crystallized  until  more  than  two  years  after  the 
cessation  of  hostilities  and  the  burdensome  features  of  the  laws  were  fully  experi« 
enced.  Fair  play  itseU  would  seem  to  indicate  that  the  Congress  and  the  adioiiiis- 
tration,  having  secured  its  ends  and  cMiducted  the  war  under  the  present  laws,  aliould 
give  business  men  the  ''half  a  chance'*  to  indicate  what  forms  of  taxes  would  be  most 
agreeable  to  them  in  carrying  the  tremendous  load  of  debt  and  present  expense. 

The  gross  turnover  or  sales  tax  should  be  collected  more  frequently  than  annual 
tues,  giving  less  disturbance  and  strain  to  the  financial  situation.  It  should  be 
optbniu  with  the  taxpayer  to  pay  hie  taxes  monthly,  quarterly,  or  annually,  and  the 
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likelihood  is  that  the  great  majority  of  revenue  collected  under  this  form  would  be 
paid  monthly,  relieving  the  strain  now  imposed  on  our  banking  facilities. 

Shoidd  the  exoss  turnover  or  sales  tax  be  put  into  effect  in  1821  it  is  said  by  business 
men,  and  we  believe  it,  that  they  would  prefer  to  start  their  monthly  payments  Hob 
moment  the  necessary  blanks  were  ready  for  distribution  by  the  Qovemment,  in 
addition  to  paying  their  taxes  under  the  older  forms  concurrently  and  during  the 
next  year  or  two,  thus  closing  out  their  tax  liability  with  fipality  as  they  go  along, 
instead  of  being  continually  threatened  with  unknowable  demands  at  future  times. 
The  fact  is  that  the  Qovemment  officials  who  have  proposed  the  present  tax  laws  have 
a  certain  pride  of  accomplishment  in  their  work  and  tney  would  like  to  see  that  work 
I)€apetuated  in  some  reasonable  form  if  that  form  can  be  found.  The  gross  sales  tax 
origmates  outside  of  the  usual  tax  law  foundry  and  for  that  reason,  so  far  as  I  see  it, 
it  has  very  hard  sledding  with  some  officmls. 

REMOVE  TAX   OBSTRUCTIONS  TO  6UBIKS8S. 

The  United  States  Chamber  of  Commerce  at  its  annual  convention  on  April  29 
ordered  that  the  subject  of  sales  tax  be  immediately  submitted  to  a  referendum  of 
the  organization's  membership. 

The  chamber  adopted  a  declaration  of  principles  on  American  enterprise  which 
urged  the  Government  to  adopt  a  ''hands  off''  policy  toward  busineBS  except  for  the 
purpose  of  preserving  a  fair  and  active  field  of  free  competition. 

**A  wholesome  standard  of  living  is  essential  to  general  contentment.**  paid  the 
declaration.  *'That  standard  depends  upon  the  intelligence,  work,  and  thrift  of  the 
individual  and  improves  as  the  total  production  of  the  county  increases.  Hence, 
restriction  of  production  or  obstruction  to  distribution  must  necessarily  undermine 
that  standard,  resulting  in  injury  to  all  citizens  of  every  class."    (Italics  ours.) 

Asked  that  the  Government  adopt  a  policy  of  less  burdensome  rates  upon  capital 
gains  and  income  received  from  business. 

COOPERATION  OF  FARHRR  AMD  RETAILER. 

The  retail  merchant  is  the  buying  agent  and  representative  of  the  consumer.  His 
success  depends  upon  how  well  he  suits  his  customer.  This  obligates  him  to  carry 
a  full  assortment  A  stock  for  the  convenience  of  the  consumer  to  select  from.  Good 
will  becomes  his  chief  asset,  and  disappears  if  he  overcharges  in  price  or  fails  to  give 
good  service. 

On  the  other  hand  there  are  the  manufacturers,  brokers,  and  other  intervening 
stages  between  the  crops  of  the  farmer  and  the  finished  product,  who  can,  any  and  all, 
dose  their  offices  or  factories  from  three  months  to  six  months  at  a  time,  discharge  their 
employees,  stop  bu>[in^  and  thus  depress  the  market  for  the  farmer's  raw  products, 
ana  thus  create  artificial  advances  m  prices  of  manufactured  goods.  The  manu* 
tBLCtarer  can  increase  the  price  of  labor  at  will  or  at  the  demand  of  any  irresponsible 
minority  of  wage  earners,  and  pass  along  the  bad  results  of  any  errors  of  judgment  or 
management  to  the  retailer  wno  must  work  primarily  for  the  fanner  as  his  largest 
customer. 

The  farmer  can  not  stop  his  farming  operations  for  six  months  at  a  time  and  go  to 
Europe  for  a  pleasure  visit  as  the  owners  of  some  textile  mills  did  in  1920,  and  the 
retailer,  likewise,  must  not  only  take  all  risks  of  carrying  on  business,  including  de- 
predation of  stocks  on  hand,  but  can  close  his  store  only  by  selling  out  or  goin^  bank- 
rupt. Again  it  is  up  to  the  retailer  to  collect  the  cash  from  the  consumer  lor  the  sup- 
Sart  of  the  manufacturer,  v/holesaler,  etc.,  and  also  to  collect  the  tax  to  support  the 
ovemment. 

The  retailer  has  no  choice  in  the  matter.  The  Federal  tax  is  the  first  claim  on  his 
assets.  It  is  a  cost  that  must  be  considered  first  of  all  the  costs  of  doing  business.  It 
comes  ahead  of  the  pay  roll  or  the  rent.  Unless  these  costs  are  all  included  in  the 
price  paid  by  the  consumer,  there  is  nothing  left  for  the  retailer's  interest  on  the  capital 
invested  or  reasonable  living  profit  for  conducting  the  business. 

It,  therefore,  behooves  the  farmer  and  the  retailer  to  cooperate  and  remove  the 
chief  obstruction  to  normal  business  to-day,  which  is — ''The  destructive,  wicked,  and 
ruinous  policy  of  taxation  "  (as  stated  by  a  leading  economist)— and  which  continues 
until  such  laws  are  repealed  which  now  add  indirectly  (see  report  of  investigation  by 
the  Department  of  Justice  under  the  Lever  Act)  23.2  per  cent  of  the  excess  price  now 
paid  by  the  consumer. 

The  National  Retail  Dry  Goods  Association,  composed  of  the  largest  department 
stores  in  the  country,  states  26  per  cent  as  the  tax  adoition  included  in  the  consumer's 
price. 
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THE  CRUX  OF  THE  BUSINESS  SITUATION. 

.  .  .  ;, 
f  The  Literary  Digest  for  April  30  refers  to  the  f'ederal-  Trade  OommisBion  report  to 
liha  President  as  statinff  in  part ''  The  movement  toward  the  reduction  of  prices  to  the 
oonsumer  is  retarded  chiefly  in  the  retailing  stage.''  The  consumer's  cost  of  living — 
and  the  farmer  is  one  of  the  principal  consumers — is  too  high  and  must  biB  reduced 
before  renewed  buying^  will  restore  business  to  healthful  conditions.'^  It  would 
seem  obvious  that  a  conference  between  the  Department  of  Justice  and  the  Federal 
Trade  Commission  would  disclose  that  the  Government,  i.  e.,  Con^iress,  is  responsible 
for  any  delay  in  removing  the  chief  obstruction  to  lower  retail  prices. 

Calculations  of  the  sales  tax  on  a  suit  of  men's  clothing  retailing  at  f60  presented  for 

analysis. 


Commodity,  July  15, 1920. 

Sale  value. 

1  per  cent 
sales  tax. 

Proportion 
per  cent 
of  total 

.sales  tax. 

Proportion 

of  shifted 

pyramided 

present 

tax. 

Farmer: 

Raw  wool 

16.50 
8.00 
10.00 
13.33 
18.91 
40.00 
60.00 

0.065 
.08 
.10 
.13 
.18 
.40 
.60 

•    0.04 
.05 
.06 
.09 
.12 
.25 
.39 

0.9 

Scoured  wool 

1.2 

W  ool  yam 

1.4 

Woolen  cloth 

2.1 

Linines,  trimmings 

2.8 

ManuHiEbCtiired  suit 

5.8 

Retailer,  retail  value 

9.0 

1.56 

1.00 

23.2 

N 

Total  sales  tax.  1.56,  is  2.61  per  cent  of  the  price,  $60,  paid  by  the  consumer.  Pres- 
ent pyramided  snifted  tax  is  23.2  per  cent  of  the  price  paid  by  the  consumer,  neariy 
10  times  as  much  as  the  tax  cost  included  in  the  reduced  retail  price  by  the  proposed 
sales  tax. 

It  may  be  noted  by  the  above  table  that  wool,  the  basic  raw  material,  pay[B  1.2  per 
cent,  but  the  finished  suit  9  per  cent  of  the  total  23.2  per  cent  tax  cost  which  is  included 
in  the  price  of  the  suit  to  the  consumer. 

The  law  of  supply  and  demand  has  already  reduced  the  cost  of  this  (mality  of  suit 
as  of  May  1,  1921,  by  30  per  cent,  as  compared  with  July  15,  1920.  jPrices  chan^ 
from  day  to  day,  according  to  supply  and  demand,  but  the  23.2  per  cent  tax  cost  is 
independent  of  market  fluctuations  and  will  persist  until  the  present  business  taxes 
are  all  repealed  and  the  sales  tax  substituted,  when  a  permanent  saving  of  average 
20  per  cent  will  be  realized  in  lower  prices  and  increased  sales. 

We  present  for  analyjsis  calculations  of  the  sale  tax  on  the  same  quality  suit  of  men's 
clothing,  but  now  retailing  at  $40: 

New  York,  May  5, 192U 

Mt  Dear  Mr.  Burton:  In  regard  to  your  telegram  in  relation  to  the  sales  tax 
primer  and  my  estimate  of  the  cumulative  taxes  on  the  cost  of  a  suit  of  clothes  made 
a  year  ago,  asking  that  I  bring  it  up  to  date  and  give  you  these  items,  based  on  exist- 
ing costs  for  same  quality  suit.    They  are  as  follows: 


Commodity  May  1, 1921. 

Sale  value. 

$2.45 
2.80 
3.50 
8.75 
8.75 
27.50 
40.00 

1  per  cent 
sales  tax. 

Proportion 
percent 
of  total 

sales  tax. 

Farmer: 

Raw  wool 

0.024 
.03 
.035 
.09 
.09 
.27 
.40 

a02 

Scoured  wool 

.03 

Wool  vam 

.04 

Woolen  doth 

.10 

TJninm,  trimmfnim ^  ^ .    , , 

.10 

Manufactured  suit 

.30 

HetaH^r.  retail  valn^ . .  x .  x ...... 

.40 

.94 

100.00 

Or  2.34  per  cent  of  the  price  to  consumer. 
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You  will  notice  that  the  percentage  has  been  reduced  from  that  shown  in  the  original 
estimate  made  a  year  ago.    This  is  due  to  the  fact  that  raw  materials  are  now  abnor- 
mally low,  whereas  manufacturing  processes,  which  include  labor,  have  scarcely 
been  reduced  at  all. 
Trusting  that  thiis  information  will  be  of  service  to  you,  I  am.  with  friendly  regards. 
Very  truly,  yours, 

*  Wm.  Goldman. 

STATEHEKT  OF  JOHK  S.  HOBD,  WASHINOTON,  D.  0.,  FOBHEBLY 
COLLBOTOB  OF  INTBBNAL  BSVENTJE  IN  THB  PHIUP^IKB 
ISI«AND8. 

Mr.  HoBD.  My  name  is  John  S.  Hord,  and  my  address  1436  M 
Street,  Washington.  Mv  occupation  has  been  in  past  years  collector 
of  internal  revenue  in  tne  Philippine  Islands. 

Senator  MoCumber.  For  how  many  years,  Mr.  Hord  i 

Mr.  HoBD.  I  was  collector  for  six  years. 

Senator  MoCumber.  Between  what  years  was  that  ? 

Mr.  Hord.  From  1904  to  1910.  I  was  called  on  by  the  commission 
to  prepare  a  draft  of  a  sales-tax  law  for  enactment,  wnich  I  did.  Sub- 
sequent to  leavine  the  Bureau  of  Internal  Revenue  I  was  put  in 
charge  of  the  Bank  of  the  Philippine  Islands,  and  although  I  was 
very  unpopular  wh^n  the  tax  law  was  started,  I  was  made  president 
of  the  Manila  Merchants'  Association  by  the  merchants  of  all  nation- 
alities, and  for  eight  years  I  was  president  of  the  bank  and  for  three 
years  president  and  a  director  of  the  Merchants'  Association.  There- 
lore  I  claim,  as  regards  commercial  conditions  in  the  Philippines, 
through  those  various  activities  I  acouired  a  good  knowledge. 

Senator  MoCumber.  Will  you  kindly,  then,  explain  just  what  the 
Philippines  sales  or  turnover  tax  was,  and  how  it  operated  during  the 
time  you  were  there,  and  how  it  has  since  operated,  so  far  as  you 
know? 

Mr.  Hord.  I  should  like,  if  you  will  permit  me,  first,  to  disabuse 
your  minds  of  any  statements  that  have  oeen  made  here  this  morning 
discrediting  the  Philippine  Islands  as  a  commercial  country  and  as  a 
proper  example  for  a  tax  system  for  this  coimtry.^  May  I  ao  so  ? 

Senator  McCuhber.  Follow  your  own  course  of 'explanation. 

Mr.  Hord.  I  will  not  ask  you,  gentlemen,  to  believe  what  I  have 
to  say,  although  I  lived  in  the  islands  for  16  years,  but  I  will  ask  you 
to  believe  what  a  Member  of  this  Congress  has  said  lately. 

Senator  Jones.  I  would  rather  have  what  you  have  to  say  about  it. 
We  can  hear  these  Congressmen  at  any  time. 

Mr.  Hord.  '  It  is  very  pertinent.  I  am  quoting  from  a  speech  made 
on  the  floor  on  the  16th  of  December. 

Senator  Simmons.  What  Congressman  ? 

Mr.  Hord.  Con^essman  Frear,  who  with  20  other  Members  of 
Congress  made  a  visit  to  the  Philippine  Islands.  Mr.  Frear  made  a 
speech  on  Philippine  independence. 

Senator  Simmons.  He  is  the  Congressman  who  was  rather  decidedly 
opposed  to  this  bill  ? 

Mr.  Hord.  Yes,  sir.  He  has  made  another  speech  against  the  sales- 
tax  law.  He  gave  me  a  copy  of  both  speeches,  and  I  want  to  refer 
to  what  he  said  about  conditions  as  he  found  them  in  the  Philippines 
a  few  months  ago,  not  as  regards  what  he  said  about  the  sales  tax. 
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In  1905  it  became  necessary  to  adopt  a  sales  tax  in  the  Philippine 
lalandA,  together  witii  other  taxes  th^  existing,  which  provide  suffi- 
cient-revenue to  supply  the  islands  with  the  amount  they  would  lose 
through  the  cessation  of  customs  duties  whenever  those  islands  were 
given  reciprocal  free  trade  with  this  country. 

The  sales  tax  then  adopted  produced  within  a  few  years  sufficient 
funds  to  justify  Congress  in  giving  tbe  Filipinos  free  trade,  such  a^ 
had  been  given  some  years  previously  to'  Hawaii  and  Porto  Bico. 
The  amount  collected  to-day  from  the  Philippine  sales  tax  is  some- 
what greater  than  the  total  customs  revenues  were  16  years  ago. 

Also  it  has  been  possible  since  the  establishment  in  tne  Philippines 
of  the  sales  tax  to  very  greatly  increase  the  number  of  schools,  hos- 
pitals, Dubhc  works,  etc.  But  I  will  quote  from  a  speech  delivered 
on  the  noor  of  the  House  on  the  16th  of  last  December  by  Representa- 
tive Frear  of  Wisconsin,  former  member  of  the  Ways  and  Means  Com- 
mittee, formerly  a  member  of  the  Committee  on  insular  Affairs,  and 
who  last  year,  with  20  other  Senators  and  Representatives,  visited 
the  Philippines. 

Senator  McOumber.  What  yon  have  just  read  is  your  own  state- 
ment? 

Mr.  Hoed,  Yes,  sir.  I  shall  now  quote  the  substance  of  Mr.  Prear^s 
remarks : 

First.  That  the  Philippine  Islands  have  made  the  most  wonderful 
development  in  all  history.  Have  progressed  most  marvelously  since 
1898.     A  record  of  20  years  of  unexampled  progress. 

Second.  That  they  have  risen  rapidly  in  the  scale  of  educaticm, 
industry,  and  general  enlightenment  during  the  21  years  that  have 
elapsed,  having  trebled  the  number  of  public  schools  and  cut  down 
their  percentage  of  illiteracy  from  55  per  cent  to  30  per  cent  in  the 
last  XO  years. 

Third.  That,  compared  with  the  results  in  the  United  States,  the 
advancement  in  the  Phihppine  Islands  is  marvelous.  For  years  they 
have  maintained  their  own  Government  against  the  strenuous  efforts 
of  exploiters  and  speculators. 

Fourth.  That  they  have  a  modem  budget  law  and,  in  1919,  a  cash 
balance  of  $6,000,000  in  the  Treasury.  That  they  are  completely  self- 
sustaining,  the  United  States  not  contributing  $1  to  their  support. 

Fifth.  That  their  foreign  trade  has  reached  $250,000,000  a  year, 
two- thirds  of  which  is  with  the  United  States.  They  have  a  large 
number  of  well-manaped  manufactories  and  have  built  800  miles  of 
railways  and  7,000  miles  of  macadamized  highways. 

Sixth.  That  less  than  2  per  cent  of  their  farms  are  mortgaged,  and 
that  90  per  cent  of  the  Filipinos  own  their  own  homes.  That  they 
have  modem  hospitals  and  strictly  enforce  their  health  regulations. 
That  they  subscribed  more  than  their  quota  of  Liberty  bonds  during 
the  war. 

The  above  is  the  situation  as  found  by  Representative  Frear  to 
exist  in  the  Philippine  Islands  15  years  alter  tne  sales-tax  law  w«nt 
into  operation.  Any  member  of  this  committee  who  desires  to 
obtain  a  gloomy  contrast  to  the  vivid  figure  painted  by  Representa* 
tive  Frear  should  certainly  read  the  annual  reports  of  the  Philippine 
Commission  to  the  Secretary  of  War  in  this  city  during  the  five  or 
six  years  that  elapsed  before  the  sales-tax  law  was  enacted  in  those 
islands. 
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The  ida&dB  ware  then  bankrupt.  The  sales-tax  law  saved  the 
islands. 

Sixteen  yeai^  ago  the  Philippine  Commission  did  me  the  honor  to* 
ask  that  I  prepare  a  draft  of  a  sales-tax  law.  This  I  did,  and  four 
jeairs  later  when,  as  collector  of  internal  revenue,  I  could  certify- 
that  the  new  tax  law  would  supply  the  necessary  revenue,  I  was- 
detailed  by  the  Philippine  Conumssion  to  come  here  and  make  these 
facts  manifest  to  Congress.  Twelve  years  ago  I  appeared  before  the 
Oomjnittee  on  Ways  and  Means  and  before  members  of  this  committee 
^th  all  necessary  data  to  show  that  the  sales-tax  law  in  the  Philip* 
pine  Islands  was  a  success.  Largely  on  the  strength  of  these  proofs 
Confess  saw  fit  to  give  the  islands  free  entry  into  this  country  for 
all  m  thmr  products. 

The  reason  I  have  come  before  this  committee — ^the  chairman  of 
this  committee  has  not  asked  me  individually;  but  he  stated  in  Decem- 
ber  as  follows,  as  quoted  in  most  of  the  papers: 

We  are  facing  the  "biggest  problem  ever  faced  by  any  country.  It  is  going  to  tax 
the  ingenuity  of  experts,  and  it  Teanires  the  help  of  legislators,  the  Government,  and 
the  buaineGB  commmiity  to  equip  Amarica  with  pcoper  revienues. 

No  less  an  authority  than  the  Hon.  Ogden  L.  Mills,  chairman  of 
the  advisory  committee  on  platform  and  policies  of  the  Republican 
National  Committee,  a  couple  of  months  before  Senator  renrose's- 
statement,  pointed  the  way.  In  a  report  to  the  full  committee  he 
refers  to  tne  Philippine  sales  tax  as  being  ''in  successful  operation," 
and  adds: 

Other  things  being  equal,  it  would  be  desirable  in  this  country  to  test,  by  actual' 
practice,  nde  by  side,  the  comparative  virtues  of  the  sales  tax  and  the  income  tax. 

It  would  be.  if  not  easy  and  simple  of  operation,  at  least  more  simple  and  certaini 
than  Hie  income  and  ptofitt  tax. 

One  of  the  questions  up  now,  as  I  learned  by  the  papers,  is  the- 
general  belief  or  attempt  to  produce  general  belief  that  the  burden 
of  the  sales  tax  will  be  on  the  poor  man.  There  never  was  a  more 
complete  delusion  than  that.  We  have  lots  of  proof  to  the  contrary.. 
I  am  sorry  I  have  not  time  to  present  all  of  the  evidence  to  you,  but 
here  is  the  statement  made  byJames  F.  Smith,  now  a  member  of  the 
Court  of  Customs  Appeals  in  Washington.  In  his  inaugural  address 
as  Governor  General,  some  three  or  four  years  after  the  sales-tax  law 
went  in,  he  stated,  in  referring  to  what  America  had  accomplished  in. 
the  Philippines,  as  follows : 

She  destroyed  without  hesitation  a  wrong  system  of  internal  taxation,  which  im- 
posed upon  the  poor  almost  the  entire  chai^ges  of  government,  and  for  it  she  substi- 
tuted a  modem  system  of  internal  revenue  which  so  distributes  the  load  that  every 
citizen  is  compelled  to  bear  his  fair  share  of  the  governmental  business. 

This  is  a  copy  of  an  address  I  delivered  before  the  New  York 
Chamber  of  Commerce  last  Januarv.     I  will  file  this  with  the  recorder .. 

Senator  McCumbbb.  You  may  nave  it  printed  with  your  remarks,, 
if  you  so  desire. 

Mr.  HoBD.  I  will  not  read  the  article,  but  I  will  refer  to  my  sum- 
mary, which  is  quite  brief,  and  shows  what  the  sales  tax  accomphshes. 
[Reading:] 

arumcART. 

I  hope  I  have  heen  able  to  convince  you  that  the  Philippine  sales  tax  waa  carefully 
prepared  and  enacted,  so — 

1.  That  the  total  tax  burden  is  distributed  amongst  all  and  to  each  according  to  hi» 
ability  and  wiUingness  to  pay. 
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2.  That  it  is  not  a  tax  agoasst  the  livixig  wager  and  can  be  defended  on  grounds  of 
social  justice. 
.  3.  That  the  tax  rate  is  small^  can  be  shifted,  and  is  not  heavily  cumulative. 

4.  That  it  is  easily  assessed  and  fully  collected  at  a  reasonable  expense^  and  with- 
out harassing  the  taxpavers.  - 

^  5.  That  its  productivity  is  such  that  it  soon  paved  the  way  for  free  trade  with  thia 
country. 

6.  That  its  operation  is  so  equitable  that  the  Philippine  Government  now  intends 
to  double  the  tax  rate.  ^ 

7.  That  16  years'  satisfactory  operation  proves  that  it  is  neither  unsound  in  prin- 
ciple nor  impracticable. 

8.  That  commercial  and  industrial  conditions  in  the  Philippines  and  this  country 
are  sufficiently  similar  to  prove  that  a  sales  tax  would  produce  good  results  here. 

9.  That  it  would  provide  sufficient  revenue  to  meet  the  extraordinary  present 
needs  of  this  country. 

10.  That  with  Canada  on  the  north,  Mexico  on  the  south,  France  to  the  east,  and 
the  Philippines  to  the  west,  all  enjoying  the  benefits  of  sales-tax  laws,  it  would  seem 
that  this  country  could  safely  and  profitably  follow  their  example. 

Senator  MgCumber.  I  assume  we  would  understand  it  better  if 
you  state  what  it  is  before  you  state. what  it  accomplishes. 

Mr.  HoBD.  The  Philippine  sales  tax  is  1  per  cent  tax  on  all  goods, 
wares,  and  merchandise,  which  accrues  at  the  time  of  change  of 
ownership  and  is  paid  quarterly  by  the  merchant  who  makes  the 
sales.    It  imposes  upon  the 

Senator  Dillingham  (interposing).  It  is  not  confined  to  mer- 
chants ? 

Mr.  HoRD.  M6rchants  and  manufacturers.  There  are  certain 
exemptions.  We  exempted  aU  farmers  out  there.  We  considered  that 
farming  is  a  basic  industry,  and  they  should  probably  be  exempted 
from  produce  of  their  own  that  they  sold.  Oi  course,  the  merchant 
who  sold  farm  produce  began  to  pay  the  tax.  There  would  be  one 
less  middleman  in  the  line  from  the  producer  to  the  consumer  in 
the  case  of  products  raised  in  the  Philippines.  Everything  iinported 
would  pay  the  sales  tax,  sold  by  the  importer  or  by  the  man  he  sold 
it  to. 

It  is  really  a  very  simple  tax.  There  never  was  any  trouble  about 
collecting  it.     It  was  collected  automatically. 

I  would  rather,  if  you  will  permit  me  in  these  cases,  to  give  the 
evidence  of  other  men,  for  instance,  the  taxpayer 

Senator  MgCumbeb  (interposing).  May  I  ask  you  a  question? 
You  take  it  in  the  matter  of  sugar  manufacture  in  the  Philippines. 
The  farmer  raises  the  sugar  cane  for  cane  sugar,  and  probably  they 
have  some  cooperative  industries  where  they  have  an  interest  in  it 
after  it  is  sold  to  the  manufacturer  of  sugar,  or  is  th^  system  such 
that  he  simply  has  no  further  interest  than  merely  disposing  of  his 
product  ? 

Mr.  HoRD.  The  sugar  raiser  in  the  Philippine  Islands  if  he  exports 
his  sugar  directly,  pays  no  tax.  If  he  sells  to  another  exporter, 
neither  does  any  sales  tax  accrue. 

There  are  no  sugar  refineries  in  the  Philippine  Islands.  Therefore, 
there  are  no  manufacturers  of  sij^ar.  In  fact,  the  Philippine  sugai* 
i?  taken  to  Hongkong  or  sent  to  this  country,  and  the  refined  sugar 
that  is  consumed  in  the  Philippines  is  brought  back  in  a  refined 
condition,  and  that  pays  a  sales  tax  when  it  is  sold. 

Senator  McCumber.  That  helps  us  to  understand. 

Mr.  Hord.  Yes,  sir. 
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'  Senat(»-.  MgCubcb'sb.  I  was  not  aware  of  the  fact  that  there  were 
no  rfifineries  there.. . . 

:  Senator  Dillingram.'I  idid.notjXLean  to  take  jou  away  from  the 
statement  you  were  making.     You  were  going  to  give  us  the  results 
from  the  suminary  of  your  New  York  address  on  the  Philippine  tax. 
:  Mr.  HoRD.  I  gave  that  to  the  recorder.     It  is  a  sunmiary,  and  it 
is  quite  short. 

'  Mr.  Martin  Bourne^  who  was  vice  president  of  the  Manila  Trading 
&  Supply  Co.,  one  of  the  large  .concerns  in  the  Philippines,  and  who 
has  an  office  at  No.  11  Bro£^way,  gave  a  voluntary  statement  last 
October.  I  might  read  just  a  few  excerpts,  wherein  he  explained 
what  the  tax  is.  That  is  in  answer  to  vour  inquiry  as  to  how  the 
tax  operated.  This  was  published  by  tne  Business  Men's  National 
Committee  of  New  York  and  circulated  very  widely  They  sent  me 
this  copy: 

Although  not  given  to  public  diBcussion,  even  in  the  form  of  press  statements,  I  am 
very  glad  to  give  testimony  in  favor  of  the  sales  tax  as  the  simplest  and  most  efficient 
form  of  business  tax.  Having  been  so  innocent  as  to  voice  my  enUiusiasm  on  the 
subject  to  American  friends,  tney  insist  tiiat  the  public  here  would  be  glad  to  know 
how  a  1  per  cent  sales  tax  operates  in  another  country.  I  know  that  I  express  unani- 
mous sentiment  of  both  citizens  and  officials  in  the  Philippines.  My  enthusiasm  is 
theirs. 

Pofiubly  its  greatest  single  advantage  from  the  merchant's  viewpoint  is  its  certainty 
and  simplicity.  It  involves  no  guesswork.  He  does  not  have  to  figure  in  graduated 
profits  percentages  to  know  what  amount  of  price-loading  is  necessary  to  cover  the 
&x.  He  does  not  have  to  wait  a  year  to  know  the  amount  of  his  tax.  At  the  close 
of  business  everv  day  we  know  the  amount  of  our  tax  for  the  day's  business.  We  pay 
it  quarterly.  We  also  feel  that  we  are  mere  collectors.  The  tax  is  a  recognized  cost 
item  which  ia  figured  in  the  selling  price. 

The  Philippine  Government  has  found  it  a  great  success,  both  in  the  revenue  pro- 
duced and  also  in  its  effective  collection.  One  never  hears  of  any  effort  at  evasion. 
In  a  sense  it  both  collects  and  pays  itself.  No  one  feels  that  the  Government  is  taking 
an3rthing  from  him.  He  is  simply  collecting  for  the  Government.  If  he  failed  to 
account  and  pay  over  the  tax,  it  would  seem  more  like  theft  than  ordinary  tax  avoid- 
ance. Unlike  the  profits  taxes  in  the  United  States,  the  Philippines  sales  tax  makes 
for  conservation  and  certainty  in  figuring  profits  and  selling  prices  and  leaves  nothing 
to  the  future  to  embarrass  credits  and  endanger  solvency. 

We  will  gladly  share  with  you  the  benefits  of  wise  revenue  legislation  in  the  form 
of  the  sales  tax  which  we  have  received  from  wise  American  administrators. 

The  Secretary  of  the  Treasury  last  September  wrote  to  the  Gov- 
ernor General  oif  the  Philippines  asking  now  the  sales  tax  worked, 
and  he  received  in  answer  a  cablegram  on  December  2,  which  I  will 
read.  It  came  through  the  Bureau  of  Insular  Affairs,  and  this  is  an 
official  copy  from  the  bureau  [reading] : 

Hon.  David  F.  Houston, 

Secretary  of  the  Treamry. 
(Secretary  of  War  (Mclntyre),  Washington.) 

Referring  to  letter  from  your  office  of  September  30,  1920,  I  hope  the  Bureau  of 
Insular  Afniirs  has  already  answered  most  of  the  questions  in  time  to  be  of  service  to 
you.  They  have  a^  Ifkws,  forms,  and  regulations  issued  under  Our  percentage  tax  on 
merchants  sales.  This  system  was  a  part  of  our  first  interna^  revenue  law,  in  1904, 
and  has  continued  in  effect  ever  since.  The  tax  be^m  with  one-third  of  1  per  cent  on 
the  gross  value  in  money  of  all  goods  sold  for  domestic  consumption.  In  1914  the  law 
was  amended  to  increase  the  tax  to  1  per  cent,  and  "mercnant"  was  defined  to 
include  manufacturers  who  sell  articles  of  their  own  production,  and  commission 
merchants.  We  are  now  considering  increasing  the  tax  to  2  per  cent.  It  is  the  most 
satisfactary,  acciuute,  economical,  productive,  and  equitable  tax  in  our  system,  and 
produces  no  public  complaint  except  the  just  criticism  that  some  articles  of  ordinary 
consumption  are  taxed  more  than  once  in  changing  hands  several  times  before  reach- 
ing the  the  ultimate  consumer.    Written  report  follows.  Harrison. 
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I  think  I  mentioned  awhile  igo  that  it  produced  more  revenue  now 
and  has  done  so  for  some  years  than  the  customs  taxes  amounted  to, 
which  was  the  sole  support  of  the  island  before  the  sales  tax  was 
put  in. 

There  was  such  an  objection  made  here  when!  returned  fromMtaico 
a  few  months  ago  against  the  sales  tax  that  I  did  not  know  what  had 
become  of  it.  I  went  to  Mr.  Gabaldon,  who  is  Resident  Commis- 
sioner for  the  Philippines  and  has  an  office  over  here  in  the  House 
Office  Building.    I  asked  him  about  it.    This  is  his  answer  [reading]: 

In  answer  to  vour  inquiry,  I  take  the  pleasure  in  stating  tliat  the  sales  tax  imposed 
in  1905  in  the  Philippine  Islands  continues  to  thu  date  to  produce  substantial  leventie. 
Since  the  initial  opposition  to  this  tax,  which  lasted  only  a  few  months,  I  have  heard 
of  no  further  opposition  to  the  payment  of  the  sales  tax,  and  therefore  believe  it  is 
being  collected  with  little,  if  any,  opposition  on  the  part  of  the  taxpayers. 

Inasmuch  as  we  all  should  assist^  as  Senator  Penrose  remarked,  in 
helping  this  Government  to  provide  a  proper  revenue  law,  I  was 
surprised  at  the  time  and  since  then  that  for  several  months  after 
this  information  was  received  here  by  tKe  Secretarj^  of  the  Treasury 
his  spokesmen  and  others  have  been  around  this  country — ^New 
York,  Cleveland,  and  Chicago,  and  elsewhere — attacking  the  sales  tax, 
but  not  giving  this  information  from  the  Philippines  any  publicity. 

In  view  of  what  Mr.  Frear  has  said  and  what  reports  from  the 
Bureau  of  Insular  Affairs  will  prove,  the  Philippine  islands  contain 
one-tenth  of  the  population  of  this  country,  and  have  advanced 
marvelously.  Mr.  Frear  has  not  exaggerated  in  that  statement. 
Their  methods  of  commerce  and  manulacture  and  industry  are  the 
same  as  ours  here.  There  is  practically  no  difference.  Their  sales 
tax  law  is  based  on  certain  simple  principles  that  govern  everywhere, 
fundamental  rules  that  govern  wherever  goods  are  purchased  and  sola 
in  any  part  of  the  world,  and  it  is  so  simple  that  six  sections  in  the  law 
cover  tne  provisions  of  the  whole  tax. 

This  is  a  statement  of  which  I  will  give  copies  to  the  committee, 
published  by  the  American  Review  of  Reviews,  which  encourajges  the 
mvestigation  of  the  working  of  the  sales  tax  law  in  the  Phuippine 
Islands,  stating  that  this  is  the  place  where  most  useful  and  most 
valuable  information  can  be  obtamed. 

Senator  McCumbbr.  Do  you  want  this  article  printed  as  part  of 
your  remarks  in  the  record  ? 

Mr.  HoBD.  I  suppose  it  should  be,  yes;  as  part  of  it  is  part  of  the 
article  I  gave  the  reporter. 

(The  article  referred  to  is  as  follows:) 

The  Sales  Tax  in  the  Philiffinbs. 
[From  the  American  Review  of  Reviews  for  February,  1921.] 

In  the  discussion  o|  a  sales  tax  as  a  practical  measure  for  adoption  in  the  United 
States  comparatively  little  has  been  said  regarding  the  experience  of  those  countries 
which  for  several  years  have  enjoyed  this  form  of  taxation.  The  countrjr  which  yr& 
can  study  with  the  greatest  profit  and  from  which  we  can  most  easily  obtain  informa- 
tion is  the  Philippine  Archipelago,  where  a  sales  tax  has  been  in  operation  contin- 
uously since  1905.  The  man  who  prepared  the  original  plan  for  this  tax,  adopted  by 
the  Philippine  Commission  and  who  served  as  collector  of  internal  revenue  in  the 
Philippines  during  the  first  six  years  of  the  operation  of  the  tax,  is  Mr.  John  S.  Hord. 

In  tne  course  of  an  address  before  the  Chamber  of  Commerce  of  the  State  of  New 
York  on  January  6,  Mr.  Hord  outlined  the  features  of  the  Philippine  system  and  stated 
some  of  his  reasons  for  believing  that  a  similar  tax  might  be  successfully  administflred 
in  the  United  States. 
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Before  hia  expermce  in  the  PhiUjj^infift  Mr.  Hoed  hftd  lor  a  time  been  in  businees 
in  Mexico  under  the  regime  of  Porfino  Diaz  and  his  secretary  of  the  Treasuiy  Leman- 
teur.  At  that  time  the  Mexican  Govenunont  was  collecting  a  aalea  tax  which  made  it 
poBBible  to  liquidate  its  heavy  foreign  and  domeetlc  obligations  and  to  achieve  pros- 
perity. From  his  observation  of  the  workings  of  the  Mexican  tax  Mr.  Hord  had  con- 
cluded that  it  was  both  equitable  and  productive^  and  that  its  enforcement  and  the 
Bianner  ol  its.  payment  would  not  harass  the  taxpay  eis.  This  led  him  to  propose  and 
formulate  a  sales  tax  project  for  the  Philippines.  In  working  out  this  project  it  was 
necessary  to  convert  the  very  complicatea  system  of  license  taxes  (known  as  the 
''indufitna''  law  under  the  Spanish  administration)  into  a  consistent,  uniform  tax,  easy 
to  underatand,  aBsees^  and  collect.  He  devised  a  scheme  for  a  sales  tax  at  a  1  per 
cent  mte  per  turnover,  whether  by  manufacturer,  whole^er,  or  retailer.  As  to  the 
working  <«  the  law,  Mr.  Hord  says: 

"When  this  tax  law  waa  first  promulgtted  there  was  a  universal  protest  of  discontent. 
Today  there  is  scarcely  a  murmur.  This  happy  result  is  probably  due  to  the  follow- 
ing iacts — now  well  established: 

^'It  is  easU^r  assessed  and  fully  collected.  Therefore  there  are  no  nontaxpayers  to 
enjoy  an  unfair  advantage  over  Uw-abiding  competitors.  There  are  no  provisions  in 
the  law  impossible  of  fulfilment  and  all  administrative  regulations  were  made  to  fit 
commercial  conditions. 

''The  tax  rates  are  low,  but„  notwithstanding,  the  tax  collections  are  ample  for 
all  needs,  which,  together  with  the  present  general  satisfaction  with  the  law,  would 
seem  to  indicate  that  the  total  tax  burden  is  evenly  distributed. 

''Internal  revenue  stamps  are  in  no  case  afiixed  to  artic  les  of  irerchan'^ise  coming 
into  the  hands  of  consumers.  The  stamps  are  glued  to  merr-hants'  luenaes  and  to 
invoices  from  the  manufacturer  to  the  merchant,  but  never  are  the>''  ^luel  to  the 
goods  themselves.  Therefore,  the  ultimate  consumer  is  allowed  to  forget  (an<I  has 
forgotten)  that  he  is  paying  a  tax. 

The  Philippine  sales  tax  is  not  heavily  cumulatix'e,  seldom  exr  ee  Mng  ^  i)er  rent, 
and  normally  less  than  3  per  cent  of  the  cost  price  of  the  goods  to  the  ultimate  cunsun.  er. 
Compare  this  with  the  luxury  consumption  taxes  in  this  countn%  which  run  from  3 
per  cent  to  100  per  cent,  and  on  such  necessities  as  the  woricing  girl  and  boy  lun<  h  at 
soda  fountains  will  range  between  10  per  cent  and  15  per  cent. 

'*A  report  by  the  United  States  Department  of  Justice  on  the  efTe'  ts  or  the  excess 
profits  tax  in  this  country  said  that  it  had  increased  the  cost  of  some  necessities  over 
23  per  cent  to  the  consumers. 

'It  soon  became  well  known  to  aD  in  the  Philippines  that  the  tax  on  sales  was 
normally  shifted  along  until  the  goods  reached  the  ultimate  consumer,  and  that  on 
him  the  final  incidence  of  the  tax  rested.  And  that  as  all  must  eat  food  an- 1  go  (1  jthed 
all  must  pay  the  sales  tax.'' 

I  akkuSl  be  Teiy  brief.  I  have  written  another  article ,  for  the  Annals 
of  the  American  Academy  of  Politieal  and  Social  Science.  They  sent 
me  some  advance  sheet  proofs  and  told  me  they  would  come  off  the 
press  to-day.  I  have  covered  the  salea-tax  proposition  very  fully  in 
this  article.    I  can  file  this  7 

Senator  McCuifBEB.  You  can  file  it  and  have  such  portion  inserted 
as  you  desire. 

(The  article  is  as  follows:) 

Ths  JSiXEs  Tax. 

The  Secretary  of  the  Treasury  has  informed  Congress  that  this  country's 
leremie  needs  are  now  about  four  times  as  great  as  they  were  in  prewar  times. 
Four  billion  dollars  will  be  needed  each  year  fbr  several  years  to  come.  Prob- 
ably less  than  20  per  cent  of  this  amount  can  be  economically  collected  as  cus- 
toms duties  and  internal  taxation  must  be  relied  on  to  preduce  the  remainder. 

But,  unfortunately*  the  two  main  sources  during  war  times  of  internal  reve- 
nues, excess  profits  and  income  taxes*  are  declining  in  importance.  It  is  this 
awkward  situation  which  has  brought  a  discussion  of  the  sales-tax  principle  to 
the  forefront  in  this  country  during  the  last  six  months.  Some  productive,  un- 
tapped reservoir  of  revenue  must  be  discovered  without  delay. 

This  monograph  is  being  written  on  the  eve  of  the  change  in  the  national 
administration.  For  a  proper  appreciation  of  the  trend  of  events  in  the  imme- 
diate past  affecting  the  subject  matter  of  this  discussion  a  review  thereof  is 
made,  as  follows : 
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TAX  BEVI8I0N  PBOGRAM  OF  THE  SECBETABY  OF  THE  TBEAStTBY. 

In  his  last  annual  report  and  In  statements  made  to  the  Ways  and  Means 
Committee  and  in  articles  published  in  leading  magazines  and  newspapers  Sec- 
retary Houston  and  his  official  spokesmen  and  tax  advisers  have  made  recom- 
mendations to  the  following  effect : 

(a)  That  the  rates  of  the  surtaxes  on  the  higher  incomes  be  reduced  and  the 
rates  on  the  lower  ones  be  increased. 

(b)  That  the  excess-profits  tax  be  repealed. 

(c)  That  certain  consiunption  taxes,  which  have  proved  to  be  uncollectible, 
be  repealed,  and  that  a  new  set  of  consumption  taxes,  also  at  high  rates  and 
etiually  discriminatory,  be  imposed  on  still  other  commodities. 

The  reaction  to  these  recomM)endation8  was  immediate.  On  the  floor  of  th^ 
House  the  leaders  of  both  political  parties  opposed  the  Secretary's  recommenda- 
tions, and  Chairman  Fordney,  of  the  Ways  and  Means  Committee,  expressed  the 
opinion  that  the  income-tax  returns  were  "  now  really  a  Chinese  puzzle."  Even 
ex-Secretary  McAdoo,  during  whose  rfigime  the  present  income  taxes  were  en- 
acted, is  quote  In  an  interview  of  the  New  York  Times  as  follows : 

"I  am  opposed  to  increased  taxes  on  moderate  incomes.  Already  these  in- 
comes are  bearing  a  larger  proportion  of  taxation  than  is  Justified.  A  radical 
revision  of  the  war  income  taxes  is  essential  to  the  prosperity  of  the  country, 
and  in  that  revision  the  moderate  income  taxpayer  must  have  his  burdens  re^ 
duced  instead  of  increased." 

A  national  referendum  vote  conducted  by  the  United  States  Chamber  of  Com- 
merce has  Just  been  made  public  and  shows  that  a  majority  voted  against  any 
increase  in  income  taxes. 

EXCESS   PROMTS   AND  INCOME  TAX  TANGLES. 

It  appeal's  from  an  official  statement  by  Treasury  officials  made  in  February, 
1921,  that  the  inconie-tux  returns  for  1919  and  1920  were  practically  untouched 
in  the  final  audit,  and  that  taxes  amounting  to  over  $1,000,000,000  remained, 
therefore,  uncollected. 

Referring  to  a  hearing  held  by  the  Ways  and  Means  Committee  on  December 
14,  one  newspaper  says: 

"  Methods  of  raisiug  sufficient  revenues  to  offset  losses  through  the  prosi)ec- 
tlve  repeal  of  the  excess-profits  tax  were  considered  to-day  by  the  House  Ways 
and  Means  Committee  as  the  second  step  toward  tax  revision. 

"The  day's  hearings  brought  from  the  T'reasury  an  estimate  that  *  more  than 
a  billion  dollars  *  were  outstanding  in  uncollected  taxes,  most  of  which,  the 
Treasury  spokesman  said,  was  traceable  to  Inability  to  andit  thousands  of 
corponitlon  returns.  He  said  the  revenue  bureau  had  not  yet  certified  th^ 
work  of  auditing  returns  for  the  year  1917  because  of  the  gigantic  administra- 
tive burden  of  tax  collection." 

Another  newspaper  reported  the  Ways  and  Means  Committ-ee  hearing  os 
follows : 

•'  Because  of  the  complex  nature  ot  present  revenue  laws,  Dr.  Adams,  of  the 
Treasury  staff,  said  the  internal  revenue  bureau  has  been  unable  to  complete 
the  checking  up  of  tax  returns  for  1917.  He  saw  no  immediate  hope  of  making 
the  audit  current  with  the  tax  returns  filed. 

"  The  task  of  auditing  the  tux  returns  and  of  tracing  evasion  and  other 
causes  of  failure  to  pay  all  taxes  due.  Dr.  Adams  said,  has  become  so  stupen- 
dous that  the  internal  revenue  bureau  sees  no  way  out  Dr.  Adams  urged  the 
committee  to  simplify  the  tax  laws  for  two  reasons:  first,  because  such  slmplL- 
fication  would  insure  a  greater  and  more  thorough  collection,  and,  second, 
because  it  would  make  the  administrative  work  easier  and  more  efficient." 

Referring  to  the  complexity  in  the  present  tax  laws  and  the  urgent  need  foe 
simplification,  Secretary  Houston  said  in  his  last  annual  report: 

"  Complexity  in  tax  laws  violates  the  most  fundamental  canon  of  taxatii»n— r 
that  the  liability  shall  be  certain  and  definite,  *  *  *  At  present  the  tax: 
payer  never  knows  when  he  is  through." 

Mr.  Otto  H.  Kahu,  of  Knhn,  I.oeb  &  Co.,  gives  .some  very  practical  and  perti- 
nent advice  in  this  connection,  which  was  published  very  widely  during  las^t 
October.    He  says : 

"One  of  the  essentials  of  wise  taxation  is  simplicity  of  method.  Nothing 
tends  more  to  create  a  sullen  animosity  against  fiscal  measures,  nothing  is  more 
apl  to  cause  a  man  to  feel  Justified  in  his  own  conscience  to  give  lilmSelf  the 


SALES  TAX — PBOPONENTS.  Ill 

benefit  of  any  doubx  or  technical  loophole,  than  to  be  couipelleU,  in  addition 
to  paying  heavy  taxes,  to  ait  down  and  grapple  with  complicated  tax  forms  and 
Intricate  schedules  or  to  spend  money  for  the  employment  of  lawyers  and  aq- 
cuuutauts  to  tell  him  what  he  has  to  pay." 

Resident  American  merchants  living  abroad  in  Euntpe,  Asia,  and  South 
America  find  it  hard  to  believe  that  the  income-tax  provisions  of  this  country 
have  been  properly  interpreted.  They  are  coming  here  to  see  about  it.  Repre- 
sentatives from  the  Philippines  have  already  arrived  in  this  country.  The 
fo?low;ng  quotation  is  from  a  news  item  in  a  dally  published  in  Washington : 

"Aniercan  business  men  from  35  foreign  countries  have  been  invited  by  the 
National  Foreign  Trade  Council  to  present,  during  the  eighth  national  foreign 
trade  convention,  their  views  on  the  taxation  of  American  citizens  living  abroad. 
This  Important  meeting  will  be  held  in  Cleveland,  Ohio,  May  4.  5,  6,  and  7,  1921. 
'*  Serous  efforts  are  already  being  made  by  the  American  Chamber  of  Com- 
merce of  Rio,  Buenos  Aires,  Mexico  City,  Shanghai,  London,  Sao  Paulo,  and 
Barcelona  to  obtain  from  Congress  the  elimination  of  American  taxes  now  levied 
on  the  income  received  by  Americans  living  abroad  and  derived  from  foreign 
sources. 

**  This  taxation  has  put  American  foreign  traders  i^t  a  great  disadvantage  ixk 
competition  with  their  foreign  rivals,  who  pay  no  taxes  to  their  home  govern- 
uients  on  income  derived  from  foregin  sources. 

'*  In  the  Philippines,  for  instance,  an  American  conducting  a  business  in  the 
cit>'  of  Manila  and  realizing  a  net  profit  of  $50,000  therefrom,  pays  a  combined 
Philippine  and  United  States  income  tax  of  $9,190.  A  Filipino,  Britisher, 
Spaniard,  Chinaman,  Japanese,  or  citizen  of  any  country  except  the  United 
States,  conducting  a  like  business  and  earning  a  like  profit,  pays  only  the  Philip- 
pine tax,  which  amounts  to  $2,535.  In  other  words,  the  American  merchani: 
would  have  to  pay  $6,655  more  than  his  foreign  competitors.  Should  the  net  in.- 
come  be  $100,000,  then  the  margin  against  the  American  merchant  is  $24,205. 

*'  It  is  evident  that,  to  the  extent  of  his  advantage  in  income  tax,  the  foreigner 
can  undersell  and  overbid  the  American,  or  can  use  the  amount  in  advertising 
or  in  otherwise  pushing  his  wares." 

The  Business  Men's  National  Tax  Committee  of  New  York  City  has  printed 
for  circulation  a  statement  by  Mr.  Martin  R.  Bourne,  vice  president  of  the 
Manila  Trading  &  Supply  Co.  The  following  are  excerpts  from  Mr.  Bourne's 
statement : 

**  I  know  something  about  American  taxes  because  Americans  in  the  Philip- 
pines have  their  own  Federal  tax  troubles  and  are  just  now  in  an  even  worse 
situation  than  their  fellow  citizens  here.  The  surtaxes  on  their  business  profits 
f*an  not  be  passed  to  the  consumer,  as  is  done  here,  because  our  non-American 
competitors  not  being  subject  to  the  tax  make  it  impossible.  American  citizen- 
ship comes  very  high  in  the  Orient,  where  our  competitors,  brown  and  white, 
pay  no  income  tax.  *  •  «  We  are  hoping  that  the  next  Congress  will  not 
only  give  us  relief  from  future  American  taxes  but  return  us  what  it  has  takeo 
so  unjustly  and  we  need  so  greatly  to  protect  our  competitive  position  in  the 
Drfent.  ♦  *  ♦  I  think  we  should  all  pay  on  our  incomes  from  secure  invest- 
ments, and  I  like  the  idea  of  limiting  the  surtaxes  to  an  amount  based  on  a 
secure  6  per  cent  return  from  the  taxpayer's  capital.  ♦  ♦  *  Such  an  income 
tax,  supplemented  by  a  sales  tax  such  as  we  have  in  the  Philippines,  should  give 
Tncle  Sam  more  money  than  he  can  spend  wisely.  In  fact,  in  the  long  run,  it 
will  give  him  nil  the  money  he  can  get,  because  it  Is  very  evident  that  what  he 
is  trying  to  get  now  is  rapidly  destroying  the  source  from  which  it  is  sought.'* 

At  a  hearing  before  the  Ways  and  Means  Committee  on  December  13  the 
spokesman  for  the  Secretary  of  the  Treasury  said  that  the  excess  profits  was 
fast  reaching  a  point  where  its  yield  would  be  reduced  greatly.  He  is  quoted 
in  the  press  as  stating  : 

"  Unless  the  administrative  burden  of  the  excess  profits  is  re<luced,  the  ad- 
ministrative machinery  will  break  down." 

Referring  to  the  income  tax,  this  spokesman  told  the  committee  that  the 
present  rates  on  high  incomes  were  "  merciless,"  and  said  they  must  he  made 
••  reasonable,  moderate,  and  bearable,"  and  that  "  as  a  friend  of  the  income  tax, 
I  say  we  must  reduce  it  or  it  is  going  to  go.  I  have  always  been  resolutely 
opposed  to  the  high  rates  which  are  certain  to  break  the  back  of  the  income 
and  sur  taxes." 

In  the  course  of  a  recent  address,  former  Commissioner  of  Internal  Revenue 
Roper  said: 
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*'  It  seems  that  the  excess-profits  tax  must  90.  It  is  now  practically  wttheot 
(friends.  It  is  inequitahle  and  complicated.  Fnrthermore,  Gongress  wiU  soon 
•discover  that  it  will  no  longer  yield  the  rerenne  which  it  was  designed  to 
produce." 

It  was  during  Mr.  Roper's  regime  as  Commissioner  of  Internal  Revenue  under 
former  Secretary  of  the  Treasury  McAadoo  that  the  excess-profits  tax  was  en- 
^acted.    Surely  Mr.  Roper  should  know  its  faults. 

A  former  counsel  for  the  collector  of  internal  revenue  in  New  York  City  said 
.at  a  recent  conference  of  the  State  Bankers'  Association  at  the  University  of 
Iowa: 

"  In  addition  to  being  beset  with  bamades  of  the  past  and  burdened  with  the 
responsibility  for  the  enforcement  of  reform  measures^  the  bureau  (of  internal 
trevenue)  has  had  to  administer,  in  the  excess-profits  tax,  the  most  complicated 
tax  ever  devised  by  the  brain  of  man." 

Chairman  Good,  of  the  Honse  Committee  on  Appropriations,  is  quoted  la  the 
•daily  press  a  few  days  ago  as  saying: 

"  Unquestionably  the  excess-profits  tax  is  in  »  large  measure  passed  on  to  the 
consumer  and  Is  one  of  the  elements  that  have  tended  to  keep  living  costs  exces- 
sively high." 

Returns  from  a  natioa-wide  referenduai  eondueted  by  the  United  States 
•Chamber  of  Commerce  have  just  been  received.  It  appears  that  a  practically 
unanimous  demand  Is  made  by  the  chamber's  membership  for  the  repeal  of  the 
•excess-profits  tax.   A  statement  issued  by  the  chamber  says: 

"  The  vote  makes  it  clear  that  business  men  are  united  in  their  view  that  the 
•excess-profits  tax  hampers  business  operations  and  retards  the  progress  of  read- 
justment** 

On  December  27  Secretary  Houston  is  quoted  by  the  daily  press  as  having 
stated  at  a  hearing  before  the  Senate  Finance  Committee: 

**  The  excess-profits  tax  should  be  repealed,  primarily  because  it  is  losing  its 
productivity  and  iHrondses  iu  the  near  fature  to  become  a  statute  of  exemptions 
Tather  than  an  effective  tax.  Moreover,  the  tax  is  so  complicated  that  it  imposes 
upon  both  taxpayers  and  administrative  authorliies  burdens  too  difficult  to  be 
permanently  carried." 

Mr.  Otto  H.  Kahn  clears  away  seme  popular  misunderstandings  as  to  the 
•operations  and  final  hicidence  of  the  excess-profits  tax  in  the  following  excerpts 
from  an  article  published  under  his  name  last  October: 

"  The  excess-profits  tax  has  tended,  furthermore,  te  increase  actual  cost  of 
production,  inasmuch  as  costs  naturally  are  deducted  before  taxaJ^  profits 
4ire  arrived  at,  and  theref«:e  under  the  operation  of  the  excess^profits  tax  there 
is  not  the  same  inducement  as  under  normal  circumstances  to  keep  cost  down  as 
jnuch  as  possible,  but,  in  fact,  rather  the  reverse.  It  is  a  fact  well  known  to  those 
familiar  with  business  practices  that  theve  has  been  gross  wastefulness  in 
•certain  line  of  expenditures  since  the  excess-profits  tax  went  into  effect  and  as  a 
direct  consequence  of  it. 

"The  conditions  I  have  sketched  lead  inevitably  to  the  c<mclusion  that  a 
•continuance  of  the  present  system  of  taxation  will  not  yleM  suflki^it  revenue 
for  the  needs  of  the  Government.  Not  only  is  the  excess-profits  tax  so  congf)!!- 
cated  and  so  open  to  different  constructions  that  taxpayers  can  scarcely  be 
blamed  for  giving  themselves  the  benefit  of  the  doubt  and  making  their  initial 
tax  payments  often  less  than  they  should  be,  but,  because  of  the  delay  in  audit- 
ing their  returns,  a  delay  ffH-ever  growing  longer,  much  of  the  tax  that  is 
-actually  due  for  any  year  can  not  be  discovered  and  collected  until  years  after." 

And  in  order  not  to  leave  his  good  work  half  finl^ed,  Mr.  Kahn,  la  the  fol- 
lowing words,  completely  exposes  a  certain  widespread  fallacy  to  the  effect 
that  the  higher  income  surtaxes  and  the  excess-profits  tax  favor  the  pocMr  man 
1>y  taxing  his  rich  neighbor : 

"  By  taking  a  little  though  a  mllMoDaire  may  te^ay  pay  less  tax  than  the 
man  who  earns  $5,000  or  $10,000  a  year  by  the  sweat  of  his  brow.  So  I  say  the 
country  can  not  prosper,  it  can  scarcely  live,  under  such  conditions.    •    *    • 

**  Even  those  of  us  who  might  like  to  see  the  rich  pay  all  the  taxes  must  admit 
that  the  present  system  does  not  achieve  their  ends.  Let  no  one  d^nde  himself 
with  the  notion  that  because  the  present  tax  laws  appear  to  tax  large  Incomes 
the  rich  are  in  the  final  analysis  paying  the  taxes.    *    *    « 

"To  those  who  take  the  view  that  criticism  of  our  existing  surtax  schedule 
is  necessarily  the  *'  squeal "  of  a  rich  man,  I  would  point  out  that  the  rich  man, 
•considered  merely  as  such,  has  little  to  squeal  about  on  the  score  of  the  income 
tax,  for  all  he  needs  to  do  is  to  invest  his  available  capital  in  tax-exempt  securi- 
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ties — bon6s  of  States  and  their  subdivisions,  of  which  vast  amounts  are  offered 
fcKT  his  choice,  and  then  all  Income  or  excess-profit  taxation  ceases  to  trouble 
him.  By  so  doing  he  may  obtain  a  considerably  greater  yield  than  he  could 
hope  for  by  Investing  his  money  In  taxable  securities  or  in  his  business,  subject 
to  the  present  scale  of  surtaxes." 

Ko  one  will  dispute  the  validity  of  the  testimony  as  to  the  defects  discovered 
by  Secretary  Houston  and  former  Commissioner  Roper  in  the  provisions  and 
operation  of  the  excess  profits  tax  law;  all  will  accept  their. criticism  as  being 
the  evidence  of  experts.  And  equal  credence  will  for  the  same  reason  be  given 
to  Mr.  Kahn's  testimony  regarding  the  manne*  in  which  the  law  allows  the  rich 
man  to  spend  or  save  his  Income  and  profits. 

TAX-COMPLEXITY  EXPERTS. 

The  army  of  "  tax  exi)erts,"  "  income  specialists,"  **  tax-trained  accountants 
and  auditors,**  etc.,  which  during  the  last  few  years  have  Invaded  this  country 
from  coast  to  coast,  are  the  legitimate  offspring  of  the  complexities,  am- 
biguities, and  actual  contradictions  of  the  provisions  of  the  excess  profits  and 
income  tax  laws,  and  of  the  rulings,  interpretations,  and  regulations  adminis- 
tratively provided  for  the  enforcrjment  of  the  said  laws. 

The  fees  charged  by  these  tax-complexity  experts  are  by  no  means  modest. 
Were  the  provisions  of  the  tax  laws  simple  and  understandable,  this  new  pro- 
fession would  not  be  so  p(^ular  as  a  vocation.  Therefore,  as  a  direct  result 
of  the  law's  complexity,  taxpayers  are  forced  to  pay  these  tax-complexity  ex- 
perts substantial  sums  which  are  in  the  nature  of  tax  ^surcharges  but  which 
never  reach  the  Treasury  vaults. 

The  spokesman  for  the  Secretary  of  the  Treasury  told  the  Ways  and  Means 
Committee  on  December  14,  that — 

•*  The  turnover  in  our  high-grade  tax  experts  is  enormous.  It  amounts  to 
over  a  hundred  per  cent  a  year.  *  •  *  Men  come  in,  become  expert,  and 
leave  for  private  fields,  \^'here  they  nuike  much  more  money." 

On  January  18  he  Is  quoted  a^  .aaving  stated  In  effect  to  a  group  of  bankers 
and  merchants  at  Cleveland  that  the  taxes  must  be  simplified  or  better  salaries 
paid  to  the  Government  tax  experts  in  order  to  prevent  their  quitting  the 
service  and  disrupting  the  tax  administration.  Secretary  Houston  told  the 
Senate  Finance  Committee  on  December  27  that  tax  experts  earning  annually 
$5,000  salaries  in  the  Bureau  of  Internal  Revenue  were  bid  away  by  taxpayers 
at  higher  salaries,  in  some  cases  as  high  as  $100,000. 

Viewed  practically,  all  these  complications  and  the  sinful  loss  of  time 
and  money  by  tax  collectors  and  taxpayers  seem  unnecessary.  Had  simple, 
imderstandable  laws  been  enacted  In  the  first  place,  the  taxpayers  would  not 
now  be  forced  to  pay  surtaxes  into  the  pockets  of  these  tax-complexity  experts 
and  the  tax  administrators  would  now  find  their  personnel  satisfied  as  to 
compensation,  and  sufficient  in  number  to  keep  their  assessment,  collection,  and 
audit  work  up  to  date. 

As  it  is,  the  audit  of  returns  is  from  two  to  three  years  in  arrears,  and  be- 
tween one  and  two  billion  dollars,  representing  accrued  taxes,  remain  un- 
collected. What  portion  of  this  money  will  never  be  collected?  Can  anyone 
doubt  that  a  substantial  portion  of  tlus  total  is  due  by  concerns  that  have 
either  already  gone  out  of  business  or  will  do  so  before  collection  day — follow- 
ing the  long-deferred  audits- -<'oroes  around?  Ih  what  frame  of  mind  will  this 
leave  the  men  who  have  paid  their  taxes? 

Unquestionably  there  has  been  too  much  striving,  in  theory,  after  absolutely 
equal  Justice  to  each  and  all;  too  much  show  of  intellectual  dexterity  as  the 
cardinal  virtue  in  lawmaking ;  too  much  interweaving  and  thread  tying;  and 
also  too  little  regard  for  the  familiar  advice  of  Adam  Smith  that  '*  the  certainty 
€ft  What  each  individual  ought  to  pay  is  in  taxation  of  so  great  importance  that 
a  very  considerable  degree  of  inequality  is  not  near  so  great  an  evil  as  a  small 
degree  of  uncertainty.** 

UNPTBD  STATES  BALBS  TAXES. 

Those  who  have  read  objections  by  opponents  to  the  introduction  here  of  a 
flat  1  per  cent  tax  rate  on  all  sales  (such  as  has  been  in  successful  (^)eration  in 
the  Philippines  for  ov^  16  years)  would  naturally  suppose  that  sales  taxes  are 
unknown  in  Uiis  country.  They  are,  however,  very  much  mistaken.  The  exist- 
ing internal  revenue  law  of  this  couatnr  iiBposes  exjdse  or  luxury  or  consump- 
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tion  taxes,  as  they  are  variously  called,  on  the  sale  of  a  long  list  of  arttdes 
begiuninK  with  ice-creani  sodas,  continuing  with  car|)ets  and  umbrellas,  and  end- 
ing with  neckties  and  pajamas.  The  tax  rates  range  in  amount  anywhere  from 
8  per  cent  ad  valorem  up.  In  addition,  there  is  a  widely  assorted  list  of  S9)ecific 
rates  which  no  storekeeper  would  ever  live  long  enough  to  memorize.  These 
taxes  are  frankly  discriminatory.  Certain  articles  are  taxed  at,  say,  10  per 
cent  or  at  other  high  rates,  while  other  articles  not  identical  but  similar  enough 
to  be  competitive  are  taxed  at  lower  rates  or  are  not  taxed  at  all.  These  vari- 
ous taxes  were  evidently  impose:!  in  a  hit  or-miss  sort  of  way,  as  no  consistent 
theory  in  their  application  is  discernible. 

A  former  counsel  for  the  collector  of  internal  revenue  in  New  York  City  said 
recently  in  the  course  of  an  address  before  the  bankers'  association  at  the 
University  of  Iowa: 

"Aside  from  the  practical  difficulties  of  administration  which  loom  large  in 
my  mind,  because  I  have  had  some  experience  with  them,  the  existing  and 
proposed  sales  taxes  on  the  articles  enumerated  are  monstrously  unequal  and 
inequitable." 

If  the  intention  of  the  framers  of  the  regulations  for  enforcing  payment  of 
these  taxes  had  been  not  to  allow  the  taxpayer  to  forget  them,  they  certainly 
succeeded  admirably,  because  the  reminders  are  ubiquitous  and  omnipresent. 
On  a  sultry  afternoon  a  business  man  before  going  home  takes  a  cooling  drink 
at  a  soda  fountain,  and  a  little  machine  passes  out  a  slip  with  "  Tax  1  cent " 
on  it.  He  takes  his  wife  to  the  movies  and  purchases  the  r  tickets  according  to 
the  "  tax  included  "  sign  above  the  teller's  window.  They  stop  at  the  drag 
store  on  their  way  home  and  the  druggist  attaches  a  "  tax  paid  "  stamp  to  their 
purchase.  When  they  get  home  the  wife  reads  the  advert  semen ts  in  the  eve- 
ning paper  and  finds  a  bargain.  She  reads  it  aloud,  "  Beaded  bags,  greatly  re^ 
duced,  $11.96,  tax  additional." 

The  writer  saw  a  notice  on  Tenth  Street,  in  Washington,  in  front  of  an  old- 
style  house,  stating  that  a  large  collection  of  articles  formerly  belonging  to  a 
Civil  War  President  were  on  exhibition.  Beside  it  was  the  following  sign: 
"Admittance  27  cents,  war  tax  3  cents,  total  30  cents."  And  in  the  same  neigh- 
borhood was  a  milliner's  show  window  where,  amidst  a  garden  of  hats  and 
shirt  waists,  a  card  informed  the  passers-by,  "Miss  Soand-So,  income-tax 
expert," 

It  is  some  of  these  arbitrary,  discriminatory,  consumption,  or  sales  taxes  on 
certain  goods  that  the  Secretary  of  the  Treasury  asks,  In  his  last  report,  that 
Congress  repeal  on  the  ground  that  they  are  "  ill  defined,  uncertain,  vexatious, 
and  widely  evaded,"  and  that  "  such  evasion  can  not  be  stopped "  without 
inctirring  expenses  greater  than  the  tax  collections  would  justify. 

Unfortunately,  the  Secretary  advises  simultaneously  the  imposition  of  other 
discriminatory  taxes,  also  at  stiff  rates,  on  such  necessities  as  sugar  and  tea. 
It  is  not  to  be  expected  that  a  dealer  in  tea  and  sugar  will  go  on  good-naturedly 
paying  a  high  tax  on  his  goods  while  his  neighbor  and  competitor,  say.  In  coffee 
and  molasses,  across  the  the  street,  pays  no  tax  at  all.  It  will  not  work. 
It  might  work  If  his  store,  and  thousands  of  others  like  his,  could  be  put  in 
charge  of  gangers,  watchmen,  and  inspectors,  as  distilleries  and  tobacco  fac- 
tories are,  and  no  nontax-paid  sugar  or  tea  or  other  goods  be  allowed  to  leave 
the  premises.  But  that  is,  of  course,  impossible.  It  would  cost  more  than  the 
taxes  collectetl  would  amount  to. 

Now,  if  the  sales  tax  applied  uniformly  to  all  goods,  wares,  and  merchandise 
sold  by  all  merchants  or  manufacturers,  then  the  tax  rate  could  be  made  so 
low  that  there  wouM  be  little  temptation  to  defraud  the  revenues.  At"  least 
thnt  has  been  the  experience  with  the  Philippines  sales  tax  law  during  the 
last  16  years,  where  there  are  no  discriminatory  taxes  on  sales,  where  all  pay 
cheerfully,  and  where  attempts  at  fraud  are  a  rarity. 

But  so  long  as  there  are  discriminatory  sales  taxes  on  general  commodities 
and  at  high  rates,  imposed  In  this  country,  just  so  long  will  the  Secretary  of 
the  Treasury  be  periodically  requesting  Congress  to  repeal  certa'n  sales  taxes 
on  the  ground  that  they  are  "  Ill-defined,  uncertain,  vexatious,  and  widely 
evaded."  and  that  "  such  evasion  can  not  be  stopped." 

Thousands  of  newspaper  columns  are  at  this  writing  being  filled  with  adv!ce 
to  taxpayers  of  all  kinds.  Many  of  these  items  are  quite  amus'ng.  One  such 
is  quoted  below.  A  dealer  in  automobile  parts  had  asked  the  National  Auto- 
mobile Association  to  enlighten  him  as  to  the  proper  assessment,  for  tax  pur- 
poses, of  his  sales.    Part  of  the  advice  given  him  reads  as  follows: 
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**  There  is  no  criminality,  however,  In  overcollecting  the  tax,  provided  it  is 
based  on  average  figures  and  provided  further  that  all  of  the  tax  collected  is 
returned.  The  net  result  is  that  you  average  these  taxes  at  your  peril  and  if 
your  ratio  changes  so  that  the  Government  does  not  receive  the  full  tax  you 
will  be  held  for  it,  while  if  you  overcollect  it  the  Government  will  take  it  all." 

At  a  hearing  before  the  Ways  and  Means  Committee  the  spokesman  for  the 
Secretary  of  the  Treasury  said,  '*  We  are  having  a  perfectly  enormous  amount 
of  evasion  in  the  collection  of  the  sales  taxes  now  in  effect."  And  later  he 
stated  that  the  introduction  in  this  country  of  a  sales  tax  similar  to  that  in 
tl:e  Philippines  would  involve  extending  the  administrative  machinery  to 
mil  lions  of  additional  taxpayers  and  would  break  it  down.  Evidently  the 
Secretary*s  representative  knows  a  lot  about  his  own  law  and  very  little  about 
that  of  the  Philippines. 

OTHER   UNITED  STATES   LAWS   IMPOSING  TAXES   ON    SALES   AND   PERSONAL  PROPERTY. 

It  is  amusing  to  read  the  indignant  remarks  of  the  opponents  to  the  intro- 
duction here  of  a  1  per  cent  per  turnover  sales  tax  and  of  Its  iniquitous, 
cumulative  effects — opponents  who  nevertheless  nimbly  recommend  the  con- 
tinuance here  of  their  own  high  rate  sales  tax  law  described  above.  This 
they  propose  to  do  by  simply  switching  the  incidence  of  the  taxes  from  com- 
modities which  have  heretofore  evaded  them  to  a  new  line  of  commodities 
which  promise  to  prove  equally  fickle. 

But  the  most  inexplicable  oversight  on  the  part  of  the  opponents  of  the  sales 
tax  principle  is  their  failure,  so  far,  to  recognize  the  fact  that  both  the  Federal 
and  local  revenues  of  this  country  have  in  the  past  been  derived  mainly  from 
indirect  consumption  taxes  paid  on  everyday  commodities  sold  in  this  country. 
This  was  especially  true  up  to  the  year  1914  when  customs  duties  and  Internal 
revenues  supplied  about  90  per  cent  of  the  Federal  Government's  needs.  Due 
to  prohibition  and  the  enactment  of  large  war  taxes  the  proportion  of  these 
taxes  to  the  total  is  less  than  it  was.    But  it  is  still  important. 

Customs  duties  collected  on  imports  from  abroad  are  on  an  average  at  very 
high  tax  rates  when  compared  with  the  1  per  cent  rate  of  the  proposed  sales 
tax.  It  is  true  that  the  sales  tax  normally  accumulates  from  two  to  four 
tim€»«  on  its  way  to  the  ultimate  consumer,  but  even  then  the  increase  in  price 
to  the  ultimate  cnmsumer  will  normally  range  between  2i  and  3i  per  cent. 
That  is,  after  the  manufacturer,  wholesaler,  and  retailer  have  all  added  their 
profits  on  the  original  price  of  the  goods  plus  their  profits  on  the  profits  of 
the  merchant  or  merchants  who  handled  the  goods  before  them.  Even  then 
the  ultimate  consumer  will,  because  of  the  1  per  cent  sales  tax,  only  pay  the 
retailer  from  whom  he  buys  from  2^  to  3^  per  cent  more  than  he  would  if 
the  sales  tax  was  abolished. 

Now  compare  this  with  the  <luty  paid  by  the  importer  at  the  customs  house, 
say  15  per  cent,  although  the  Import  duties  on  many  articles  are  as  a  rule  very 
much  higher.  This  15  i>er  cent  the  importer  adds  to  the  cost  of  the  goods,  and 
on  the  total  thus  obtained  he  estimates  and  adds  his  percentage  of  profit 
The  wholesaler  and  retailer  of  these  Imported  goods  each  do  likewise,  and 
when  the  consumer  finally  takes  the  goods  he  pays,  together  with  the  original 
price  when  landed  in  the  United  States,  three  profits  on  the  original  price,  by 
Importer,  wholesaler,  and  retailer,  respectively.  He  also  pays  the  original  15 
per  cent  customs  duties,  which  go  into  the  Treasury  vaults,  antl  in  addition 
pays  three  profits  on  the  original  duties,  which  are  in  the  nature  of  surtaxes 
but  which  remain  in  the  pockets  of  the  importer,  wholesaler,  and  retailer, 
respectively. 

So  far  as  the  Government  is  concerned,  it  nmst  be  satisfied  with  the  original 
15  per  cent  duties  paid  at  the  port  of  entry.  Tliere  are  no  further  turnover 
customs  duties  to  go  to  the  Government.  But  this  15  per  cent  means  several 
times  as  much  as  a  sales  tax  with  three  or  four  turnovers  at  a  1  per  cent  tax 
per  turnover. 

So  far  as  the  ultimate  con.<?umer  is  concerned,  the  manner  of  the  accunmla- 
tioii  on  the  original  duty  would  follow  the  same  course  as  do  the  various  turn- 
overs on  the  original  sales  tax  such  as  exists  in  the  Philippines.  But  due  to 
the  fact  that  the  customs  duty  paid  is  greater  than  the  1  per  cent  rate  of  the 
sales  tax  the  amount  finally  accumulated  is  correspondingly  increased. 

As  regards  the  internal-revenue  taxes  on  tobacco  products,  beverages,  etc., 
the  same  procedure  follows  as  is  described  above  in  the  case  of  imports.  The 
original  tax  rates  are  much  higher  than  the  1  per  cent  sales  tax  rate  and  accu- 
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mulate  much  more  heavily.  The  manufacturer  of  tobacco  products,  etc.,  pays 
the  original  high  internal-revenue  tax  just  as  the  importer  pays  the  original 
high  customs  duty.  After  that  the  procedure  through  the  dealers  to  the  ulti- 
mate consumer  is  the  same  in  both  cases. 

In  this  country  most  States,  counties,  and  cities  impose  flat  ad  valorem  tuxes, 
usually  1  per  cent  or  more,  on  personal  property.  These  taxes  are  collected 
periodically  on  the  assessed  value  of  all  personal  property,  including  stocks  of 
goods  on  wholesalers*  and  retailers'  shelves  and  in  their  warehouses.  The  tax 
is  assessed  on  the  value  of  tl^e  same  articles  as  is  the  sales  tax;  i.  e.,  goods, 
wares,  and  merchandise.  It  is  collected  by  the  same  man ;  l.  e.,  the  storekeeper. 
It  is  finally  paid  by  the  same  man ;  i.  e.,  the  ultimate  consumer.  It  is  imposed 
at  approximately  the  same  rate ;  I.  e.,  1  per  cent.  All  of  which  would  seem  to 
prove  that  the  personal-property  tax  on  goods,  wares,  and  merchandise  in  this 
country,  and  the  much-disputed  sales  tax  in  the  Philippines  are  laws  which  are 
well-nigh  identical  in  amount,  manner  of  assessment  and  collection,  and  final 
incidence. 

But  there  is  a  vital  diiTerence  between  the  two  systems :  The  sales  tax  In  the 
Philippines  accrues  on  goods  which  have  left  the  merchant's  shelves;  that  Is, 
when  he  has  sold  them  and  is  therefore  best  able  to  pay  the  taxes  on  them. 
The  personal-property  tax  in  this  country  accrues,  periodically,  on  the  goods 
which  remain  on  the  merchant's  shelves,  and  if  they  remain  unsold  a  sufficient 
length  of  time  the  next  assessment  period  rolls  around  and  the  merchant  pays  a 
second  tax  on  the  same  goods. 

The  opponents  to  the  sales  tax  have  asserted  that  its  introduction  here  would 
disrupt  business  and  produce  a  diversity  of  dire  calamities.  If  such  a  result  is 
inevitable  because  of  a  tax  law  which  makes  it  easy  for  the  merchant  to  pay  his 
taxes  by  collecting  them  when  he  is  flush,  what  then  should  logically  have  been 
happening  to  business  In  this  country  during  the  past  years  under  a  law,  such 
as  the  American  personal-property  tax,  which  forces  the  merchant  to  pay  his 
taxes  on  unsold  goods  when  his  shelves  are  full  and  his  cash  till  probably 
empty? 

Yet  notwithstanding  these  object  lessons  at  home  an  unreasoning  fear  against 
sales  taxes  seems  to  persist  In  the  minds  of  many  In  this  country.  Nearly  a 
year  ago  the  Secretary  of  the  Treasury  wrote  a  letter  to  Chairman  Fordney  of 
the  Ways  and  Means  Committee  informing  him  that  there  are  "grave  objec- 
tions "  to  a  "  sales  tax  which  I  understand  your  committee  Is  considering." 

ATTEMPTS   TO   REHABILITATE   THE    PRESENT   LAWS. 

The  Secretary  of  the  Treasury  recommended  to  Congress  the  regrading  of 
rates  and  a  general  revamping  of  the  present  tax  laws.  The  main  trouble 
appeared  to  be  the  very  natural  tendency  of  the  wealthy  to  invest  their  in- 
comes and  profits  in  tax-exempt  securities. 

Congressman  McFadden,  as  a  remedy  to  this  oversiglit  on  the  part  of  the 
original  framers  of  the  tax  laws,  proposed  an  amendment  to  the  United  States 
Constitution  making  all  such  securities  subject  to  Federal  taxation.  This 
remedy,  however,  involved  such  a  long  wait  while  the  various  States  acted, 
that  the  patient  would  probably  not  survive  the  delay.  Nothing  more  has  been 
heard  of  the  proposed  amendment 

In  order  to  supplement  the  falling  revenues,  Representative  Treadway  pro- 
posed a  tax  of  one-fourth  of  1  per  cent  on  bank  deposits,  which  he  believed 
would  produce  $1,000,000,000  annually.  Nothing  further  has  been  made  public 
as  to  the  fate  of  this  bill.  Possibly  it  will  be  decided  that  this  proposed 
remedy,  economically  considered,  Is  worse  than  the  disease  It  Is  intended  to 

cure. 

Other  remedial  legislation  was  suggested  and  dropped.  Congress  seemed  un- 
willing to  merely  revamp  a  number  of  discredited  laws  and  send  them  again  to 
sea  In  a  patched-up  condition.  Treasury  ofiiclals  had  made  no  secret  of  the 
fact  that  for  a  long  time  the  tax  machinery  had  been  gradually  slipping.  Now, 
evidently,  it  had  finally  slipped! 

At  this  stage  the  chairman  of  the  Senate  Finance  Committee  issued  a  warn- 
ing and  a  call  to  duty  to  the  American  people  in  the  following  words : 

"  We  are  facing  the  biggest  problem  ever  faced  by  any  country.  It  is  goinfi: 
to  tax  the  Ingenuity  of  experts,  and  it  requires  the  help  of  legislators,  the  Gov- 
ernment, and  the  business  community  to  equip  America  with  proper  revenues." 


»• 
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SALES  TAX  INDORSED  IN  THE  HOUSE  OF  ITS  ENEMIES. 

Mr.  Alfred  Reeves,  general  manager  of  the  National  Automobile  Chamber  of 
Commerce,  surprised  the  antisales  tax  proceedings  of  the  National  Industrial 
Tax  Conference  in  New  York  City  by  stating  that — 

"  No  person  and  no  Government  has  a  right  to  so  pile  taxes  on  any  one  indus- 
try as  to  jeopardize  its  very  existence.  ♦  *  *  \Ve  hear  occasionally  that  it 
would  be  difficult  to  impose  a  sales  tax.  It  is  worth  noting  that  a  sales  tax 
has  been  Imposed  on  the  automobile  industry  for  the  past  two  years,  and  there 
has  been  no  difficulty  about  collecting  it.  Before  there  is  any  doubling  up  on 
the  taxes  on  the  industries  now  paying  a  sales  tax  it  has  occurred  to  our  people 
that  it  might  be  well  to  have  some  other  industries  joint  with  us." 

WAS  ON  SALES  TAX. 

On  February  18  a  news  item  from  Chicago  reading  as  follows  was  widely 
published : 

"  Chicago,  February  11, 

"Urges  war  on  sales  tax — Revenue  offUHal  tells  business  to  unite  against  pro- 
posed levy. — ^Business  men  were  urged  to  unite  in  opposition  to  the  proposed 
sales  tax  by  Dr.  Thomas  S.  Adams,  chairman  of  the  advisory  board,  Bun-uu  '>f 
Internal  Revenue,  and  special  adviser  to  the  Ujiited  States  Treasury  Depart- 
ment In  an  address  to-night. 

"  *  It  is  time  that  the  business  man,  the  consumer,  and  all  those  who  desire 
economy  in  public  expenditures  should  arouse  themselves  to  the  menace  in  the 
propaganda  now  being  conducted  in  behalf  of  the  sales  or  turnover  tax,'  Dr. 
Adams  said." 

SomQ  days  earlier  Dr.  Adams  stated  at  a  taxation  discussion  at  the  National 
Republican  Club,  In  New  York  City,  that  he  felt  iH  ji  **  llfelouc;  Uepublican  " 
he  had  the  right  to  protest  against  the  support  given  by  a  si!>"ii  faction  of 
the  Republican  Party  to  the  sales  tax,  the  effects  of  which  would  be: 

"To  bring  about  great  combinations  and  make  terrific  pciical  problems. 
Such  taxation  in  its  results  does  tend  to  separate  the  classes  md  it  is  going 
to  be  increasingly  difficult  In  the  coming  years  to  prevent  clasj?  warfare." 

Editorially,  the  New  York  Times  refers  to  these  and  <iuiilar  unnecessary 
alarms  under  the  title,  "  Sales  tax  ghosts." 

INTEREST  IN  AND  INDOBSEBIENT  OF  THE  SAUHo   TAX. 

The  Review  of  Reviews  (February)  soys: 

"The  country  which  we  can  study  Tvith  the  greatest  profit  and  from  which 
we  can  most  easily  obtain  Information  is  the  Philippine  Archipelago,  where  a 
sales  tax  has  been  in  operation  continuously  since  1905." 

The  sales  tax  has  been  publicly  indorsed  by  a  number  of  chambers  of  6oiA- 
merce,  industrial  and  commercial  associations,  and  by  many  prominent  men. 
including  Mr.  Edison. 

The  Government  of  the  PhllippI  e  Islands  has  Informed  the  Secretary  of 
the  Treasury  in  Washington  that  iiie  sales  tax  law  over  there  has  during  the 
last  16  years  proved  to  be  the  riost  productive,  accurate,  satisfactory,  and 
equitable  tax  they  have;  that  ith  i.  J  ministration  was  not  expensive  and  that 
it  produced  no  public  complaint. 

Mr.  Martin  R.  Bourne,  vice  president  of  the  Manila  Trading  &  Supply  Co., 
with  offices  In  the  Philippines  and  New  York  City,  says  in  a  statement  printed 
and  circulated  by  the  Business  Men's  National  Tax  Committee  of  New  York 
City: 

*•  I  am  very  glad  to  give  testimony  in  favor  of  the  sales  tax  as  the  simplest 
and  most  efficient  form  of  business  tax.  *  *  *  I  know  that  I  express  the 
unanimous  sentiment  of  both  citizens  and  officials  In  the  Philippines.  My 
enthusiasm  is  theirs.  •  *  *  Possibly  its  greatest  single  advantage  from 
the  merchant's  viewpoint  is  its  certainty  and  simplicity.  It  involves  no  guess- 
work. He  does  not  have  to  figure  in  graduated  percentages  to  know  what  amount 
of  price-loading  is  necessary  to  cover  the  tax.  He  does  not  have  to  wait  a  year 
to  know  the  amount  of  his  tax.  At  the  close  of  every  business  day  we  know  our 
tax  for  the  day's  business.  We  pay  it  quarterly.  We  also  feel  that  we  are  mere 
collectors.    The  tax  is  a  recognized  cost  item  which  is  figured  in  the  selling 
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price.  *  ♦  ♦  The  tax  is  tremendously  popuhir  with  all,  and  so  far  as  I  luivt* 
ever  heard  has  never  been  criticized  either  by  the  merchant  or  the  consumer. 
The  Philippine  Government  has  foi^d  it  a  great  success,  both  in  the  revenue  i>ro- 
duced  and  also  in  its  effective  collection.  One  never  hears  of  uuy  effort  at  evu- 
sion.  In  a  sense,  it  both  collects  and  pays  itself.  No  one  feels  that  the  Govern- 
ment is  taking  anything  from  him.  He  Is  simply  collect. ng  for  the  Government. 
If  he  failed  to  account  and  pay  over  the  tax,  it  would  seem  more  like  theft  than 
ordinary  tax  avoidance.  Unlike  profits  taxes  in  the  United  States  the  Philip- 
pine sales  tax  makes  for  conservation  and  certainty  in  figuring  profits  and 
selling  prices  and  leaves  nothing  to  the  future  to  embarrass  credits  a:id  endanger 
solvency.  *  ♦  ♦  We  will  gladly  share  with  you  the  benefits  of  wise  revenue 
legislation  in  the  form  of  the  sales  tax  which  we  have  received  from  wise  Ameri- 
can administrators.    This  is  the  only  tax  which  should  rest  directly  on  bus  ness.*' 

That  tax  collectors  and  taxpayers  should  share  each  other's  enthusiasm 
over  a  tax  law  which  also  produces  ample  revenue,  seems  too  good  to  be  true. 
How  different  from  the  situation  in  this  country,  where  tax  collectors  and 
taxpayers  abuse  the  tax  law  all  day  and  then  take  turns  sitting  up  at  night 
and  denouncing  it  further.  And  now  it  is  about  to  lose  even  its  right  to  be 
called  a  revenue  producer  because  it  threatens  to  stop  producing. 

In  a  report  to  the  Republican  National  Committee  the  Hon.  Ogden  L.  Mills, 
chairman  of  the  advisory  committee  on  platform  and  policies,  refers  to  the 
Philippine  sales  tax  as  being  "  in  successful  operation  "  and  recomm^ds : 

"  Other  things  being  equal,  it  would  be  desirable  in  this  country  to  test,  by 
actual  practice,  side  by  side,  the  comparative  virtues  of  the  sales  tax  and 
the  Income  tax.  ♦  ♦  ♦  It  would  be,  if  not  easy  and  simple  of  operation, 
at  least  more  simple  and  certain  than  the  income  and  profits  tax." 

Mr.  Mills*8  recommendation  is  most  practical ;  there  is  nothing  the  advocates 
of  the  sales-tax  principle  would  welcome  more  than  a  thorough  investigation 
of  the  merits  of  the  Philippine  sales  tax  through  a  practical  test  such  as  Mr. 
Mills  recommends.  This  would  settle  for  all  time  the  much  debated  question 
as  to  the  applicabiUty  of  the  sales-tax  system  to  the  commercial  and  industrial 
conditions  obtaining  in  this  country. 

Mr.  Mills's  comparison  of  the  Philippine  sales  tax  and  the  income  tax  of  this 
country  is  also  most  logical.  There  is  a  strong  resemblance  between  the 
incidence  of  the  two  taxes.  The  sales  tax  also  comes  out  of  the  ultimate 
consumers*  income.  The  main  difference  is  that  here  the  tax  falls  on  the  net 
income  and  in  the  Philippines  on  the  gross  income. 

In  this  country  the  taxpayer  in  order  to  arrive  at  his  taxable  income  Is  al- 
lowed to  make  deductions  such  as  the  salary  due  by  a  farmer  to  a  woman 
worker  while  milking  cows  but  not  while  the  same  woman  was  doing  house- 
work, etc.  There  is  a  large  assortment  of  ingenious  administrative  provisions 
of  this  type  which  really  amount  to  law-making  by  tax  officials.  One  income 
taxpayer  complains  that  he  is  obliged  to  make  86  reports  to  Federal  and  State 
collectors  of  income  taxes,  and  that  recent  laws  will  add  23  more. 

In  the  Philippines  each  taxpayer  grades  his  own  income  tax  w-hen  he  buys 
things  to  eat  and  wear.  He  Increases  or  decreases  his  tax  at  will  (within  rea- 
sonable limits)  and  has  no  reports  whatever  to  make.  The  amount  of  his  in- 
come (or  sales)  tax  varies  in  amount  according  to  his  ability  and  willingness  to 
pay.  He  pays  it  as  he  goes  along  and  does  not  feel  its  effects.  Whereas  in  this 
country  to-day  (especially  since  the  commercial  depression  began),  there  are 
hundreds  of  thousands  of  taxpayers  who  now,  when  their  salaries  and  incomes 
have  been  reduced,  are  called  on  to  pay  taxes  on  the  much  higher  salaries  or 
Incomes  they  enjoyed  last  year  when  the  taxes  accrued  but  were  not  paid. 

THE   PHILIPPINES    SALES    TAX. 

The  writer  of  this  monograph  was  asked  over  16  years  ago  by  Governor  Gen- 
eral Taft  and  Secretary  of  Finance  and  Justice  Ide,  of  the  Philippines,  to  sub- 
mit a  draft  of  a  tax  on  general  business  In  the  islands.  This  was  done  and  sent 
to  the  Philippine  Commission  for  legislative  action  with  a  letter  of  transmittal 
from  which  the  following  excerpt  is  taken : 

*•  The  system  of  taxation  proposed  in  the  inclosed  draft  may  be  descril)ed  as 
an  indirect  tax  on  certain  personal  property  collected  at  the  time  of  change  of 
ownership.  ♦  *  ♦  Whether  or  not  there  is  any  absolutely  certain,  complete, 
and  equitable  method  devisable  for  the  assessment  of  personal  property  will 


$ALES  TAX — ^PBOPOKENTS.  119 

probably  forever  remain  an  unaolred  problem.  I  submit  the  Inclosed  draft 
of  law  because  I  believe  it  will  eliminate  most  of  the  objectionable  features 
of  the  existing  law,  establish  a  more  uniform  rule  of  taxation,  and  will  put 
merchants  and  manufacturers  on  an  even  footing  In  so  far  as  such  equal  rights 
and  opportunities  can  be  secured  by  legislative  enactment." 

Tax  provisions, — The  Philippine  law  as  finally  enacted  provided  a  tax  of  1 
per  cent  on  every  tuniover  of  goods,  wares,  or  merchandise,  whether  by  manu- 
facturer, wholesaler,  or  retailer,  which  accrued  at  the  time  of  change  of 
ownership  of  the  goods,  and  whether  the  sale  was  made  on  a  cash,  credit,  or 
installment  basis.  Farmers,  small  booth  keepers,  peddlers,  and  others  subject 
to  license  taxes,  were  exempted.  Services,  real  estate,  and  capital  stock  sales 
were  not  included,  some  of  these  being  considered  properly  exempt  and  others  as 
taxed  in  other  ways.  Transfers  of  stock,  bonds,  etc.,  were  variously  reached  in 
the  documentary  tax  schedules,  and  brokers,  etc.,  were  subject  to  specific  license 
taxes.  The  sales  tax  was  made  exclusively  applicable  to  goods,  wares,  and 
merchandise  which  changed  ownership  within  the  Philippine  Islands. 

Assessment  and  coUeciion. — Each  merchant  and  manufacturer  was  registered 
each  year  *and  was  furnished  a  license  form  with  four  columns  and  foar  cou- 
pons, one  of  each  for  each  quarter.  At  the  end  of  each  quarter  he  totaled  up 
his  sales  in  a  book  which,  even  before  the  tax  was  imposed,  he  kept  for  that 
puri)ose.  The  only  additional  work  which  the  sales  tax  law  imposed  on  him 
was  to  make  him  'move  the  decimal  point  in  his  total  sales  two  columns  to  the 
left — at  a  1  per  cent  rate — tear  from  his  license  the  coupon  for  the  proper 
quarter,  enter  thereon  the  tax  due,  send  it  with  the  necessary  funds  to  the 
local  tax  collector,  get  the  serially  numbered  stamps  and  glue  them  to  the 
license  on  the  wall  of  his  store  in  the  column  for  the  quarter  just  expired.  'Sir 
receipts  were  ever  issued  for  tax  payments — ^the  serial  numbers  on  the  stamps 
spoke  for  themselves  and  were  sufficient  to  identify  the  individual  payments. 
All  that  the  merchant  or  manufacturer  had  to  see  to  was  that  he  did  not  lose 
the  license  form  with  the  attached  stamps. 

Simplicity  of  provisions. — ^The  provisions  of  law  Just  recited  are  about  all 
that  are  essential  in  the  Phllipp;rie  sales  tax.  They  all  relate  to  fundamental 
facts  which  hold  good  in  all  parts  of  the  world  where  goods,  wares,  or  mer- 
chandise change  hands.  Canada,  Mexico,  and  France  have  successful  sales- 
tax  laws  with  provisions  equally  simple  and  understandable.  Why  would  not 
such  a  tax  law  work  here?  The  answer  is  that  a  uniform  tax  law  with  simple, 
understandable  provisions  would  wor&  here,  just  as  such  laws  are  successfully 
functioning  in  the  countries  I  have  enumerated. 

TAXATION  OP  SELF-CONTAINED  INDUSTRIES. 

Opponents  of' the  sales-tax  principle  have  insisted  that  it  would  be  inappli- 
cable to  this  country  because  of  the  existence  here  of  large  self-contained  indus- 
trial manufacturing  concerns,  which  assumedly  would  pay  the  sales  tax  only 
once,  whereas  their  functioning  from  raw  material  to  finished  product  involves 
several  distinct  processes.  The  argument  lies  In  the  claim  that  the  small 
manufacturer  would  have  to  pay  the  sales  tax  several  times  to  turn  out  the 
same  finished  products,  namely,  an  additional  tax  for  each  change  in  form  of 
the  article  manufactured. 

The  answer  to  this  objection  is  quite  easy:  Ck>llect  the  tax  from  the  large 
integrated  concern  as  many  times  as  there  are  processes  between  the  raw 
material  and  the  finished  product.  Whether  or  not  this  would  be  a  throw-back 
on  the  economic  history  of  civilization  during  several  generations,  whether  or 
not  this  would  be  an  attempt,  in  a  tax  law,  to  penalize  efficiency,  are  questions 
for  the  lawmakers  to  decide  on  grounds  of  public  policy. 

Modern  machinery  and  methods  began  over  200  years  ago  to  furnish  more 
j^oods,  better  goods,  and  cheaper  goods  to  consumers  the  world  over.  Surely  any 
attempt  at  this  time,  by  means  of  a  few  1  per  cent  taxes,  to  force  a  resumption 
of  the  crude,  expensive  methods  of  yesterday  would  prove  but  a  silly  gesture.' 

1  Further  information  regardiDg  the  Pblllpplneci  sales  tax  will  be  found  in  tbe  Report 
of  the  PblUpplne  Commisflion  to  tbe  Secretary  of  War  for  1005.  Also  in  an  article  pre- 
pared by  tbe  writer  hereof,  entitled  "  Internal  Taxation  In  tbe  Pbllipplne  Islands,*'  and 
pnbliabed  by  tbe  .Tobns  Hopkins  Press  in  January,  1907. 
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Mr.  HoRD.  I  should  like  to  simply  read  the  closing  paragraphs  to 
show  what  the  summary  is.  You  will  find  in  here  ihave  taken  up 
several  of  the  problems  asked  this  morning  and  I  will  not  take  up 
your  time  with  those  details.     [Reading :] 

BECOMMBNBATIONS. 

Investi^tious  made  by  Prof.  Irving  Fiaher,  by  Mr.  Josepb  McCoy,  actuaxy  of  tbe 
Treasury  Department,  and  others,  as  to  the  potential  annual  productivity  of  a  sales 
tax  in  this  country  at  a  1  per  cent  rate  per  turnover,  give  widely  divereent  results. 
The  amounts  ranee  all  the  way  from  under  two  billion  to  over  five  billion  dollars. 
H  an  average  of  the  varying  estimates  be  taken  the  amount  is  still  suflSbcient  to  meet 
the  extraominary  reyenue  needs  of  this  country. 

In  this  estimate  it  is  assumed  that  customs  duties  and  intenutl  excise  taxes  on  such 
old,  tried,  and  true  articles  as  tobacco  products,  etc.,  will  together  produce  one  bUlion. 
1^  would  leave  approximately  three  billion  more  to  come  from  a  sales  tax,  from  a 
reasonable  flat-rate  income  tax  and  from  all  mijior  sources,  not,  of  course^  including 
excess-profits,  income  surtaxes,  and  the  present  discriminatory  luxury  or  consumption 
taxes,  all  of  which  should  be  repealed  with  as  little  delay  as  possible. 

Taxation  has  not  yet  been  placed  in  the  category  of  exact  sciences.  Whatever 
system  is  adopted  is  bound  to  meet  with  just  criticism.  But  if  the  text  of  the  new  law 
is  free  from  complexities,  certainty  of  assessment  and  collection  will  follow,  and  the 
nearest  possible  measure  of  justice  will  be  secured  to  all  taxpayers. 

The  advocates  of  such  moaification  of  the  present  taxes  as  will  give  them  a  uew  lease 
of  life  may  be  divided  into  three  gx}ups,  thus: 

Group  i. — ^Academicians  and  omcial  tax  advisers,  experts,  etc.  This  group  repre- 
sents pride  of  authorship.  Their  mental  attitude  is  amte  understandable.  They  no 
doubt  act  in  perfect  good  faith  but  their  intellectual  dexterity  is  such  that  they  have 
succeeded  in  convincing  themselves  that  their  position  is  irrevocably  right. 

Group  2. — ^The  tax  complexity  experts.  The  monetary  attitude  of  this  group  is  also 
clear.  Thev  have  fattened  on  tiie  weaving,  interweaving,  and  thr^id-tying  dexterity 
of  those  included  in  group  1. 

Group  S» — ^The  men  of  moderate  means  who  were  led  to  believe  that  their  taxes 
would  be  shifted  to  the  shoulders  of  their  well-to-do  neighbors.  Their  position  is 
pathetic.  Their  eyes  have  been  opened  at  the  eleventh  hour  to  the  fact  that  an  exit 
marked  ''Tax-exempt  securities^''  on  the  working  plan  of  group  1,  escaped  attention 
when  the  tax  scheme  was  origmally  prepared.  The  number  in  this  group  is  &8t 
dwindling. 

Soon  they  will  all  have  passed  over  to  a  new  group  embracing  all  taxpayers  in  this 
country,  whose  ambition  will  be  to  really  pay  taxes  and  be  taxpayers  in  something 
more  than  the  name;  who  will  hold  no  lon^r  to  the  hope  of  becoming  parasites  on 
the  body  politic.  And  this  new  group  will  recognize  in  the  repeal  of  the  excess 
profits  and  income  surtaxes  and  in  the  enactment  of  a  simple,  sane,  and  j^iist  sales 
tax  law  Hie  opportunity  for  each  and  all  to  bear  their  full  snare  of  tne  national  tax 
burden — and  no  more. 

Senator  Dilunoham.  You  have  mentioned  Mr.  McCoy  of  the 
Treasury  Department  ? 

Mr.  HoBD.  Yes,  sir. 

Senator  Dhunoham.  Do  you  remember  what  his  estimate  waa 
of  the  amount  ? 

Mr.  Hoed.  One  biUion  seven  hundred  million.  Mr.  McCoy  made 
that  estimate  if  a  sales  tax  was  iinposed  on  everything  that  waa 
sold  in  this  country  similar  to  the  rhilippines;  and  he  also  stated 
to  me  at  the  same  meeting  that  they  were  collecting  a  bUlion  dollars 
on  a  sales  tax  we  have  here  on  only  67  or  58  articles,  and  on  only  one 
turnover  at  that.  I  can  hardly  oeUeve  that  his  estimate  is  right. 
It  is  probably  too  low,  because  you  can  pick  out  any  58  articles  you 
want,  and  the  balance  of  the  goods  sold  m  this  coimtry  will  certainly 

E reduce  more  money,  and  as  his  claim  stands  they  would  not  produce 
aK  as  much  again. 

I  have  so  far  limited  my  talk  to  an  explanation  of  the  Philippine 
sales  tax. 
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Of  course,  absolute  justice  is  impossible  where  all  tax  laws  are  neces- 
sarily faultj.  The  most  we  can  ao  is  to  ask  a  reduction  of  that  bur- 
den which  is  the  least  bearable  and  most  unnecessary.  But  from  what 
examination  I  have  made  here  of  the  tax  laws  of  this  country,  I  have 
come  to  the  conclusion  that  there  are  three  burdens  imposed  on  the 
taxpayers,  two  of  them  quite  unnecessary.  There  is,  first,  the  bur- 
den of  the  tax  payment  itself,  and  I  have  f oimd  in  my  experience  as 
tax  collector  in  the  Philippines  and  Porto  Rico  that  all  honest  men 
are  only  too  anxious  to  pay  tneir  tax,  and  most  taxpayers  are  honest  men ; 
they  are  anxious  to  pay  taxes,  but  they  want  to  know  what  the  liabil- 
ity IS.  The  dishonest  business  man  I  have  found  is  very  well  pleased 
with  a  s1;p.tute  that  is  complex^  which  gives  him  his  opportunity  to 
commit  fraud.  The  fact  tnat  m  this  country  there  is  over  a  billion 
dollars,  as  stated  by  Grovemment  oflBcials,  due  since  1917,  I  think, 
is  the  year,  would  snow  or  seem  to  indicate  that  the  honest  man  has 
paid  ms  income  and  excess  profits  tax,  but  due  to  the  complexity 
m  the  law  the  men  who  are  not  so  honest  and  who  made  a  confused 
report  have  not  yet  paid  them. 

1  have  asked  about  these  consumption  taxes,  and  I  could  show  by 
one  of  the  men  in  the  office  that  they  did  not  attempt  to  enforce 
them  for  over  a  year.  I  asked  that  because  in  a  hearing  before  the 
Ways  and  Means  Committee  the  question  came  up  about  the  Philip^ 
pine  sales  tax,  and  this  gentleman,  who  was  spokesman  for  the  Treas- 
ury, stated  that  they  could  not  think  of  adopting  a  sales  tax  like  the 
Pmlippine  sales  tax  because  it  would  complicate  matters  and  break 
down  the  machinery;  that  the  present  American  sales  tax  was  very 
complicated,  had  an  enormous  amount  of  evasion — ^I  remember  he 
usea  that  word  '^ evasion,''  and  I  asked  him  afterwards  why  he  had 
said  that,  whether  they  had  really  attempted  to  enforce  their  own 
sales  taxes,  and  found  out  that  they  had  not;  that  for  a  year  at  a 
time  they  had  taken  everybody  off  tne  sales  tax  and  put  them  on  the 
income  tax  because  they  were  so  far  bdiind  on  the  excess-profits  and 
income-tax  audits. 

I  hold  that  there  is  no  greater  nor  more  unmerited  punishment 
being  iniposed  on  the  honest  taxpayer  than  to  tax  him  while  letting  his 
competitor  in  the  sale  of  similar  goods  go  tax  free.  It  means  either 
his  ruination  or  the  making  a  dishonest  man  out  of  him. 

The  third  burden  that  uie  taxpayer  has  to  bear  is  a  sort  of  a  sur- 
tax which  does  not  get  into  the  Ireasury.  It  also  is  due  to  the 
complexity  of  the  present  law.  If  the  provisions  of  the  law  were 
dear,  the  taxpayer  would  understand  what  he  had  to  pay,  and  pay  it 

{'ust  as  he  does  in  the  Philippines,  where  it  is  simple,  and  would  never 
lave  to  ei^age  the  services  of  lawyers  and  tax  experts  of  different 
kinds.  There  is  an  anny  of  tax  experts  in  this  country  to-day,  and 
they  live  off  the  taxpayer;  they  collect  what  is  practically  a  surtax 
from  the  taxpayer,  wnich  he  is  obliged  to  pay  directly  because  of  the 
complexity  of  the  law,  but  which  surtax  never  reaches  the  Treasury. 
That  is  a  burden  which  should  not  be  imposed  on  him  and  which  he 
resents. 

Banker  Kahn,  of  New  York,  who  came  before  the  Ways  and  Means 
Committee  some  months  am,  and  who  stated  in  published  artrdes 
about  the  complexities  of  the  present  law,  was  very  frank.  He  said 
nothing  makes  the  taxpayer  more  resentful  and  more  anxious  to  give 
himself  any  benefit  of  the  doubt— he  was  talking  about  excess  profits 
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and  income  surtaxes — than  the  complexity  in  the  law,  and  its  oblig- 
ing him  to  spend  valuable  time  and  money  engaging  legal  and  expert 
tax  advice. 

I  was  at  a  meeting  of  the  bankers'  club  in  New  York.  One  of  the 
men  there  complained  that  there  were  $3,000,000  lying  idle  in  the 
bank  because  they  did  not  know,  and  nobody  could  tell  them  here  in 
Washington,  how  much  tax  was  payable,  and  there  are  probably 
thousands  of  other  cases  similar  to  that. 

That  is  the  disadvantage  to  a  complex  law.  Any  tax  law  is  neces- 
sarily, bad,  but  if  vou  can  get  a  simple  tax  law  you  will  at  least  get 
the  cooperation  of  the  taxpayer  with  the  tax  collector,  and  that  is 
the  bluest  asset  I  have  found  in  tax  collection,  to  have  that  cooperar- 
tion.  T:hey  do  not  have  it  in  this  country  to-day.  It  is  one  of  the 
proofs  of  the  way  the  Philippine  tax  operates  that  taxpayers  like 
Bourne,  and  others  who  have  certified  in  the  same  way,  are  friends 
of  the  law  and  would  like  to  see  it  in  use  here. 

STATEMENT  OF  GEORQE  W.  POUND,  REPRESENTING  MUSIC 
INDUSTRIES  CHAMBER  OF  COMMERCE  OF  AMERICA,  NEW 
YORK,  N.  Y. 

The  Chairman.  Mr,  Pound,  will  you  state  your  full  name  for  the 
record? 

Mr.  Pound.  My  name  is  George  W.  Pound. 

The  CHAiBSiAN.  What  is  your  ousiness  ? 

Mr.  Pound.  I  am  general  counsel  of  the  Music  Industries  Chamber 
of  Commerce  of  America. 

The  Chairman.  You  appear  here  as  an  attorney  representing  Uiose 
industries  ? 

Mr.  Pound.  Yes,  sir. 

The  Chairman.  You  are  not  in  the  business  yourself  ? 

Mr.  Pound.  No,  sir. 

The  Chairman.  Do  you  want  very  much  time  ? 

Mr.  Pound.  Oh,  no.  I  will  file  a  statement  of  figures  and  sta- 
tistics and  make  a  brief  presentation. 

The  Chairman.  Do  you  advocate  taking  the  sales  tax  off  of 
musical  instruments  ? 

Mr.  Pound.  Yes,  sir. 

The  Chairman.  And  in  place  of  that  you  think  it  would  be  a  good 
thing  to  have  a  uniform  tax  on  all  sales  of  commodities  ? 

Mr.  Pound.  Yes,  sir. 

The  Chairman.  All  right,  Mr.  Pound.  You  may  proceed  now  with 
your  statement. 

Mr.  Pound.  Our  chamber,  gentlemen,  is  a  centralization  of  every 
element  of  the  industry  in  America  manufacturing  or  merchandising 
music.    It  includes  the  following  associations: 

National  Piano  Manufacturers  Association  of  America. 

National  Association  of  Music  Merchants. 

Committee  of  Phonograph  Manufacturers. 

Organ  Builders  Association  of  America. 

National  Music  Roll  Manufacturers  Association. 

National  Musical  Merchandise  Association  of  the  United  States. 

Musical  Supply  Association  of  America. 

Music  Publishers  Association  of  the  United  States. 
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Band  Instrument  Manufactiirers  Association. 

National  Association  of  Talking  Machine  Jobbers. 

National  Piano  Travelers  Association. 

National  Association  of  Piano  Tuners. 

We  have  some  400  factories  in  America  with  some  40,000  em- 
ployees; some  8,500  merchants  with  many  thousands  of  employees 

We  have  circularized  and  interrogated  every  member  of  our  in- 
dustry, every  one  of  our  manufacturers,  every  source  of  our  sup- 
plies, every  one  of  ouf  8,500  merchants,  upon  the  proposition  of  a 
sales  tax  bill.  We  have  received  only  one  objection  in  all  those 
inquiries. 

The  Chairman.  Mr.  Pound,  is  not  a  large  part  of  the  proposition 
a  desire  on  the  part  of  certain  groups  and  trades  to  get  rid  of  luxury 
taxes,  so  called,  and  sales  taxes  and  put  it  on  some  nebulous  prop- 
osition about  which  they  do  not  know  much  and  do  not  care  whether 
it  works  out  or  not  i  Their  chief  interest  is  to  get  the  tax  divested 
from  their  own  interest? 

Mr.  Pound.  I  hardly  think  so,  Senator. 

The  Chaibman.  That  is  my  observation. 

Mr.  Pound.  I  think  it  is  a  broader  proposition  than  that. 

The  Chaibman.  You  say  you  canvassed  40,000  people.  How 
many  of  them  know  any thmg  about  it  ? 

Senator  Smoot.  He  said  8,500  merchants.  He  did  not  say  em- 
ployees. 

The  Chairman.  Well,  take  the  8,500  merchants.  How  many  of 
them  know  anything  about  it  ?  * 

Mr.  Pound.  They  know  about  it  very  thoroughly.  We  have  sub- 
xnitted  all  plans  of  taxation  that  have  oeen  proposed  and  have  gone 
very  thoroughly  into  the  question.  Mr.  Chairman,  we  do  beheve 
that  the  tax  should  be  taken  off  music.  It  has  been  taken  off  music 
in  practically  every  other  country.  Canada  took  it  off.  France 
has  taken  it  off.    Music  is  not  a  luxury. 

Every  organization  that  has  gone  into  this  question *has  come  to  the 
view  that  these  excise  taxes  should  be  done  away  with.  The  Cham- 
T)er  of  Commerce  of  the  United  States  at  its  Atlantic  City  meeting 
voted  in  every  group  to  rescind  their  former  action  and  take  away  the 
•excise  taxes;  the  American  Bankers'  Association  likewise. 

The  Chaibman.  Do  you  know  how  much  money  would  be  lost  to 
the  Government  if  the  excise  taxes  were  abolished  ? 

Mr.  Pound.  Yes;  about  $13,000,000,  I  believe. 

Senator  Shoot.  On  music  you  mean  ? 

Mr.  Pound.  On  all  excise  taxes  on  music,  including  every  tax  on 
the  music. 

Senator  MgCumbeb.  Do  you  know  how  much  it  is  on  all  the  excise 
lax? 

Mr.  Pound.  $800,000,000. 

The  Chairman.  You  have  no  conception  of  how  much  the  Govern- 
ment would  lose  ?  Have  you  any  idea  how  much  the  sales  tax  would 
give  to  the  Government  ? 

Mr.  Pound.  Yes;  our  examination  showed  that  this  tax  would 
bring  about  $2,000,000,000.  I  think  that  is  the  generally  accepted 
figure. 

The  Chairman.  That  is  a  higher  figure  than  has  ever  been  given 
before  to  tiiis  committee. 
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Mr.  Pound.  No  ;  it  was  given  here  the  other  day  at  a  billion  and 
a  half  or  two  billion,  and  me  estimates  run  to  three  billion. 

The  Chairman.  Is  that  all  you  have  to  say,  Mr.  Pound  ? 

Mr.  Pound.  On  this  question,  Senator  Penrose,  as  an  illustration, 
take  the  lumber  that  we  use  in  our  industry.  As  one  of  your  con- 
stituents told  you,  the  price  was  increased  $8  a  thousand  feet  on  that 
lumber,  and  in  reply  to  why  that  was  done  we  were  told  that  that 
was  to  cover  the  excess  profits.  They  could  not  figure  it;  they  did 
not  know.  We  would  prefer  a  tax  that  we  can  absolutely  and 
definitely  compute.  Ours  is  a  specialized  industry.  We  sell  these 
goods  under  deferred  payment.  I  will  submit  figures  showing  that 
the  present  tax  of  5  per  cent  on  the  cash  payments  upon  our  produc- 
tion per  month  is  more  than  we  actually  receive  in  a  majority  of 
those  cases  from  the  pubUc.  It  is  the  poor  people  who  buy  our 
instruments,  not  the  wealthy  people. 

BRIEF  OF  QEORQE  W.  POtTKD,  OEZTERAL  C0T7KSEL  MVSIC  OfDITBTBISS  OEAMBn 

OF  GOMMERCE.  NEW  YORK,  V.  T. 

The  miuic  indastry,  comprising  the  manufacturers  of  pianoe,  piano  plaiyera,  pliono- 
graphs,  organs,  band  instruments,  music  rolls  and  records,  aheeft.  nixnic.  musoial 
merchandise  and  allied  trades,  ajid  representing  a  manufacturing  and  mercnandising 
turnover  in  ejicosa  of  a  billion  dollars  annually,  respectfully  presenis  to  the  Committee 
on  Finance  the  subjoined  argument  uj)on  the  questions  of  sales  taxes. 

"We  favor  the  enactment  of  a  uniform  tax  on  all  sales  of  commodititt,  wares,  and 
merchandise  and  the  repeal  of  the  specific  sales  or  so-called  war-time  ^Bixciae  taxes 
impased  at  high  rates  on  a  few  commodities  only.  Bill  S.  202,  introduced  by  Senator 
Smoot,  and  now  before  your  committee,  conforms  to  these  principles  of  tax  revision. 

Wp  are  not  unmindful  of  the  gigantic  problem  now  before  Congress  of  providing 
enough  revenue  for  the  needs  of  the  Nation  and  at  the  same  time  of  lifting,  it  ix)«8ible, 
some  of  the  burden*^  of  titxation  which  weigh  heavily  u|)on  buFiness,  retarding  its 
recovery,  and  at  the  same  time  greatly  increase  the  cost  of  living  of  our  people*  The 
question  of  elimination  and  revision  of  certain  taxes  is  inseparably  tied  up  with  that 
of  the  adoption  of  a  sales  tax,  as  a  sales  tax  is  the  best  if  not  the  only  method  of  raising 
the  neceasary  revenue  without  disastrous  effects  on  businesB  and  an  especially  heavy 
tax  burden  on  consumers. 

•   EXCESS-PROFITS  TAX  SHOULD  JBB  REPEALED. 

It  aDpears  to  be  generally  agreed  that  the  excess-profits  tax  must  be  eliminated 
not  only  be'^ause  it  has  proved  to  be  difficult  of  adminiMration,  difK:riminatory.,  and 
conducive  lo  excessive  '* loading"  of  prices,  extravagance  of  business  manage liient, 
and  hostility  between  taxpayers  and  the  Government,  but  also,  because  its  produc- 
tivity has  already  greatly  decreased  and  its  future  yield  is  very  uncertain. 

8VBTAXE8  BHOTTIiD  BE  RBTI8SD. 

The  higher  rates  of  individual  income  surtaxes  have  proved  to  be  confiscatory,  with 
the  result  that  the  individuals  subject  to  them  have  placed  their  funds  in  tax-exempt 
seciuities  instead  of  in  business  enterprises.  The  Oovemment  has  been  deprived  of 
the  revenue  which  these  taxes  were  intended  to  yield  and  normal  business  dovelojp- 
ment  has  been  greatly  retarded.  Therefore,  we  believe  the  surtax  rates  should  be 
revised,  so  as  to  eliminate  such  conversion  of  investments  from  taxable  to  tax-exempt 
securities.  Surtax  rates  in  excess  of  about  30  per  cent  will  cause  a  general  transfer  of 
funds  to  tax-exempt  securities  and  defeat  their  own  purpose. 

WAB-miE  EXCISE  TAXES  VIOLATE  PEINCIPLES  OF  JUSTICE  AND  FAIRNESS  IN  TAXATION. 

The  revenue  acts  of  1917  and  1918  created  consumptibn  or  sales  taxes  on  about  30 
classes  of  manufactured  products  selected  hurriedly  without  any  evidence  that  the 
selection  was  based  upon  any  definite  principle  of  taxation  or  economics.  These 
taxes  impose  an  additional  and  discriminatory  tax  on  a  limited  number  of  industries 
and  violate  the  principle  of  ''equal  taxation  for  all."  These  taxes  were  justified  at 
the  time  only  by  the  existing  emergency  and  the  imperative  need  for  additional 
revenue  from  wliatever  source  obtainable.  They  were  understood  to  be  emezgency 
taxes,  to  be  repealed  after  the  war. 


SALES  TAX — ^PBOPONBNTS. 


125 


SXCI8B  TAXBR  WILL  MOT  TTBLD  SXPBOTBD  BBVBNTTB. 

Not  only  would  continiuince  of  these  war-time  exdjoe  taxes  violate  the  esflential 
prindplee  of  justice  and  fairness  in  taxation,  but  they  would  fail  in  many  instances 
to  continue  to  yield  the  expected  revenue.  Few  industries  in  normal  times,  and 
certainly  not  all  those  now  subject  to  excise  taxes,  can  maintain  volume  of  sales  and 
a  reasonable  profit  when  subject  to  an  additional  tax  biurden  of  from  5  to  10  per  cent. 
To  the  extent  that  these  taxes  curtail  industry  they  curtail  the  source  of  the  very 
revenue  which  they  are  supposed  to  yield,  and  also  decrease  the  revenue  from  the 
income  taxes  of  those  industries. 

The  depressing  effects  of  the  Canadian  excise  or  " luxury"  taxes  became  so  evident 
that  the  Canadian  Government  was  compelled  to  abolish  them.  The  repeal  has  met 
with  general  public  approval.  It  is  reported  that  a  number  of  plants  have  already 
resumed  or  are  planning  to  resume  production  largely  as  a  result  ot  the  repeal  r*f  these 
taxes. 

COMMODITIES  ARE  IMPROPERLY  SELECTED  POR  EXCISES. 

Several  of  the  commodities  now  subject  to  excise  taxes  do  not  meet  the  test  which 
advocates  of  excise  taxes  themselves  advance,  while  himdreds  of  commodities  con- 
forming to  such  a  test  are  not  so  taxed.  The  tax  committee  of  the  National  Industrial 
Conference  Board^  ^haps  the  foremost  advocate  of  a  continuance  of  excise  taxes, 
states:  "The  preliminiuy  test  of  the  availability  of  a  commodity  for  such  a  tax  is 
whether  its  use  is  so  widespread  and  general  and  its  distribution  so  well  established 
that  neither  will  be  substantially  curtailed  by  the  imposition  of  a  tax  and  the  tax 
will  be  normally  passed  on  to  the  consumer  in  its  exact  amount. ' '  It  has  alwa^  been 
generaUy  understood  also  that  excise  taxes  are  applicable  only  to  commodities  of 
relativery  quick  consumption  and  constant  use. 

As  illuBtntive  of  how  some  of  the  commodities  now  subject  to  excise  taxes  conform 
to  these  tests,  the  products  of  the  music  industry  may  be  cited.  Musical  instruments, 
particularly  pianos  and  phonographs,  which  are  the  most  important,  are  purchased 
usually  with  the  expectation  of  lasting  a  lifetime.  They  are  m  the  nature  of  invest- 
ments, being  an  essential  part  of  the  home,  and  usually  require  a  relatively  lar^e 
investment  for  the  purchaser.  The  retailer  almost  never  makes  a  cash  sale  and  in 
the  great  majority  of  cases  the  initial  payment  scarcely  offsets  the  tax  which  has  been 
advanced  to  the  Government  months  previously  by  the  manu&cturer.  In  normal 
times  the  transaction  is  not  completed  by  the  final  payment  for  two,  three,  and  often 
four  years  after  the  initial  sale  is  made  by  the  retailer.  The  instrument  is  not  infre- 
(luently  returned  and  has  to  be  sold  again.  The  great  single  problem  of  the  music 
industry  is  the  financial  one  of  converting  outstanding  credits  into  the  cash  needed 
to  carry  on  current,  operations.  No  industry  operating  under  such  conditions  can 
flouriflii  with  the  extra  burden  of  an  excise  tax  draining  a  laige  part  of  its  cash  resources 
in  a  constant  stream.  The  sales  and  credit  methods  of  such  an  industry  can  not  be 
changed  without  entailing  a  serious  decrease  in  volume  of  sales  and  conseauent  loss 
of  revenue  to  the  Government  and  profit  to  the  industry.  It  is  absurd  and  inaefensible 
to  retain  a  special  excise  tax  on  such  an  industry. 

The  following  tables,  which  analyze  the  sales  in  the  industry  from  the  financial 
standpoint,  indicate  clearly  the  disastrous  effects  of  an  excise  tax,  which  drains  the 
cash  resourceB  of  the  industry  in  the  initial  stages  of  every  sale: 


Analyni  0/ piano  and  phonograph  talet,  19 14  ani  1920. 

PIANOS. 


CaalLrec«iT6d  at  time  of  sale: 
Less  than  2i  per  cent  of  price. 
Leas  than  6  per  cent  of  ixioe. . 
Less  than  10  per  cent  of  price. 
Less  than  15  per  cent  of  price. 
Less  than  26  per  oent  of  price. 
25  per  cent  and  over. 


Per  cent  of 

total  nomber. 

1914 

1020 

(712 

sales). 

(1J)19 
sales). 

12+ 

4+ 

26+ 

11+  1 

23+ 

26+  I 

8+ 

17+  ] 

8+ 

15+ 

21+ 

24+ 

Elapsed  time  between  dates  of 
sale  and  final  payment: 
Less  than  1  year 

1  to  2  years 

2  to  3  years , 

3  to  4  years , 

4  years  and  over 


Per  cent  of 
total  number. 
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Analysis  of  piano  and  phonograph  sales,  1914  and  1920 — Continued, 

PHONOGRAPHS. 


rash  received  at  time  of  sale: 

licss  than  2\  per  cent  of  price. . 
Less  than  5  per  cent  of  price . . . 
Less  than  10  per  cent  of  price. . 
Less  than  15  per  cent  of  price. . 
Less  than  2d  per  cent  of  price. . 
25  per  cent  and  over 


Per  cent  of 

total  number. 

1914 

1920 

(2,049 

(4,794 

sales). 

sales). 

7+ 

2+ 

3+ 

2+ 

15+ 

20+ 

24+ 

22+ 

20+ 

2.S+ 

28+ 

27+ 

Elapsed  time  between  dates  of 
sale  and  final  pa3nnent: 
Less  than  1  year 

1  to  2  years , 

2  to  3  years , 

3  to  4  years 

4  years  and  over , 


Per  cent  of 
total  number. 


1914 

(1,926 


1920 
(4,183 


safes),    sales). 


60+ 

33+ 

4+ 

500/363 

550/953 


55+ 

42+ 

14- 

1  + 


CCTRTAILMBNT  OF  ALLEGED  LUXURIES  BY  TAXATION   IS  INDEFENSIBLE. 

Excise  taxes  have  been  defended  at  times  on  the  grounds  that  they  are  usually 
imposed  on  luxuries  which  can  stand  them  without  curtailment,  or  whose  rurtaij- 
ment  does  not  deprive  the  public  of  anything  which  is  essential  to  its  welfare  or 
which  is  even  desirable.  From  a  tax  standpoint  such  a  theory  is  indefensible,  for 
a  tax  which  curtails  the  taxable  source,  irrespective  of  the  desirability  of  curtail- 
ment, defeats  its  only  real  purf)ose,  namely,  that  of  obtaining  revenue.  As  a  method 
of  curtailing  alleged  luxuries  it  is  sufficient  to  point  out  that  Government  curtail- 
ment of  industries  which  are  harmful  to  neither  public  health  or  morals,  and  indirect 
Government  regulation  of  the  buying  habits  of  the  people,  are  contrary  to  the  true 
American  conception  of  the  rights  of  the  individual  and  the  function  of  govern- 
ment. Furthermore,  if  such  were  not  the  case  excise  taxes  could  be  defended  as 
luxury  regulations  only  if  applied  to  all  luxuries  and  to  luxuries  only.  Such  is 
decidedly  not  the  case  with  the  present  excise  taxes. 

The  existing  excise  taxes  tax  the  motor  truck,  but  not  the  horse-drawn  vehicle  doing 
the  same  work;  they  tax  the  fur  coat  of  the  farmer  and  lumberman  which  he  can 
scarcely  do  without,  but  not  a  cloth  coat  which  for  many  uses  is  less  desirable;  and 
they  tax  the  piano  necessarv  for  the  child  to  obtain  its  proper  musical  education, 
or  the  band  instrument  witb  which  he  may  later  earn  his  living,  but  not  the  toy 
with  which  he  amuses  himself. 

It  is  impossible  to  develop  a  satisfactory  system  of  excise  taxes  on  so-called  lux* 
uries,  because  it  is  impossible  to  detennine  what  is  or  what  is  not  a  luxury.  Almost 
any  commodity  can  be  used  either  as  a  luxurjr  or  as  an  essential.  What  often  appear 
to  be  luxury  uses  of  commodities  prove  upon  investigation  to  be  essential,  and  many 
uses  commonly  thought  of  as  essential  are  frequently  not  essential  at  all.  The  expe- 
rience of  the  Government  with  its  priority  and  raw  material  regulations  proved  con- 
clusively that  even  in  war  time  it  is  impossible  to  classify  industries  into  luxury  or 
essentia)  groups,  and  that  a  general  grading  of  industries  as  to  their  relative  essen- 
tiality can  at  best  be  only  crude  and  subject  to  innumerable  exceptions. 

MUSICAL ■  INSTBUMENTS  ARE  NOT  LUXURIES. 

Even  though  it  were  either  just  or  possible  to  tax  luxuries  in  a  proper  manner, 
musical  instruments  and  many  other  commodities  now  subject  to  high  excise  Uxes 
should  not  be  so  taxed,  as  they  are  not  luxuries.  Musical  Instruments  constitute 
the  means  whereby  thousands  of  persons  earn  their  living  and  ara  essential  to  religious 
worship  and  indispensable  to  many  forms  of  public  life.  Music  is  being  used  as  a 
means  of  improving  morale,  promoting  efficiency,  and  decreasing  industrial  unrest. 
Music  is  the  most  potent,  universal,  and  cheapest  factor  in  making  life  worth  living 
as  distinct  as  making  mere  existence  possible;  and  in  these  days  of  advanced  civil- 
ization to  exist  merely  is  not  really  to  live. 

Music  is  being  enjoyed  by  millions  to-day  who  never  had  any  opportunity  to  enjoy 
it  a  decade  ago.  It  has  taken  a  far  more  important  place  in  the  child's  education, 
which  is  as  it  should  be,  if  education  is  to  fulfill  its  one  great  function — ^preparation  for 
life. 

The  idea  that  music  is  a  luxury  which  only  the  overrefined  can  relish  is  rapidly 
disappearing.    The  few  that  still  hold  to  it  have  had  the  tremendous  unifying  and 
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uplifting  i)ower'  of  muBic  brought  home  to  them  through  the  recc«:nition  of  music 
where  tney  may  htfve  least  looked  for  it,  namely,  by  our  great  military  and  naval 
leadeiB.  Though  these  serious  men  referred  in  their  commendation  of  music  prin- 
cipally to  the  simpler  types  of  it — to  the  songs  of  a  soldierly  and  patriotic  character — 
vet  even  these  simple  types  serve  as  stepping-stones  toward  music  of  higher  and 
higheBt  order.  Their — ^and  the  Government's — ^recop:nition  of  the  spiritual  influence 
of  music  is  an  additional  confirmation  of  the  view  of  it  which  has  been  held  and  force- 
fully expressed  by  every  great  philosopher  from  the  earliest  times  to  the  present  day. 

What  Plato  has  said  of  music  has  never  been  controverted,  nor  even  questioned, 
by  seriouH  minds  and  by  the  greatest  educators  of  the  world  'a  history,  namely: 

'** Music  is  a  moral  law.  It  gives  a  soul  to  the  universe,  wings  to  the  mind,  flight 
to  the  imagination,  a  charm  to  sadness,  gaiety  and  life  to  everj^hing  else.  It  is  tl\e 
essence  of  order  and  leads  to  all  that  ip  good.  just,  and  beautiml,  of  which  it  is  the 
invisible,  but  nevertheless  dazzling,  passionate,  and  eternal  form. " 

The  typical  piano  or  phonograph  is  not  the  expensive  concert  grand  or  the  phono- 
graph de  luxe.  On  the  contrary,  the  great  bulk  of  these  products  jjo  into  humble 
homes  where  they  become  the  most  potent  factor  in  keeping  the  home  together, 
especially  when  the  children  grow  ola  enough  to  be  allured  by  outside  attractions 
unless  there  is  a  pleasant  home  life.  A  discrmiinatory  tax  on  music  is  a  blow  at  the 
home  and  at  education. 

From  the  best  information  available  to  us  it  appears  that  the  Government  must 
raise  our  annual  revenue  of  approximately  $4,000,000,000;  and  that  existing  taxes, 
minus  those  which  we  believe  snould  be  abolished  or  decreased,  and  with  expected 
increases  in  customs  duties  will  raise  an  annual  revenue  of  from  $2,000,000,000  to 
$2,500,000,000.  If  these  estimates  are  correct  the  great  problem  is  that  of  raising 
from  $1,500,000,000  to  $2,000,000,000  annually  by  new  taxes.  After  a  very  careful 
studv  of  the  subject  we  are  convinced  that  a  uniform  tax  of  1  per  cent  on  the  sales 
of  all  commodities  is  the  best,  and  in  fact,  the  only  feasible  method  of  raising  the 
required  revenue. 

MERTTS   OF  COMMODrTY  SALES  TAX. 

The  merits  of  a  sales  tax  on  commodities  are; 

(1)  It  is  simple  to  administer  by  the  Government,  and  easy  to  compute  and  pay 
by  the  business  concern. 

(2)  It  is  definite,  and  the  exact  amount  which  the  tax  adds  to  the  cost  of  doing 
business  is  known  at  the  time  of  the  transaction,  which  is  not  true  of  profits  taxes. 

(3)  It  avoids  the  necessity  of  making  a  huge  increase  in  the  corporation  income  tax 
rate.  Such  increases  would  add  materially  to  the  evil  of  price  ** loading"  as  a  means 
of  insuring  against  a  profits  tax  which  can  not  be  anticipated.  An  increase  in  a 
profits  tax  causes  much  more  than  an  equivalent  increase  in  "loading."  An  increase 
m  profits  taxes  would  also  add  to  the  enormous  diflficultiee  which  business  fares  under 
the  necessity  of  providing  large  sums  of  money  a.9  tax  payments  which,  even  though 
they  have  been  collected  from  customers,  are  often  tied  up  in  the  form  of  accounts 
receivable,  raw  materials,  and  merchandise.  « 

(4)  It  avoids  the  necessity  of  expanding  the  present  discriminatory  excise  taxes, 
and  in  effect  substitutes  a  low  rate  and  just  sales  tax  on  all  business  for  a  special  high 
rat-e  and  discriminatory  sales  tax  on  a  few  businesses. 

(5)  It  carries  out  the  principle  of  ''equal  taxation  for  all."  As  Prof.  E.  R.  A. 
Seli^man  has  said:  "Finally,  we  must,  I  think^  all  be  agreed  as  to  the  importance  of 
ethical  implicationB  of  a  system  of  taxation.  We  should  *  *  *  demand  equality, 
and  we  must  demand  equality  from  two  points  of  view;  we  must  demand  that  kind 
of  equality  which  is  inherent  in  the  uniformity  among  different  members  of  the  same 
class  who' pay  the  tax.  If  it  is  imposed  on  the  business  man,  it  must  be  uniform 
among  all  lousiness  men;  if  it  is  levied  upon  the  consumers,  it  ought  to  be  uniform 
among  all  consumers.  The  other  aspert  of  this  ethical  principle  of  taxation  is  that 
the  equality  must  be  predicated  also  as  among  the  different  classes  in  the 
community." 

AROUMSNTS  AGAINST  COMMODITY  SALES  TAX  ARE  NOT  WELL  FOUNDED. 

Every  argument  which  has  been  brought  ag&inst  the  commodity  sales  tax  can  be 
disposed  of  easily  and  frnally.    Chief  of  these  arguments  are: 

(1)  The  tax  will  be  " loaded. "  A  1  per  cent  tax  which  adds  a  definite  amount  to 
the  cost  of  doing  busineflB  which  is  known  exactly  at  the  time  of  each  transactiop 
does  not  have  nearly  the  inducement  for  "loading"  that  there  would  be  with  its  only 
alternative,  an  increase  of  about  50  per  ^'^rt  or  more  in  profits  taxes,  the  amount  of 
which  can  not  be  anticipated. 
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(2)  The  sell-contained  baain€Mi  would  have  aa  advantage.  The  pyfamidipg  of  a 
1  pc^  cent  sales  tax  would  seldom  amount  to  more  than  3  per  cent.  In  the  piano 
and  phonograph  industry  it  would  seldom,  il  ever,  exceed  2}  per  cent,  as  diown  by  a 
very  careful  investigation.  A  sales  advantage  of  2  per  cent  to  an  inte^ted  business 
is  negligible.  Furthermore,  such  an  advantage  is  far  leaa  than  that  which  would 
result  from  an  increase  in  profits  taxes  sufficient  to  yield  the  same  revenue,  because 
of  the  inevitable  ''loading    which  would  accompanv  it. 

(3)  The  amount  of  revenue  which  such  a  tax  would  produce  can  not  be  calculated 
in  advance.  It  is  equally  difficult,  if  not  more  so,  to  anticipate  the  yield  of  increased 
profits  taxes  and  expended  excise  taxes.  Gross  GAles  in  general  vary  less  than  eith^ 
net  profits  of  all  busmesses  or  sales  of  a  few  specified  comjnodities  on  which  is  imposed 
a  high  excise  tax. 

'  (4)  Where  the  tax  is  not  shifted  it  becomes  a  tax  on  gross  income.  Such  a  small 
tax  would  practically  always  be  shifted.  Every  business  man  knows  that  a  uniform 
increase  in  the  cost  of  doing  business  of  onlv  1  per  cent  would  be  shifted,  at  least  in 
the  long  run.  If  not  shifted,  it  is  still  preferable  to  10  per  cent  specific  sales  taxes 
now  imposed  or  suggested. 

(5)  To  the  extent  that  it  is  shifted,  it  adds  to  the  tax  burden  of  the  consumer .  This 
IB  the  most  appealing  and  at  the  same  time  the  most  fallacious  of  all  arguments  against 
the  sales  tax.  No  thinking  pereon,  certainly  no  business  man,  will  deny  that  in  the 
long  run  practically  all  taxes  are  paid  by  the  consumer.  Especially  is  this  true  of 
the  corporation  income  or  profits  tax.  Furthermore,  the  consumer  pays  tho  tax  plus 
I' loading '*  charges.  A  commodity  sales  tax  will  cost  the  consumer  or  less  than  an 
increase  in  profits  taxes  sufficient  to  yield  the  same  revenue.  In  other  words,  business 
taxes  are  paid  bv  the  consumer  whether  they  be  sales  or  profits  taxes;  but  in  the  case 
of  the  sales  tax  the  consumer  pays  directly  and  inunediately  the  exact  sum  of  the  tax, 
while  in  the  case  of  a  profits  tax  the  consumer  pays  indirectly  but  ultimately  much 
moro  than  the  amount  of  the  tax. 

The  adoption  of  a  commodity  sales  tax  will  materially  relieve  the  consumer  of  his 
present  tax  burden. 

The  tax  burden  on  the  people  of  this  country  must  necessarily  be  hea\^  for  years 
to  come,  and  everyone  must  cheerfully  bear  his  just  share.  JEIowever,  no  revised 
system  of  taxation  will  be  successful  except  it  conforms  to  the  principle  of  **  equality 
of  taxation,*'  and  relieve  the  consumer  ot  paying  much  mora  than  the  GovernmeiU 
ultimately  receives. 

6TATEMBNT  OF  GUY  W.  COX,  CHAZBHAN  TAXATION  COMXITTEB 

OF  THE  BOSTON  CHAMBEB  OF  COMMEBCB. 

Mr.  Cox.  I  am  chairman  of  the  taxation  committee  of  the  Boston 
Chamber  of  Commerce  and  I  have  been  sent  down  here  as  chairman 
of  a  delegation  to  put  the  Boston  Chamber  of  Commerce  on  record  in 
the  matter  of  taxation  now  pending  before  this  committee. 

Senator  Walsh.  You  are  omitting  the  great  distinction  that  you 
are  a  brother  of  the  governor  of  Massachusetts. 

Mr.  Cox.  The  taxation  committee  of  the  chamber  of  commerce 
was  requested  by  the  chamber  to  make  a  study  of  Federal  taxation 
matters.  It  did  so  at  some  length  and  made  a  report  to  the  directors 
of  the  chamber,  and  the  directors  saw  fit  to  have  a  referendum  taken 
of  all  its  members. 

In  that  connection  I  wish  to  say  that  the  Boston  Chamber  of 
Commerce  consists  of  about  7,300  members,  and,  rather  unusual  in 
the  case  of  a  chamber  of  commerce,  it  does  not  comprise  simply 
merchants  and  manufacturers  in  the  community  alone,  out  it  takes 
in  the  professional  men  and  all  people  interestea  in  industry.  Some 
of  its  members  are  leaders  of  orgamzed  labor. 

In  that  referendum  the  Questions  that  were  asked  were  as  to 
wheth^  die  m^nbers  f ayorea  the  abolition  of  the  excees^profits  tax 
on  corporations,  and  the  vote  was  2,232  yes  and  99  no. 

On  the  question  as  to  whether  the  chamber  favored  the  aboKtion 
of  the  present  surtaxes  on  individuals,  the  vote  was  2,085  yes  and 
203  no. 
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Senator  Sdimons.  Was  that  vote  on  the  total  abolition  of  the 
surtax } 

Mr.  Cox.  The  abolition  of  the  present  surtax. 

Senator  Sihmons.  I  mean  the  present  surtax;  the  elimination 
of  the  present  surtax  ? 

Mr.  Cox.  That  would  not  be  a  fair  interpretation  of  that  vote, 
as  I  wiU  explain  in  a  moment. 

The  proposition  that  the  committee  reported  was  that  the  present 
surtaxes  snould  be  abolished  and  that  in  place  thereof  tiiere  should 
be  taxes  levied  at  such  a  rate  as  would  permit  the  general  flow  of 
capital  into  ordinary  business  channels;  that  is,  tnat  the  point 
should  be  fixed  at  wnich  the  surtaxes  should  be  productive. 

We  believe  that  the  point  of  productivity  has  been  passed  and 
that  the  higher  surtaxes  have  dried  up  and  that  they  are  not  only 
dried  up  but  on  account  of  the  higher  rate  they  have  drivea  the 
money  mto  nontaxables  and  out  of  ordinary  business  channeki  and 
have  also  placed  a  great  hardship  upon  busmess  and  raised  interest 
rates,  and  so  forth. 

Senator  Simmons.  I  supposed  that  was  what  you  meant;  and 
without  that  explanation  it  might  have  gone  in  and  been  misleading. 

Mr.  Cox.  Thank  you,  Senator.    I  intended  to  make  that  explanation. 

On  the  general  question  as  to  whether  the  chamber  of  commerce 
would  favor  the  prmciple  of  a  sales  tax  the  vote  was  overwhelming — 
2,201  yes  and  120  no. 

^  We  divided  that  question  to  get  an  expression  of  the  members 
simply  as  to  what  general  form  of  sales  tax  they  would  favor;  and 
while  the  committee's  report  was  in  favor  of  a  general  sales  tax  at  a 
uniform  rate,  that  was  sustained  by  the  vote  of  the  chamber,  which 
was  1,235  in  favor  of  it.  But  as  to  the  alternative  question,  as  to 
whether  the  tax  should  be  at  different  rates  and  on  dinerent  kinds  of 
business,  there  were  850  votes  in  favor  of  that  proposition. 

So,  in  all  fairness  to  the  members  of  our  chamber,  I  submit  the  full 
story  to  this  committee. 

Senator  Walsh.  What  information  did  you  send  out  with  the 
referendum  vote  on  this  question  ? 

Mr.  Cox.  The  directors  of  the  chamber  prepared  a  pamphlet 
wUch  contained  brief  arguments  in  favor  of  the  sales  tax  and  argu- 
ments in  opposition  to  the  sales  tax,  and  the  report  of  the  chamber 
of  commerce  committee  on  taxation. 

Senator  Simmons.  Let  me  ask  you  a  question  right  there. 

Mr.  Cox.  If  I  may  be  permitted,  I  would  like  to  leave  those  with 
this  committee. 

Senator  Simmons.  You  say  you  had  arguments  on  both  sides  ? 

Mr.  Cox.  Yes,  sir. 

Senator  Simmons.  Were  the  arguments  against  the  sales  tax  pre- 
pared bv  some  one  who  was  opposed  to  the  sales  tax  1 

Mr.  CJox.  Yes. 

Senator  Walsh.  You  say  there  was  also  a  recommendation  of  the 
committee  on  taxation  of  the  chamber  ? 

Mr.  Cox.  Yes. 

Senator  Jones.  Are  you  going  to  insert  the  articles  sent  out  as 
well  as  your  interrogatories  and  the  replies? 

Mr.  dox.  Yes,  so  that  the  committee  will  have  the  full  story  in  so 
far  as  the  point  which  the  chamber  wishes  to  make  is  concerned  and 
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the  attitude  that  was  adopted.  Of  course  we  will  allow  the  committee 
to  make  use  of  that. 

Senator  McCumbeb.  Did  your  organization  or  some  subconmiittee 
of  it  make  a  careful  investigation  of  the  whole  subject  of  sales  tax  ? 

Mr.  Cox.  It  did. 

Senator  McCumbeb.  And  you  speak  for  that  organization  ? 

Mr.  Cox.  I  do. 

Senator  MoCumbeb.  And  you  represent  its  views  and  have  an 
ar^ment  to  present  on  the  question  of  a  turnover  tax? 

Mr.  Cox.  Personally,  I  am  not  goin^  to  present  any  argument 
in  favor  of  the  turnover  tax  except  as  it  is  stated  in  the  recommenda- 
tions of  the  committee  of  which  I  was  chairman,  which  recommenda- 
tions I  am  leaving  with  the  committee. 

Senator  Smoot.  Make  that  a  part  of  the  record  so  that  we  will 
have  it  at  this  point. 

Senator  McCumbeb.  Yes.  It  should  be  inserted  with  such  data 
and  explanations  as  you  deem  necessary. 

(The  papers  referred  to  are  as  follows:) 

Boston  Chambbr  ov  Commebob. 

BALLOT  for    MAIL  VOTR  ON   REPEAL  OF  EXCES8-FR0FITS  TAX  AND  HIUHER  SURTAXES 
ON  INDIVIDUALS,  AND  THE  SUBSTITUTION  THEREFOR  OF  A  8ALB8  TAX. 

To  the  Board  of  Directors  of  the  Boston  Chamber  of  Coramercr: 

Having  in  mind  the  facts  and  aiguments  contained  in  the  pamphlet  received  with 
this  ballot,  I  vote  on  the  questions  submitted  in  this  referendum  of  the  chamber  as 
follows: 

Mark  X  to  Indicate  vote . 

1.  Are  you  in  favor  of:  Yes-      No. 

(a)  The  abolition  of  the  excesB-proBts  tax  on  corporations?  [  2232  |    q9| 

(6)  The  abolition  of  the  present  surtax  on  individuals?  |  2065  [  208  [ 

2.  Do  you  believe  in  the  general  principle  of  a  sales  tax  in  some  form?    [  2201  [  120J 

3.  For  the  purpose  of  eouitable  distribution,  do  you  believe  that  the 

sales  tax  should  oe  levied:  Check  one  only. 

(a)  At  a  uniform  rate  on  all  sales?  |  1235  | 

(h)  At  different  rates  in  different  kinds  of  business,  r.  g.  manu-  |  ^^  I 

facturers,  wholesalers,  and  retailers?  I         I 

Ballots  received  after  April  4,  1921,  will  not  be  counted. 

Member's  Signature , 

Address . 


REFERENDUM  ON  REPEAL  OF  EXCESS-PROFITS  TAX  AND  HIGHER 
SURTAXES  ON  INDIVIDUALS  AND  THE  SUBSTITUTION  THEREFOR 
OF  A  SALES  TAX. 

To  the  Members  of  the  Boston  Chamber  of  Commerce: 

At  a  recent  meeting  the  board  of  directors  voted  to  refer  to  the  members  of  the 
chamber  for  a  vote  thereon  by  mail  the  questions  stated  below.  In  accordance  with 
the  provisions  of  Article  VII,  section  12,  of  the  by-laws  these  questions  are  accom- 
panied by  the  arguments  in  favor  of.  and  in  oposition  to,  the  proposal  contained  in  the 
questions  submitted. 

In  order  to  be  counted,  ballots  must  be  received  at  the  office  of  the  secretary  on 
or  before  April  4,  1921. 

The  printed  ballot  form  must  be  used. 

If  the  members  desire  to  make  a  fuller  statement  of  their  views,  they  should  do  so 
in  a  separate  letter  accompanying  the  ballot. 

By  order  of  the  board  of  directors. 

James  A.  McEibben,  Secretary. 
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No  attempt  has  been  made  in  this  ref^^ndum  to  cover  the  entire  field  of  Federal 
tax  revision.  The  repeal  of  the  excess-profite  tax  and  of  the  higher  surtaxes  on  indi- 
\4duals  and  the  loN'y  of  a  sales  tax  in  some  form  in  lieu  of  these  are  the  proposals 
which  will  receive  the  most  prominence  in  the  impending  consideration  at  Waah- 
ington,  and  accordingly  the  questions  in  this  referendum  have  been  limited  to  these 
important  proposals. 

QUBSTIOH8  TO  BE   VOTED  UPON. 

1.  Are  you  in  favor  of — 

(a)  The  abolition  of  the  excess-profits  tax  on  corporations? 

(b)  The  abolition  of  the  present  surtaxes  on  individuals? 

2.  Do  you  believe  in  the  general  principle  of  a  sales  tax  in  some  form? 

3.  For  the  purpose  of  equitable  distribution,  do  you  believe  that  the  sales  tax 
ehould  be  levied: 

(a)  At  a  uniform  rate  on  all  sales? 

(5)  At  different  rates  in  different  kinds  of  business;  e.  g.,  manufacturers,  whole- 
salers, and  retailers? 

Aboution  of  the  Excess-Profits  Tax. 
aroumbnts  in  favob. 

The  excess-profits  tax  should  be  abolished  because: 

1.  The  buraen  is  loaded  on  the  consumer. 

2.  The  tax  is  tmdeterminableT-no  taxpayer  knows  what  he  will  ]^ay. 

3.  It  is  expensive  to  the  taxpayer,  being  so  complicated  that  it  requires  expert 
clerical  assistance  and  the  services  of  a  specialist. 

4.  It  is  expensive  to  the  Government,  reciuiiing  thousands  of  employees  and  the 
expenditure  of  millions  of  dollars  in  its  administration  and  collection. 

5.  It  is  conducive  to  excessive  litif;ation  because  of  claims  for  refund,  credit,  or 
abatement,  arising  under  changed  rulings. 

6.  It  obstructs  the  development  of  natural  resources  as  well  as  established  business. 
Capital  hesitates  to  enter  new  fields  because  fearful  of  their  impairment  bv  taxes. 

7.  The  Department  of  Justice  adiMts  that  23.2  per  cent  of  the  cost  of  necessaries 
is  due  to  business  taxes.    This  causes  high  prices. 

8 .  It  is  in  effect  a  tax  on  exports — taxes  enter  into  the  cost  of  production  of  exports. 

ABOUHENTS  IN  OPPOSmON. 

While  almost  everyone  agrees  that  the  excess-profits  tax  law  in  its  present  form 
should  be  repealed,  it  does  not  follow  that  all  taxes  of  the  same  general  chi^acter  should 
be  abolishea.  If  the  principal  revenues  of  the  Government  are  to  be  derived  from 
income  taxes  on  corporations  and  individuals,  the  taxes  must  necessarily  be  graduated, 
since  a  flat  tax  at  a  rate  sufficient  to  produce  the  necessary  revenue  woula  be  intolerably 
burdensome  upon  the  less  prosperous  corporations  ana  individuals.  In  the  case  of 
coiporations,  a  tax  graduated  in  proportion  to  the  total  net  income,  without  regard 
to  Its  relation  to  the  invested  capital  from  which  it  was  derived,  it  would  be  out  of 
the  question;  and  the  only  sound  method  of  taxing  corporations  on  their  income  is 
to  levy  a  tax  graduated  in  accordance  with  the  relation  of  income  to  invested  capital 
which  is  the  general  principle  behind  the  present  excess-profits  tax,  althouRh  the 
name  should  be  cast  aside  as  misleading,  and  the  rates  should  progress  more  graaualljr. 
Inasmuch  as  all  corporations  are  bound  to  have  their  invested  capital  determined  in 
any  event  in  the  course  of  the  audit  of  their  excess  profits  tax  returns  of  the  past  few 
years,  the  difficulties  of  administration  would  be  largely  overcome. 

• 

Abolition  op  the  Surtaxes. 
arguments  in  favor. 

Surtaxes  on  individual  incomes  should  be  abolished  because: 

1.  As  applied  to  income  earned  by  endeavor  and  risk,  surtaxes  are  subject  to  the 
same  criticism  as  excess  profits  taxes.    (See  above.) 

2.  Applied  to  unearned  income  they  are  avoided  largely  by  investment  of  capital 
in  tax-exempt  securities. 

3.  They  are  largely  evaded  by  investment  in  foreign  enterprises,  so  manipulated, 
that  income  is  "bcwrrowed"  or  dividends  are  received  througn  *' dummies." 

4.  Tlie  abolition  of  the  excess  profits  tax^  without  the  stboiition  of 'the  surtaxes 
would  discriminate  against  individuals  in  business,  forcing  liicee  that 'are  able,  to 
incorporate,  and  the  others,  possibly,  out  of  business. 
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ABQUMBNT8  IN  OPPOemON. 

Unlees  some  drastic  change  is  to  be  made  in  our  system  of  Federal  taxation  it  will  be 
necessary  to  raise  a  very  large  amount  of  revenue  from  the  taxation  of  individual 
incomes.  If  income  taxes  are  to  be  retained  as  one  of  the  principal  sources  of  revenue, 
they  should  be  graduated,  as  it  is  generally  recognized  that  taxes  should  be  appor- 
tioned in  accordance  with  ability  to  pay^  and  an  income  tax  at  a  uniform  rate  bears 
more  severely  on  those  with  moderate  incomes  than  upon  the  wealthy,  who  have 
more  left  to  live  upon  even  after  the  payment  of  heavy  surtaxes.  The  principal 
argiunent  against  the  present  surtaxes  is  that  they  drive  huge  investors  out  of  produc- 
tive industry  and  compel  them  to  invest  in  tax  exempt  bonds.  This  difficulty  could 
be  overcome  by  providing  that  corporations  dbould  be  subject  to  a  graduated  income 
tax  based  on  the  relation  of  net  income  to  invested  capitEd,  and  wat  dividends  on 
stocks  in  corporations  should  not  be  subject  to  surtaxes  as  income  in  the  hands  of  the 
individual  stockholder.  With  such  a  system  of  taxation  it  would  be  possible  to  get 
the  benefit  of  individual  surtaxes  without  their  evil  effects. 

Substitution  op  a  Sales  Tax. 
arquhents  in  pavob. 

1.  It  is  determinable  in  amount. 

2.  It  will  produce  an  amount  of  money  that  the  Government  can  rely  on — tending 
to  vary  directly  in  prot)ortion  to  the  population.  Variances  due  to  good  and  bad 
times  would  be  negligible  instead  of  wide  as  under  the  income  tax  laws. 

3.  No  loading  in  excess  of  the  tax  is  possible,  and  the  tax  is  light  (*' pyramiding" 
by  successive  sales  is  less  than  2)  per  cent  instead  of  23  per  cent,  as  under  the  present 
tax  laws). 

4.  It  is  not  expensive  to  the  taxpayer,  the  labor  of  computation  and  reporting  being 
negligible. 

5.  It  is  inexpensive  to  the  Government.  The  money  now  spent  by  the  Government 
in  collection  and  administration  (estimated  hy  the  Revenue  Department  to  be  over 
$125,000,000)  would  be  saved. 

6.  It  accomplishes  in  effect  what,  in  theory,  an  income  tax  is  supposed  to  do— 
nimely,  pi  ices  the  burden  of  taxation  in  proportion  to  the  ability  to  pay.  It  is  alao 
in  proportion  to  the  benefits  received  by  the  ultimate  taxpayer. 

7.  It  removes  taxation  as  a  disturbing  element  in  competition,  because  the  dishonest 
taxpayer,  now  able  to  cut  his  prices,  could  not  cut  below  the  honest  taxpayer. 

8.  The  purposes  of  the  present  graduated  rates  on  income  are  accomplished  as  well 
under  a  sales  tax.  It  is  a  fact  that  the  wants  of  the  well-to-do  consumer  are  many 
times  those  of  the  average  individual.  It  serves  the  purpose  of  the  luxury  tax  as 
the  well-to-do  will  naturally  purchase  the  higher  priced  grades.  It  effectively  reaches 
unearned  income,  as  the  truth  ''easy  come,  easy  go'*  applies  to  tiie  spender  who  does 
not  work  for  what  he  receives. 

9.  It  is  free  of  the  ambiguities  and  legal  jar^n  of  the  present  income  tax,  as  sales 
are  easily  defined,  e.  g.,  the  commission  man  is  not  taxed,  except  possibly  upon  the 
actual  commissions  for  his  services,  as  he  merely  effects  sales. 

10.  It  will  be  highly  productive,  yielding,  according  to  very  conservative  estimates 
made  by  those  opposed  to  it,  more  tnan  $2,000,000,000  a  year,  at  a  1  per  cent  rate. 

11.  It  will  remove  diBcrimination  now  operating  against  particular  industries  and 
commodities  specially  taxed. 

12.  Exports  are  not  taxed.  The  Canadian  and  French  laws  exempt  them  from  even 
a  light  sales  tax. 

13.  It  is  not  an  untried  method  of  taxation.  A  sales  tax  law  has  been  in  force  in 
the  Philippines  since  1905  without  oj>position  except  from  Americans  who  contend 
that  they  can  not  compete  with  the  natives  who  are  not  subject  to  the  present  business 
tax  laws.  It  has  been  in  force  in  Canada  for  nearly  a  year  with  no  evidence  that  the 
large  manufacturers  and  those  selling  direct  to  retailers  have  benefited  at  the  expense 
of  other  manufacturers. 

14.  It  encourages  employment  of  capital  in  fields  now  untouched  on  account  of  the 
piresent  tax  law. 

15.  In  brief,  it  is  a  simple,  equitable,  easily  paid  tax,  in  shaip  contraat  to  the 
complex,  unjust  and  burdensome  income  and  profits  tax. 

ARGUMENTS  IN  OPPOSITION. 

The  tax  on  sales  must  neceasarily  be  bome  either  by  the  seller  or  producer  on  the 
one  hand,  or  by  the  bu^er  and  consumer  on  the  other.  If  the  former  is  the  case,  when 
we  adopt  the  mles  tax  in  place  of  tiie  income  tax  we  are  subBtitoting  a  tax  on  graas 
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receipts  for  a  tax  on  net  income.  Whatever  inequalities  may  be  found  in  the  present 
system  of  income  taxation  would  be  trivial  compared  with  those  which  would  arise 
imder  a  tax  on  gross  receipts,  which,  in  some  lines  of  business  activity,  are  twenty  or 
nMNre  times  the  net  income  and  in  others,  such  as  the  practice  of  law,  are  but  a  small 
fraction  greater  than  the  net  income,  so  thst  of  two  persons  of  equal  net  income  one 
mi^t  pay  twenty  times  as  great  a  tax  as  the  other.  If,  however,  the  tax  is  paid  by 
the  buyer  or  consumer,  as  is  generally  contended  by  ^e  advocates  of  the  sales  tax 
will  be  the  case,  the  tax  is  equally  indefensible.  That  the  burden  of  taxation  should 
be  apportioned  m  accordance  with  abilit^r  to  pay  has  long  been  the  principle  prevailing 
in  tni^  country,  and  to  reverse  the  principle  and  to  apportion  the  burden  oi  taxation 
ia  accordtince  with  the  necessities  of  the  taic^yer  would  be  unsound  in  economic 
principle,  unjust  in  practical  application,  and  bound  to  arouse  resentment  in  the 
community  as  a  whole. 

Furthermore,  the  administration  of  the  general  sales  tax  would  not  be  as  simple 
as  its  advocates  would  have  us  believe.  Already  it  is  nroposed  to  exempt  from 
its  operation  sales  upon  the  various  exchanges.  Doubtless  other  transactions  of 
similar  character  would  require  like  treatment  to  avoid  the  complete  extinction 
of  essential  occupations,  and,  once  the  field  of  exceptions  and  qualifications  is  entered 
upon,  no  end  can  be  foreseen.  Narrow  distinctions  can  bejeadily  imagined  between 
transactions  which  would  be  taxable  and  those  which  would  not,  and  uiere  might  be 
as  great  confusion  among  taxpayers  and  as  great  congestion  in  the  Internal  Revenue 
Department  as  has  existed  in  the  past  few  years  under  the  present  system. 

The  Levy  of  the  Sales  Tax  at  a  Uniform  Rate  on  All  Sales. 

One  of  the  strongest  arguments  in  favor  of  the  sales  tax  has  been  its  simplicity, 
this  simplicity  resting  upon  the  application  of  such  a  tax  in  a  uniform  flat  rate  levy. 
If  a  tax  scheme  provid^  for  a  ^duated  rate  levy,  different  rates  being  applicable 
to  dLTerent  types  of  business,  this  would  result  in  injecting  into  the  new  tax  situation 
the  very  complexity  which  nas  militated  against  the  success  of  our  present  scheme 
of  taxation,  the  difference,  if  any,  being  merely  one  of  degree.  The  administratioi^ 
of  a  graduated  rate  sales  tax  would  necessarily  be  very  comnlicated  and  would  pre- 
vent the  scrapping  of  much  of  the  collection  machinery  wnich  would  be  possible 
under  a  flatrtate  tax.  Moreover,  it  would  be  very  diflicult  to  frame  a  law  conceived 
in  such  specific  terms  that  every  business  in  the  country  would  fit  easily  and  naturally 
in  one  of  the  rate  classes  established  in  the  statute.  The  door  would  still  be  open 
both  for  honest  dispute  and  attempted  evasion. 

The  argument  for  a  graduated  rate  law  seems  to  be  predicated  on  the  supposition  that 
it  is  necessary  for  each  type  of  business  to  absorb  the  tax  in  its  cost  of  doing  business. 
If  this  were  tne  case,  and  retail  businesses  were  taxed  at  1  per  cent,  it  is  argued  that  it 
would  be  necessary  to  make  the  rates  for  certain  manufacturers,  jobbers,  and  whole- 
salers materially  less.  This,  of  course,  would  impair  the  productivity  of  the  tax  very 
considerably.  But  the  argument  is  based  on  a  false  premise.  It  would  be  to  the 
interest  of  such  businesses  to  pass  the  tax  on  as  such,  as  has  been  very  clearly  shown  in 
a  statement  issued  by  Mr.  Meyer  D.  Rothschild,  chainnan  of  the  Business  Men's  Na- 
tional Tax  Committee,  in  answer  to  the  recommendations  contained  in  the  tentative 
report  o^the  tax  committee  of  the  National  Industrial  Conference  Board.  In  con- 
nection with  the  above  argument,  Mr.  Rothschild  said : 

**  Finally,  it  is  to  the  interest  of  all  producers  of  and  dealers  in  raw  materials,  and  of 
manufacturers  and  wholesalers,  to  pass  along  a  small  definite  sales  or  turnover  tax. 
They  can  not  pretend  that  the  tax  which  they  are  obliged  to  pay  the  Government  is 
greater  than  its  actual  amount,  and,  as  there  is  no  investment  of  capital  or  outlay  of 
money  involved  before  they  make  a  sale  (as  is  the  case  where  they  buy  goods  increased 
in  cost  by  duty  or  heavy  excise  taxes),  the  obvious  and  convenient  method  will  be  to 
add  the  small  turnover  tax  at  the  bottom  of  the  bill.  The  wholesale  buyer  imme- 
diately includes  this  tax  in  his  cost,  and,  adding  other  costs  and  expenses,  he  arrives 
at  his  selling  price,  and  then  in  turn  he  adds  the  turnover  tax  to  each  sale  as  it  is  made. 

"The  retailer  has  a  different  problem.  His  overhead  expenses  are  generally  very 
substantial,  sometimes  ranging  as  high  as  30  per  cent.  This  overhead  fluctuates  some- 
what, increasing  as  rents,  salaries,  and  other  fixed  expenses  rise,  but  often  decreasing 
in  percentage  by  reason  of  increased  turnover. 

"Under  a  small  ^neral  gross  sales  or  turnover  tax,  the  retailer  will  naturally  figure 
this  tax  as  part  of  his  overhead  expense  and  will  not  be  obliged  to  take  any  more  notice 
of  this  tax  than  he  takes  of  his  rent,  salaries,  heat,  power,  or  other  general  expense. 
This  is  the  practice  to-day  with  regard  to  some  of  the  heavy  excise  taxes  imposed  by 
the  act  of  1918,  and  would  undoubtedly  be  Uie  practice  of  clear  headed  merchants 
under  a  general  gross  sales  or  tumov^  tax.'* 
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The  Levy  of  the  Sal^s  Tax  at  Different  Rates  in  Different  Kinds  of 

Business.  ,.  . 

In  the  process  of  distribution  one  or  more  intermediaries  may  be  necessary.  Gener* 
ally  speaking  the  intermediary  does  9ot  exist  unless  the  service  he  performs  is  an 
economic  necessity.  Usually  this  intermediate  service  between  the  original  pro* 
ducer  and  the  retailer  is  perfonned  at  a.small  gross  charge  and  at  a  small  expense. 

A  tax  of  1  per  cent  at  retail,  which  would  represent  a  small  fraction  of  the  cost  of 
operating  a  retail  business  and  be  a  small  fraction  of  the  gross  profit  necessEurily  inci- 
dent to  handling  a  retail  business,  would  in  many  cases^  if  applied  at  the  same  rate, 
be  a  much  laiger  charge  upon  the  interme<liate  transaction  than  the  total  cost  of  the 
intermediate  service.  Many  of  these  services  for  handling  merchandise  are  performed 
at  a  cost  ranging  from  one-quarter  of  1  per  cent  to  2  per  cent. 

If  a  tax  of  1  per  cent  should  be  levied  as  an  equitable  retail  tax,  to  apply  this  same 
rate  to  an  intermediate  transaction  necessarily  connected  with  distribution  which 
cost  from  one-quarter  of  1  per  cent  up  to,  say,  2  per  cent  would  make  the  Government 
in  many  cases  a  partner  with  the  mtermediate  handler,  in  which  partnership  ^e 
Government  might  receive  several  times  the  revenue  in  connection  witii  the  service 
titiat  the  merchant,  broker,  or  factor  would  receive.  This  would  tax  the  consuming 
public  unjustly.  It  would  also  have  the  effect  of  making  the  tax  paid  by  certain 
types  of  corporations  performing  this  8er\'ice  many  times  greater  than  it  is  under  the 
excess-profits  plan.  In  such  a  case  it  would  be  a  tax  which  could  not  stand,  because 
it  would  be  in  essence  inequitable.  Therefore,  unless  the  sales  tax  were  to  be  applied 
at  some  single  stage  of  the  transaction,  so  that  but  a  single  tax  would  apply  to  a  sin- 
gle article  of  mercnandise,  it  would  seem  to  be  neceaeaiy  to  apply  a  dinerent  rate  of 
taxation  to  the  different  types  of  business  which  bore  a  relation  to  the  business  pro- 
portioned to  the  service  performed  by  the  distributor.  A  tax  upon  a  concern  which 
charged  one-quarter  of  1  per  cent  of  the  value  of  merchandise  for  services  or  a  flat 
rate  of,  say,  one-half  cent  per  pound  gross  chaise  for  services  must  be  taken  into  con- 
sideration in  the  apportionment  of  a  tax,  as  compared  with  a  business  in  which  the 
addition  to  cost  as  the  basis  of  retail  sale  may  range  from  25  per  cent  to  100  i)er  cent, 
or  even  more. 

Report  of  the  CoMMrrrEE  on  Taxation  Regarding  Proposed  Revision  of  the 

Federal  Tax  La>\8. 

February  14^  1921. 
To  the  extcutive  tomviittee  and  board  of  directors: 

The  committee  on  taxation  has  examined  the  various  proposals  for  changes  in  Fed- 
eral taxation  and  submits  the  following  report  to  the  chamber - 

The  committee  recommends  that  the  following  Federal  taxes  from  the  revenue  act 
of  1918  be  abolished: 

1.  Exce3s-profitr?  tax  on  corporations. 

2.  Present  surtaxes  on  individuals. 

3.  The  tax  on  transportation  and  other  facilities  and  on  insurance. 

4.  The  taxes  on  nonalcoholic  beverages. 

5.  The  taxes  on  admissions  and  dues. 

6.  The  excise  taxes  contained  in  Title  IX. 

7.  Special  and  capital  stock  taxes. 

8.  The  stamp  taxes. 

LOWER  SURTAXES   ON   INDIVIDUALS. 

As  to  the  present  surtaxes  on  individuals,  it  is  the  consensus  of  opinion  among 
those  who  have  studied  the  question  that  these  taxes  at  present  are  so  high  that  the 
limit  of  productivity  of  such  a  tax  has  been  passed;  that  persons  subject  to  such  taxa- 
tion are  investing  their  capital  in  nontaxable  securities  to  the  detriment  of  the  welfare 
of  business  and  of  the  entire  community.  We  believe  that  these  surtaxes  should  be 
limited  to  a  point  where  capital  would  be  permitted  to  flow  into  ordinary  business 
channels.  What  this  point  is  we  do  not  attempt  to  determine,  as  it  should  be  fixed 
by  the  law  making  power  upon  fevidence  submitted  to  it. 

GENERAL  SALES  TAX  RECOMMENDED. 

As  to  the  other  taxes  which  we  recommend  be  abolished,  there  seems  to  be  a  general 
consensus  of  opinion  that  they  are  inequitable  and  discriminatory,  uncertain  in  their 
incidence  and  in  their  yield,  difficult  to  administer,  and  burdensome  to  the  taxpayer. 
Some  are  incapable  of  exact  computation,  and  in  many  instances  impose  a  greater 
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expense  upon  the  taxpayer  to  compile  an  accurate  return  than  to  pay  the  tax.  As  a 
Bubsotute  for  these  taxes  when  abolished,  the  committee  recommends  the  tax  on 
gross  sales,  otherwise  called  the  general  turnover  tax. 

We  are  committed  to  the  tax  on  gross  sales,  or  the  general  turnover  tax,  because 
we  believe  that  this  is  the  only  source  from  which  ne^ed  revenues  can  be  derived 
without  making  the  present  intolerable  situation  worse  than  it  now  is.  We  are  also 
committed  to  this  tax  because: 

1.  It  has  the  ereat  advantage  of  a  low  rate  applied  to  the  widest  possible  base, 
making  slight  defects  n^ligible  and  making  it  acceptable  to  the  taxpayer. 

2.  It  will  be  highly  productive,  3rielding,  according  to  very  conservative  estimates 
made  by  those  opposed  to  it,  more  than  two  billion  dmlars  a  year,  at  a  1  per  cent  rate. 

3.  It  will  test  by  practical  experiment  the  compartive  merits  of  income  and  sales 
tsaes. 

4.  It  will  be  paid  probably  by  dealers  monthly,  thus  distributing  the  burden 
upon  the  taxpayers  and  banks  throughout  the  year  and  will  probably  be  passed  on 
ultimately  to  consumers  and  so  paid  by  them  m  minute  instiedlments  varying  with 
their  daily  purchases. 

5.  It  is  entirely  practical  and  has  operated  successfully  in  other  countries. 

6.  It  will  be  comparatively  simple  and  inexpensive  to  administer  and  will  remove 
discrimination  now  operating  against  particular  industries  and  commodities  specially 
taxed. 

7.  It  will  be  passed  on  to  the  consumer  with  less  profiteering  additions  than  are  the 
present  taxes. 

We  do  not  believe  it  wise  to  commit  ourselves  at  this  time  to  all  the  details  that 
must  be  worked  out  in  regard  to  this  general  sales  tax.  So  fiir  as  we  are  advised, 
no  tax  law  has  ever  been  perfect  any  more  than  any  other  human  law.  We  believe 
in  the  principle  of  this  sale9  tax  and  urge  that  the  proper  authorities  shall  draft  such 
a  law  and  put  it  into  opoation.  We  reserve  our  lignts  to  criticize  any  feature  of  such 
a  proposed  law  and  to  advocate  such  changes  as  from  time  to  tune  are  deemed  to  be 
wise  and  necessary.  This  would  be  our  position  after  such  a  law  became  operative, 
when  we  shall  have  had  the  benefit  of  experience  under  it. 

PUBLIC  EXPBNDrruItES  SHOULD  BB  LDfrTED. 

Any  syitem  of  taxation  nuiy  become  unbearable  if  too  much  is  demanded  of  the 
taxpayer;  public  expenditures  should,  therefore,  be  kept  within  the  limit  of  reason* 
able  demand  upon  nis  resources. 

Respectfully  submitted. 

Guy  W.  Cox,  Chairman,  Fredbric  E.  Moore, 

Henry  Herrick  Bokd,  Philip  Nichols, 

Robert  H.  Holt,  Charles  F.  Rowley, 

Georoe  B.  Johnson,  F.  R.  Carnegie  Steele, 
William  J.  McDonald,  Committee  on  Taxation, 

Messrs.  Nichols  and  Steele  dissent,  and  submit  attached  minority  report. 

MiNORTTY  Report  of  ComfrrTSE  on  Taxation. 

The  undersigned  do  not  approve  of  the  adoption  of  the  general  sales  or  turnover  tax, 
whether  confined  to  the  sate  of  commodities  or  extended  to  cover  the  gross  receipts 
of  every  form  of  business  or  professional  activity,  as  a  substitute  for  all  other  forms  of 
Federal  taxation  upon  business,  or  as  the  principal  means  of  raising  revenue  for  the 
United  States  Government. 

The  objections  to  the  sales  tax  are  numerous  and  weighty  and  have  been  set  forth 
at  length  by  many  of  the  leading  authorities  on  taxation  but  may  be  briefly  restated 
as  follows:  The  tax  must  necessarily  be  borne  either  by  the  seller  or  producer  on  the 
one  hand,  or  by  the  buyer  and  consumer  on  the  other.  If  the  former  is  the  case  we 
are  substituting  a  tax  on  gross  receipts  for  a  tax  on  net  income.  Whatever  inequalities 
may  be  found  in  the  present  system  of  income  taxation  would  be  trivial  compared  with 
those  which  would  arise  under  a  tax  on  gross  receipts,  which,  in  some  lines  of  business 
activity,  are  twenty  or  more  times  the  net  income  ancf  in  otners.  such  as  the  practice 
of  law,  are  but  a  small  fraction  greater  than  the  net  income,  so  tnat,  of  two  persons  of 
equal  net  income,  one  might  pay  twenty  times  as  great  a  tax  as  the  other.  If,  how- 
ever, the  tax  is  paid  by  the  buyer  or  consumer,  as  is  generally  contended  by  the  advo- 
cates of  the  sales  tax  will  be  the  case,  the  tax  is  equally  indefensible.  That  the  burden 
of  taxation  should  be  apportioned  in  accordance  with  ability  to  pay  has  long  been  the 
principle  prevailing  in  this  country,  and  to  reverse  the  principle  and  to  apportion 
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the  burden  of  taxation  in  accordance  with  the  necessitieB  of  the  taxpayer  wouic^  be 
unsound  in  economic  principle,  unjust  in  practical  application,  and  bound  to  arouse 
resentment  in  the  community  as  a  whole. 

Furthermore,  the  administration  of  the  general  sales  tax  would  not  be  as  simple  as 
its  advocates  would  have  us  believe.  Already  it  is  proposed  to  exempt  from  its 
operation  sales  upon  the  various  exchanges.  Doubtless  ouier  transactions  of  similar 
cnaracter  would  require  like  treatment  to  avoid  the  complete  extinction  of  essential 
occupations,  and,  once  the  field  of  exceptions  and  qualincations  is  entered  upon,  no 
end  can  be  foreseen.  Narrow  distinctions  can  be  readily  imagined  between  transact 
tions  which  would  be  taxable  and  those  which  would  not,  and  there  might  be  as  great 
confusion  among  taxpayers  and  as  great  congestion  in  the  Internal  Revenue  Depart- 
ment as  has  existed  in  the  past  few  years  under  the  present  system. 

We  believe  there  is  no  panacea  in  Federal  taxation  and  that  a  certain  amount  of 
annual  vexation  over  Federal  tax  returns  is  part  of  the  inevitable  price  which  we 
must  pay  for  the  Great  War.  Our  best  hope  is  to  take  what  is  good  in  the  present 
system  and  gradually  improve  upon  it  in  detail,  discarding  the  unreasonable  and 
oppressive  features  of  the  present  law  and  building  up  on  the  remainder  a  just  and 
equitable  system  founded  primarily  on  the  principle  that  taxes  should  be  apportioned 
in  aocordance  with  ability  to  pay  but  recognizing  the  practical  limitations  upon  that 
principle  which  render  futile  attempts  to  reach  by  taxation  an  unreasonable  share  of 
the  income  of  either  an  individual  or  corporation.  We  accordingly  recommend  the 
adoption  of  the  following  system: 

(1)  Individual  income  tax  to  be  imposed  substantially  as  at  present,  except  that 
the  highest  surtax  is  not  to  exceed  40  per  cent;  and  dividends  from  stock  in  corpora- 
tions which  themselves  pay  an  income  tax  are  not  to  be  subject  either  to  the  normal 
tax  or  surtax  except  as  provided  in  paragraph  4. 

(2)  Corporate  income  tax  to  be  imposed  with  a  suitax  graded  in  proportion  to  the 
relation  between  income  and  invested  capital;  the  increase  in  rates  to  be  gmdual  and 
the  highest  rate  not  to  exceed  40  per  cent. 

(3)  Stockholders  of  small  corporations  to  be  allowed  by  unanimous  vote  to  be 
taxed  on  all  income  earned  by  the  corporation,  whether  distributed  or  undistributed. 

(4)  Dividends  on  stock  in  a  corporation  which  itfelf  pays  a  tax  on  its  income  not 
to  be  subject  to  the  regular  income  tax  but  to  be  subject  to  a  fixed  excise  not  in  excess 
of  10  per  cent  of  the  income  as  a  tax  on  the  privilege  of  receiving  income  from  a  busi- 
ness enterprise  without  personal  liability  for  its  debts  and  the  other  advantages 
received  from  corporate  organization. 

(5)  Repeal  of  excess-profitfl  tax,  capital-stock  tax,  and  such  other  of  the  present 
special  excise  taxes  as  cause  annoyance  and  expenses  in  collection  out  of  proportion 
to  the  revenue  received. 

The  reasons  in  favor  of  the  foregoing  system  are  as  follows:  As  already  stated,  the 
modem  conception  is  that  taxes  should  be  apportioned  in  accordance  with  ability  to 
pay;  and  it  is  now  recognized  that  a  proportionate  tax  is  not  graded  in  accordance  with 
ability  to  pay,  since,  for  example,  a  person  with  an  income  of  $100,000  is  much  more 
able  to  pay  a  tax  of  10  per  cent  on  such  income  than  a  person  with  an  income  of  $10,000, 
and  consequently  an  income  tax  with  rates  increasing  proportionately  to  the  amount 
of  the  income  is  more  nearly  apportioned  to  ability  to  pay.  It  can  not  be  expected 
that  the  graded  income  tax  will  be  given  up  as  long  as  the  present  conception  on  the 
proper  measure  of  taxation  persists.  Nevertheless,  for  practical  reasons,  the  surtax 
should  not  be  at  too  high  a  rate,  since  a  rate  above  50  per  cent  defeats  its  own  ends 
by  either  driving  the  taxpayer  out  of  the  country  or  necessitating  investment  of  all 
his  funds  in  nontaxable  securities  and  his  retirement  from  active  business.  The 
highest  rate  of  surtax  should  accordingly  not  exceed  40  per  cent. 

Corporations  should  be  taxed  as  far  as  possible  in  the  same  manner  as  individuals, 
but  for  obvious  reasons  it  is  not  practicable  to  tax  corporations  upon  their  income  upon 
a  scale  graded  solely  in  proportion  to  the  agjgregate  net  income  without  regard  to  the 
relation  of  the  net  income  to  invested  capital,  and  bevond  all  doubt,  in  theory  at 
least,  grading  of  income  taxes  upon  corporations  should  be  based  upon  the  relation 
of  net  income  to  invested  capital.  The  difficulties  of  satisfactorily  determining 
invested  capital  are  so  great,  as  has  been  demonstrated  by  the  experiences  of  the  last 
three  years,  that  few  would  desire  to  adopt  this  measure  if  we  were  now  beginning 
the  period  of  high  Federal  taxation;  but  in  fact,  often  at  enormous  expense  and  diffi- 
culty, substantially  all  existing  corporations  have  had  their  invested  capital  deter- 
mined for  purposes  of  taxation  under  the  excess-profits  tax,  and  it  would  oe  a  matter 
of  comparatively  small  difficulty  to  keep  track  of  the  changes  in  invested  capital 
accruing  from  year  to  vear.  It  would  seem  wasteful  in  the  extreme  to  throw  into  the 
discard  results  of  all  this  labor  and  expense  when  the  result  has  been  to  establish,  as 
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nearly  as  may  be  done,  a  basis  for  taxation  wbidi  ia  most  eonsist^it  with  sound  eco- 
nomic theory,  and  to  start  upon  some  wholly  new  and  untried  ntethod  for  whidi 
neither  the  taxpayers  nor  the  Federal  authorities  have  had  any  preparation.  The 
violent  graduation  in  the  excess-profits  tax  and  the  very  high  rate  of  tax  upon  com- 
paratively small  amounts  of  income  should  be  avoided  and  the^  surtax  should  jmK 
ceed  by  gradual  steps  and  the  highest  rate  should  not  exceed  40  per  cent. 

With  respect  to  small  corporationSi  the  stockholders  of  which  are  the  persons  actively 
engaged  in  the  busineeB,  there  has  been  great  difficulty  in  dijferentiatmg  between  the* 
return  on  invested  capital  and  the  return  from  the  personal  activities  of  the  stock-* 
holders,  and  in  many  cases  grave  injustice  has  been  done.  In  the  case  of  such  corpora- 
tions the  stockholders  should  have  the  right  b}r  unanimous  vote  to  elect  to  have  the 
corpoTate  fiction  disregarded  and  to  be  texed  in  the  same  manner  as  a  partnership 
upon  the  basis  of  proportionate  share  of  income  of  the  corporation  actually  eamea» 
whether  distributed  or  not. 

One  of  the  evils  of  the  present  system  has  been  the  subjection  of  income  to  double 
taxation  when  the  dividends  of  corporations  paying  a  high  excess-profits  tax  have  been 
received  by  individuals  subject  to  a  large  surtax.  The  effect  of  subjecting  income 
from  money  invested  in  corporate  business  enterprises  to  heavy  surtax  has  been  to 
discourage  the  investment  of  capital  in  new  enterprises  and  to  drive  all  wealthy 
taxpayers  to  investments  in  tax-exempt  securities,  to  the  great  detriment  of  the  public 
by  aiscouraging  new  enterprise  and  checking  the  extension  of  existing  business  growth, 
lliere  is  no  reason  why  income  from  a  business  whether  incorporated  or  otherwise 
should  be  taxed  twice,  and  it  would  be  accordingly  both  just  ana  wise  to  exempt  the 
dividends  of  corporations  which  themselves  pay  an  income  tax,  from  liability  to  the 
regular  income  tax,  either  the  normal  tax  or  surtax.  Stockholders  of  corporationa 
shoTild,  however,  pay  something  for  the  privilege  of  receiving  income  from  a  business 
without  personal  liability  and  with  the  other  ri^ts  which  a  stockholder  has  and  which 
are  not  enjoyed  by  a  member  of  a  partnershsp,  and  on  account  of  this  privilege  stock- 
holders in  corporations  should  pay  a  fixed  tax  on  their  dividends  not  exceeding  10 
per  cent. 

The  reason  for  advocating  the  repeal  of  the  excess-profits  tax  in  its  present  form  and 
ol  some  of  the  special  excise  taxes  which  cause  annoyance  and  expense  in  collection  out 
of  proportion  to  the  revenue  received  require  no  elaboration.  The  capital-stock  tax 
would  cease  to  have  any  logical  basis  to  stand  upon  if  the  suggested  excise  tax  on  divi- 
dends were  adopted. 

It  is  recognized  that  the  revenue  derived  from  the  foregoing  system  might  be  some- 
what less  than  the  present  revenue  act  furnishes^  although  if  coupled  with  a  carefully 
drawn  tariff  act  it  would  probably  be  sufficient  for  the  purpose  if  the  affairs  of  the 
Government  are  economically  administered.  It  is,  moreover^  believed  that  such  a 
system  would  furnish  the  mtupimum  revenue  that  can  be  produced  without  the  levy 
of  taxes  economically  injurious  and  unsound,  and  this  fact  demonstrates  the  vital 
necessity  of  a  drastic  retrenchment  in  governmental  expenditure.  If,  however,  the* 
present  nigh  rate  of  expenditure  is  to  continue,  it  will  be  necessary  to  supplement 
the  foregoing  system  with  some  form  of  tax  of  the  same  general  character  as  the  salea 
tax  and  which  may  be  either  a  tax  on  gross  receipts  or  a  tax  on  consumption.  In 
this  class  a  proposed  tax  on  bank  deposits,  intended  as  a  convenient  means  of  taxing^ 
gross  receipts  of  every  description,  is  not  without  some  merit  if  levied  at  a  sufficiently 
low  rate  as  not  to  discourage  the  use  of  banking  facilities.  So,  also,  a  tax  on  retail 
sales,  to  be  collected  from  the  purchaser,  might  be  effective  both  to  raise  the  neces- 
sary revenue  and  to  impress  upon  the  public  at  large  the  need  of  reducing  govern- 
mental expenses  without  raising  the  resentment  which  the  proposed  shifting  of  the 
entire  burden  of  taxation  upon  the  consumer  would  produce. 

Perhaps  the  most  desirable  method  of  raising  this  additional  revenue,  however, 
would  be  through  a  careful  revidon  of  the  existing  special  taxes,  involving  an  increase 
in  the  rate  of  the  estate  tax  and  the  stamp  duties  and  the  levy  of  excise  taxes  on  the 
sale,  and  in  some  instances  the  use,  of  articles  which  are  not  essential  to  comfortable 
living. 

But,  as  already  stated,  what  is  primarily  needed  is,  first,  a  reduction  in  Government 
expenditures  and,  second,  the  gradual  improvement  and  development  of  the 
system  of  taxation  which  we  now  have. 

Respectfully  submitted. 

Philip  Nichols, 

F.  R.  Gabnsois  Steele. 
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Report  of  the  Governing  Board  of  the  Retail  Trade  Board  on  the  Taxation 
Report  of  the  National  Retail  Dry  Goods  Association. 

January  17, 1921. 
To  the  executive  commitUe  and  hoard  of  directors: 

At  a  special  meeting  of  the  governing  board  of  the  retail  trade  board  on  Friday, 
January  14, 1921,  the  report  on  taxation  of  the  National  Retail  Dry  Goods  Association 
was  considered  in  detail.  It  was  voted  that  the  governing  board  approve  this  plan 
as  a  whole  and,  in  the  opinion  of  the  governing  ooard,  that  it  represents  the  oest 
revision  of  the  Federal  tax  laws. 

The  plan  contains  seven  main  features,  which  are  as  follows: 

(a)  Income  from  manual  or  mental  effort  (salaries,  wages,  bonuses,  etc.)  not  to  be 
taxed  at  as  high  a  rate  as  income  from  business  or  investments. 

(5)  Income  derived  from  business  to  be  taxed  on  the  business  itself  and  to  be  subject 
to  no  further  tax  when  distributed. 

(c)  All  other  income,  including  profits  from  sales  of  capital  assets,  to  be  taxed  at  a 
higher  rate  than  income  from  business,  and  in  still  greater  degree  tJian  income  from 
manual  or  mental  effort. 

(d)  The  elimination  of  the  excess  profits  tax;  surtaxes  on  individuals;  taxes  on 
"sodas,"  theater  admissions,  transportation,  etc.;  special  and  capital  stock  taxes; 
stamp  taxes;  and  the  so-called  "luxury  taxes''  at  present  in  force. 

(e)  A  minimum  tax  of  $5  on  all  persons  resident  in  the  United  States  who  have 
reached  the  age  of  21  years  and  are  m  receipt  of  an  independent  income.  This  is  in 
recognition  of  the  fact  that  every  resident  owes  an  obli^tion  to  support  the  United 
States,  which  obligation  can  not  be  measured  solely  bv  wealth. 

(f)  A  tax  on  the  gross  sales  of  all  goods,  wares,  and  merchandise  sufiicient,  when 
added  to  the  pHier  taxes  proposed,  to  aggregate  the  $4,000,000,000  necessary  to  support 
the  Government. 

(q)  A  uniform  exemption  to  all  businesses  and  an  increase  in  the  exemptions  to 
individuals. 

Several  of  the  members  of  the  governing  board  are  members  of  the  National  Retail 
Dry  Goods  Association  and  will  vote  in  favor  of  this  plan  on  the  referendum  sent  out 
by  the  national  association. 

It  was  also  voted  that  this  expression  of  the  governing  board  be  forwarded  to  the 
president  and  board  of  directors  of  the  Boston  CSiamber  of  Commerce. 
Respectfully  submitted.    ' 

Feux  Vorenberg,  president;  Charles  F.  Adams,  Charles  F.  Bacon,  J.  J. 
Buckley,  F.  Alexander  Chandler,  Sidney  S.  Conrad,  George  E.  Damon, 
Albert  B-  Flint,  Victor  A.  Heatih,  Arthur  C.  C.  Hill,  George  B.  John- 
son, Robert  C.  Kingsley,  Louis  £.  Kfistein,  John  H.  mcAlman, 
James  C.  McCormick,  Georoe  W.  Mitton,  S.  St.  J(^n  Momn,  William 
J.  Norcross,  P.  A.  O'ConnelT.  Henry  Penn,  Louis  Rivers,  Jonn  Shepard, 
Sd,  Marcell  N.  Smith,  Frank  A.  Steams,  Joseph  Wigg[in, 

Governing  Boards  Reta%l  Trade  Board. 

Messrs.  Adams,  Heath,  Kingsley,  Kirstein,  McCormick,  Morgan,  Penn,  Rivers,  and 
Smith  were  not  present  at  the  meeting  and  were  unable  to  pass  on  this  report. 

Senator  Smoot.  You  say  there  are  laboring  men  belonging  to  the 
chamber  of  commerce  ? 

Mr.  Cox.  Yes,  sir. 

Senator  Smoot.  Were  they  in  favor  of  the  sales  tax  ? 

Mr.  Cox.  They  were.  We  beheve  in  the  Australian  ballot  in 
Massachusetts,  and  while  I  could  not  divulge  the  names  of  the  mem- 
bers who  voted  one  way  or  the  other,  I  know,  as  a  matter  of  fact, 
that  some  of  the  labor  members  were  in  favor  of  the  sales  tax,  be- 
cause one  of  the  members  of  my  committee  who  is  present  here  this 
morning  has  a  letter  from  a  member  of  the  chamber  who  is  on  the 
executive  council  of  a  labor  union. 

Senator  Walsh.  Of  course,  the  overwhelming  membership  is 
business,  professional  men,  and  educators  ? 

Mr.  Cox.  I  think  that  is  true,  Senator. 

Senator  Simmons.  You  say  that  you  know  that  some  laboring 
men  belonging  to  your  organization  were  in  favor  of  the- sales  tax. 
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You  do  not  mean  to  lead  the, committee  to  believe  that  the  majority 
of  the  laboring  men  are  in  favor  of  the  sales  tax,  do  you  ? 

Mr.  Cox.  I  do  not  know  whether  they  are  or  not. 

Senator  Smoot.  I  have  some  resciutions,  I  will  say  to  the  Senator^ 
from  labor  organizations  which  are  in  favor  of  it. 

Senator  Walsh.  A  good  many  of  them  are  labor  leaders,  Mr.  Cox? 

Mr.  Cox.  They  are. 

STATEMENT  OF  CHA&USS  F.  BACON,  CHAIBMAN  TAXATION  COM- 
MITTEE OF  THE  MASSACHUSETTS  BETAIL  MEBCHANTS'  ASSO- 
CIATION, BOSTON,  MASS. 

Senator  McCumbeb.  Will  you  give  your  name  in  full  ? 

Mr.  Bacon.  Charles  F.  Bacon,  Chandler  &  Co.,  Boston. 

Senator  Walsh.  They  are  a  dry  goods  concern  ? 

Mr.  Bacon.  Yes,  sir. 

Senator  McCuMBER.  Whom  do  you  represent? 

Mr.  Bacon.  I  represent  the  Massachusetts  Retail  Merchants' 
Association.  I  am  also  on  the  same  committee  with  Mr.  Cox,  from 
the  chamber  of  commerce. 

Senator  McCumber.  We  will  be  very  glad  to  hear  from  you  now 
on  the  subject. 

Mr.  Bacon.  I  have  been  very  much  interested  in  trying  to  get 
some  figures  that  would  show  where  taxation  begins  and  who  pays 
the  taxes.  I  know  that  merchants  now  have  to  devote  about  one- 
half  their  time  to  the  excess-profits  tax  and  the  surtax. 

I  am  not  siu"e  that  I  can  express  this  matter  just  the  way  I  have 
worked  it  out.  A  lawyer  could  do  this  much  better  than  a  merchant. 
I  wanted  to  find  out  where  we  landed.  And  I  discovered  that  there 
is  only  one  class  of  money  in  this  coimtry  that  pays  taxes*  that  is 
the  money  of  trade.  I  hark  back  to  the  good  ola  word  'trade." 
We  have  a  great  many  chambers  of  commerce  and  other  high- 
sounding  names  for  busmess,  but  after  all  it  is  simply  a  matter  of 
trade. 

When  the  excess-profits  tax  was  first  planned  out  and  I  learned 
th^at  capital  was  to  oe  taxed,  I  wondered  how  it  would  be  done.  I 
figtired  the  matter  out  in  the  ordinary  way — the  only  way  a  mer- 
chant can  do.  I  took  a  suit  of  clothes  and  started  with  the  wool— 
$5  worth.  After  all  the  different  processes  were  finished,  the  suit 
sold  for  $50.  If  it  had  been  rippea  apart,  all  that  could  be  seen  in 
it  was  the  original  $5  worth  of  wool.  There  was  some  profit,  prac- 
tically $10,  and  the  other  $35  went  for  labor.      * 

Trade  consists  of  three  things — ^raw  material,  transportation,  and 
money. 

Senator  Walsh.  And  profit  ?  *        . 

Mr.  Bacon.  No;  I  mean  money  to  go  into  business  with.  One 
has  to  have  money  to  start  with.  One  has  to  have  transportation, 
raw  material,  and  money  to  do  business.  I  thought  how  disastrous 
it  would  be  if  any  one  of  these  three  should  be  taken  away.  I 
figured  that  trade,  all  told,  amounted  to  about  $100,000,000,000.  I 
believe  the  census  report  shows  that  we  have  6,400,000  farms,  and 
some  one  has  estimated  that  the  farmer  makes  about  $1,500  out  of 
his  farm.  This  would  give  a  production  of  raw  material  of  about 
$10,000,000,000.     The  next   figure  was  the  total   amount  of  new 
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material  produced  in  this  country  in  a  year,  which  I  estimated  to  be 
about  $100,000,000,000.  Out  of  that  $100,000,000,000  I  tried  to 
figure,  after  raw  material,  every  move  that  was  made  in  connection 
with  the  raw  material  until  it  was  finally  sold.  There  were  only  two 
features  to  add.  One  was  profit  and  the  other  wages  or  salaries.  I 
do  not  call  it  wages,  because  everyone  thinks  about  the  hard-working 
man  who  only  gets  small  wages.  I  prefer  to  class  this  item  as  salaries 
and  wages.  Seventy-five  billion  dollars  has  to  be  paid  for  salaries 
and  wages,  $7,500,000,000  for  interest  on  capital,  $2,500,000,000  for 
upkeep  and  replacement,  and  then,  taking  the  $10,000,000,000  for 
raw  material,  it  amounts  to  $95,000,000,000,  which  trade  has  to  pay 
before  it  gets  a  profit  of  $5,000,000,000. 

I  am  in  trade,  so  I  know  a  little  about  it.  It  has  to  pay  every 
penny  on  the  capital  invested.  I  have  heard  the  capital  of  this 
country  estimated  at  about  $300,000,000,000.  I  think  it  is  about 
$150,000,000,000,  or  something  like  that.  That  surely  must  be  paid 
for,  because  a  house  does  not  earn  anything  of  itself;  a  store  does 
not  earn  anything  of  itself;  railroads  do  not  earn  anvthing  of  them- 
selves. They  are  all  capital  assets.  Capital  assets  nave  to  be  sup- 
ported by  trade  year  by  year.  Altogether  it  takes  about  5  par  cent  of 
$150,000,000,000,  which  amounts  to  about  $7,500,000,000— all  paid 
by  trade. 

There  is  another  thing  which  does  not  come  in  the  way  of  produc- 
tion, and  that  is  the  upkeep.  That  amounts  to  about  $2,500,000,000 
which  has  to  be  paid  by  trade,  leaving  a  profit  of  about  $5,000,000,000 
to  trade,  as  stated  above. 

Now,  when  it  comes  to  this  great  excess-profits  and  surtax  business,, 
it  means  that  that  is  to  come  out  of  this  $5,000,000,000  profit  on 
trade,  leaving  trade  with  a  profit  of  only  $2,500,000,000,  or  prac- 
tically broke.  Trade  must  have  money,  but  the  Government  is 
taking  it  all  away  from  trade.  In  the  first  place  it  took  $25,000,- 
000,000.  That  had  to  come  from  trade.  It  could  not  come  from 
railroad  ties;  it  could  not  come  from  capital  assets,  brick  and  mortar, 
houses,  roads,  locomotives,  or  steamboats,  or  anything  of  that  kind. 
It  had  to  come  out  of  the  actuah  earnings. 

Taking  the  various  kinds  of  business  comprising  trade,  there  (s 
somewhere  in  the  neighborhood  of  $50,000,000,000  used.  I  am 
getting  at  the  enormous  amount  of  interest  one  has  to  pay  nowadays. 
Twenty-five  billion  dollars  were  owned  by  the  people  m  trade.  The 
Government  took  $25,000,000,000  for  war  bonds.  Trade  had  to 
borrow  it  back  at  8  per  cent.  Formerly  it  only  paid  5  per  cent  on 
$25,000,000,000.     Now  it  pays  8  per  cent  on  $50,000,000,000. 

Senator  Jones.  According  to  your  theory,  the  retail  merchants  of 
the  country  are  paying  all  tne  taxes  ? 

Mr.  Bacon.  On,  no;  they  are  not  the  only  people  who  pay.  There 
are  all  sorts  of  men  in  trade.  The  whole  thmg  is  trade.  It  started 
from  very  little  and  has  grown  to  enormous  proportions.  It  is  the 
exchange  of  commodities  that  pays  all  expenses.  I  would  like  to 
know  how  any  other  expense  is  paid.  Trade  is  the  only  creative 
element  in  the  country. 

If  I  am  makir^  this  too  long,  I  wish  you  would  tell  me,  because  I 
do  not  know  just  how  to  express  it  briefly. 

Senator  Watson.  You  are  doing  very  well.    Go  right  along. 
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Mr.  Bacon.  The  expense  that  merchants  were  put  to  was  enormous, 
hecause  when  that  $25,000,000,000  was  taken  away  it  was  diverted 
from  trade.  They  had  to  borrow  it  back  and  pay  8  per  cent,  and  8 
per  cent  on  $50,000,000,000  is  $4,000,000,000.  If  you  wish  to  to  a 
step  farther,  they  are  really  paying  16  per  cent,  because,  if  they  buy 
to-day  in  the  market  some  common  ordinary  article  like  $1,000 
worth  of  sheets,  the  price  is  about  duoble  what  it  was  a  few  years 
^o.  In  1914  they  could  buv  1,000  sheets  for  $1,000.  To-day  they 
would  hare  to  pay  $2,000,  ana  pay  8  per  cent,  which  would  be  $160,  so 
they  are  really  paying  16  per  cent. 

The  tax,  therefore,  in  the  way  of  interest  is  pretty  close  to 
$4,000,000,000.  If  the  $1,000,000,000  which  is  paid  back  is  taken 
into  consideration  it  amounts  to  about  $3,000,000,000.  When  the 
Government  took  $25,000,000,000  away,  it  was  bad  enough;  but 
then  in  addition  it  took  for  taxes  50  per  cent  of  all  the  money  trade 
made.  I  do  not  imderstand  why  this  does  not  show  that  the  Gov- 
ernment took  all  the  cash  trade  had,  because  a  man  in  business  never 
has  all  his  money  in  cash.  Part  of  it  is  tied  up  in  stock  on  hand,  and 
generally  a  large  part  is  in  accounts  receivable.  The  Government 
taking  all  the  money  of  trade  practically  bankrupts  trade. 

This  is  where  hign  prices  come  in.  The  first  tning  we  knew,  we  had 
a  great  flood  of  money,  due  to  the  Federal  Reserve  bank  loans.  Prices 
were  not  so  very  high  during  the  first  part  of  the  war,  but  then  came 
an  enormous  amount  of  speculation;  and  where  in  the  world  the  money 
came  from  for  speculation  is  a  mystery,  unless  it  came  from  thie 
Federal  reserve  banks,  because  they  had  an  abimdance  of  money,  and 
ostensibly  it  was  to  be  loaned  to  trade,  but  it  also  went  to  the  specu* 
lator.  This  took  control  away  from  trade.  Prices  went  up  nearly  100 
per  cent,  and  they  have  not  yet  come  down. 

Senator  Watson.  The  farmer  has  gone  back  to  prewar  prices,  has 
he  not } 

Mr.  Bacon.  I  think  the  farmers  and  the  people  in  the  South,  the 
West,  ihe  North,  and  the  Middle  West  had  an  idea  that  they  were 
going  to  take  tiie  excess-profits  tax  from  capital,  but  they  did  not. 
They  took  it  from  trade,  and  trade  almost  came. to  a  standstill,  due  to 
the  nigh  interest  rates  and  in  trying  to  get  even  with  speculation. 
Trade  never  put  the  prices  up  where  they  are.  If  a  man  buys  goods 
he  generally  figures  what  he  is  goin^  to  pay  for  them  and  knows  to 
whom  they  wiU  be  sold.  The  speculator,  as  a  rule,  does  not  get  into 
trade;  when  he  does  he  puts  the  prices  where  he  pleases  and  has  no 
resp(»iaibility;  he  has  but  little  money  to  start  with  and  is  an  ex- 
celknt  borrower. 

I  recently  saw  a  letter  from  a  man  in  the  sugar  business  who  did 
not  think  he  could  pay  1  per  cent  sales  tax,  and  the  same  evening  I 
read  in  the  Boston  Transcript  that  the  consumption  of  sugar  in  1920 
was  9,000,000,000  pounds.  It  was  worth  about  8  cents  a  pound.  It 
was  sold  for  20  cents  a  pound,  and  an  indirect  tax  of  about  $1,000,- 
000,000  was  collected  (»  it  from  100,000,000  people.  That  is  more 
than  the  grocery  business  would  pay  in  five  years  with  a  sales  tax. 

Senator  Watson.  What  is  your  solution  of  the  problem,  if  all  this 
betnief 

Mr.  Bacon.  The  money  that  belongs  to  trade  must  be  allowed  to 
get  back  into  trade. 
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Senator  Watson.  What  is  the  process  ? 

Mr.  Bacon.  That  is  about  as  far  as  I  have  gone.  It  is  too  big  a 
problem  to  go  much  beyond  that.  One  can  not  conduct  business 
without  money,  and  when  the  money  is  taken  from  trade,  the  men 
in  trade  are  handicapped.  There  are  plenty  of  people  in  this  country, 
plenty  of  workmen,  plenty  of  transportation  and  plenty  of  raw 
materials. 

Senator  Walsh.  Mr.  Bacon,  you  seem  to  account  for  the  present 
unfortunate  and  bad  condition  m  business  by  saying  it  is  the  taking 
of  money  away  from  trade.  I  thought  it  was  the  fact  that  the  con- 
suming class  fiad  stopped  buying  and  that  that  was  responsible  for 
a  lot  of  the  trouble. 

Mr.  Bacon.  That  is  only  one  of  the  results.  The  responsibility 
there  Ls  very  plain.  There  is  not  a  statistician  or  an  economist  who 
does  not  know  that  the  government  must  let  trade  alone  if  they 
want  a  prosperous  country.  This  assumption  is  based  on  the  fact 
that  the  whole  trade  eoes  together — the  manufactm*er,  the  farmer, 
and  the  seller.     The  seller  has  to  have  a  profit. 

Senator  Jones.  From  what  source  would  you  raise  money  to  run 
the  Government  ? 

Mr.  Bacon.  I  do  not  know;  I  can  only  figure  it  out  this  way,  and  I 
may  be  entirely  mistaken,  but  if  $75,000,000,000,  out  of  $100,000,- 
000,000  are  paid  for  salaries  and  wages,  it  is  obvious  that  the  people 
who  receive  these  salaries  and  wages  must  buy  about  75  per  c^nt  of 
everything  that  is  bought. 

Senator  Smoot.  As  f  understand  vou,  vou  think  that  the  excess 
profits  tax  ought  to  be  repealed. 

Mr.  Bacon.  I  do;  I  do  not  think  it  ever  should  have  been  put  into 
effect. 

Senator  Smoot.  Then  you  believe  that  the  surtaxes  on  incomes 
ought  to  be  abolished,  so  that  it  will  not  pay  men  of  mammoth 
incomes  to  invest  in  tax-exempt  securities,  rather  than  to  put  that 
money  into  business,  with  business  so  greatly  needing  it? 

Mr.  Bacon.  I  do  not  think  people  in  this  countrv  put  their  money 
into  old  jars;  they  keep  it  active.  There  are  a  himOTed  ways  in  which 
one  can  spend  money  as  soon  as  it  is  earned.  There  is  no  hoarding 
of  money.  It  goes  right  back  in  the  regular  channel  of  circulation, 
and  if  there  is  a  profit  it  is  generally  usea  for  the  development  of  our 
country. 

Senator  Smoot.  That  does  not  answer  my  question. 

Mr.  Bacon.  Possibly  I  did  not  get  the  question  right.  What  was 
it? 

Senator  Smoot.  From  your  remarks  I  was  trying  to  get  down  to 

4*ust  what  your  position  was  in  relation  to  the  existms  revenue  laws. 
I'irst,  you  believe  that  the  excess-profits  tax  ought  to  be  repealed  ? 

Mr.  Bacon.  I  do  believe  that  it  ought  to  be  repealed.  I  think  the 
idea  was  when  the  excess-profits  tax  was  instituted  that  it  was  to  be 
taken  from  capital,  but  I  do  not  think  it  hit  capital  at  all.  It  only 
hit  trade. 

Senator  Smoot.  Have  you  any  8ug;gestions  to  make  to  the  com- 
mittee as  to  what  kind  of  a  tax  you  think  the  business  interests  or  the 
trade  of  the  coimtry  would  favor  ?     What  kind  of  a  tax  do  you  favor  ? 

Mr,  Bacon.  I  do  not  know  how  the  average  man  would  figure  it, 
but  this  is  the  way  I  would  figure  it.    At  pre&ent  there  is  an  mdirect 
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tax  of  2  per  cent  on  raw  material  and  on  salaries  and  wages,  and  I  do. 
not  believe  many  people  know  it.  I  was  just  wondering  how  much 
tax  you  paid  on  that  suit,  Senator  Watson. 

Senator  Watson.  I  do  not  know. 

Mr.  Bacon.  It  is  a  pretty  nice  looking  suit. 

Senator  Watson.  Thank  you. 

Mr.  Bacon.  I  think  you  paid  about  $9  tax  on  it.  It  did  not  bother 
you  very  much,  did  it  ? 

Senator  Watson.  I  would  rather  you  would  not  ask  me  that 
question. 

Mr.  Bacon.  That  is  an  indirect  tax,  Senator.  There  is  a  tax  of 
about  2  per  cent  on  commodities;  then  there  is  a  tax  of  about  13^ 
per  cent  on  capital,  and  a  tax  of  about  50  per  cent  on  trade.  Taking 
these  all  together,  they  are  in  the  same  boat.  Each  man  has  to  make 
a  profit. 

I  think  eventually  the  sales  tax  would  be  the  solution.  I  do  not 
see  how  any  other  tax  could  bring  about  the  desired  results.  I  be- 
lieve the  sales  tax  is  sure  to  come. 

What  the  merchants  wish  is  to  have  some  method  of  taxation 
which  is  definite  and  certain,  and  the  sooner  some  plan  of  this  kind  is 
devised,  the  better  it  will  be.  I  do  not  know  how  soon  a  sales  tax 
could  be  put  through. 

Senator  Simmons.  Would  you  suggest  the  abolition  of  other  taxes, 
except  a  sales  tax  t 

Mr.  Bacon.  I  do  not  think  that  could  be  done  now.  But  I  believe 
the  biggest  thing  before  the  whole  country  at  present  is  the  tax 
proposition.  I  would  recommend  putting  a  tax  on  all  profits.  That 
would  be  called  an  income  tax,  would  it  not  ? 

Senator  Smoot.  Yes. 

1^.  Bacon.  If  the  tax  business  has  to  be  postponed  for  one  year,  or 
two  vears,  or  whatever  length  of  time  it  may  be,  I  would  recommend 
a  sales  tax.  If  this  can  not  be  done,  give  the  merchant  something 
definite  to  figure  on.    Tax  him  15  per  cent. 

Senator  Smoot.  You  mean  a  normal  tax  on  all  his  gains  of  15  per 
cent  ? 

Mr.  Bacon.  Yes;  and  let  it  go'  at  that. 

Senator  Walsh.  And  a  graduated  income  i 

Mp.  Bacon.  If  15  per  cent  is  not  enough,  I  think  the  majority 
would  rather  pay  20  per  cent  and  know  just  what  the  amount  would 
be  than  to  have  the  uncertainty  which  exists  at  the  present  time. 

Senator  Smoot.  The  business  of  the  country  wants  something 
definite? 

Mr.  Bacon.  It  certainly  does.  It  wants  something  right  to  the 
point,  so  it  can  know  where  it  stands. 

Senator  McCumber.  When  the  merchant  has  that  15  per  cent  he 
knows  just  how  much  more  to  put  on  to  the  price  of  his  goods  to  sell 
to  the  consumer  i 

Mr.  Bacon.  My  dear  sir,  the  merchant  in  selling  goods  never  figures 
anything  but  what  he  pays  for  the  goods. 

Senator  Smoot.  Certainly. 

Mr.  Bacon.  If  you  men  around  this  table  were  selling  jackknives 
at  a  dollar  apiece  and  one  was  inclined  to  be  a  *Hight  yi^ad,"  and  said 
to  himself,  ^'I  am  going  to  try  and  get  $2,''  the  result  would  be  that 
he  would  not  sell  it. 


144  INTERKAL  BBVENUE. 

:,  Senator  MoCumber.  There  seems  to  be  a  difTerence  of  opinion' as 
to  whether  it  is  competition  or  whether  it  is  what  the  trade  will  bear. 
I  think  some  of  us  are  inclined  to  believe  that  the  prices  are  fixed  by 
what  the  trade  will  bear 

Senator  Watson.  That  is  when  the  demand  exceeds  the  supply. 

Senator  McCriMBER'.  After  all^  you  sell  a  thing  for  just  what  vou 
can  get.  I  think  statistics  will  show  that  people— unless  it  be  wi£hin 
the  last  year — ^who  have  sold  goods  have  sold  them  for  enough 
higher  prices  and  made  enough  more  profit  to  take  care  of  the  excess- 
profits  tax. 

Mr.  Bacon.  In  our  own  business  it  would  be  absolutely  impossible 
to  do  that.  In  the  first  pleice  we  could  not  put  50  per  cent  onto  the 
price  of  an  article 

Senator  MgCumbbr.  Certainly  not,  because  you  have  already 
reached  the  limit  of  the  capacity  of  the  public  to  buy. 

Mr.  Bacon.  They  are  still  affected  by  trade. 

Senator  McComber.  That  is  the  real  reason. 

Mr.  Bacon.  Speculationput  prices  up  so  high  that  people  were 
forced  to  stop  buying.  We  are  only  selling  one  article  where  we 
ought  to  sell  two. 

Senator  McCumber.  ^d  the  reason  is  that  the  price  is  so  high. 

Senator  McLean.  We  have  already  been  over  this.  Where  there 
IS  competition  the  man  that  produces  the  cheapest  controls  the  price. 
The  others  have  to  come  to  his  price  if  they  desire  to  do  business. 
The  excess-profits  tax  can  not  be  figured  in  legitimately.  We  have 
got  to  figure  on  what  you  can  get  for  your  goods.  It  does  not  make 
rany  difference  what  the  tax  is. 

Senator  Smoot.  Where  there  is  a  greater  demand  than  supply  they 
are  going  to  get  what  they  can. 

A&.  Bacon.  And  with  $75,000,000,000  going  for  the  pajrment  of 
salaries  or  wages,  the  people  receiving  those  salaries  or  wages  will  buy 
the  goods  an^ow. 

Senator  Watson.  How  about  the  farmer,  the  miner,  the  manu- 
facturer, the  transporter,  the  jobber,  all  being  deflated  and  the 
retaUer  only  keeping  up  war  prices;  is  that  so  t 

Mr.  Bacon.  In  Boston  the  othet  dajr  we  had  a  meeting  of  some 
bankers.  It  was  a  retail  trade  meeting,  and  the  bankers  were 
amazed  at  the  fact  that  we  had  reduced  our  prices.  They  thought 
we  were  keeping  prices  up^  and  keeping  our  shelves  full  of  ffoods. 
How  many  times  do  you  tnink  we  turn  the  stocks  in  our  estaolish- 
ment? 

Senator  Walsh.  Four  or  five  ? 

Mr.  Bacon.  Ten.  In  the  last  four  months  our  entire  stock  has 
tiuned  three  and  a  half  times.  We  cannot  keep  anything.  In  the 
month  of  January  we  turned  our  stocks  one  an  a  half  times. 

Senator  Watson.  Does  that  answer  the  question  as  to  whether  or 
not  you  have  reduced  prices,  or  whether  or  nor  there  is  any  sort  of 
arrangement  by  which  prices  are  kept  hight 

Mr.  Bacon.  It  was  all  done  at  replacement  prices.  We  have 
forgotten  the  orginal  prices. 

Ssnator  Watson.  Is  it  only  a  question  of  replacement  price  ? 

Mr.  Bacon.  Replacement  values.  The  pnce  is  marked  down 
according  to  what  was  paid  for  the  last  purchase.  That  has  to  be 
tdone. 


SALES  TAX — ^PBOPONBNTS.  146 

There  is  another  thing  that  has  to  be  considered,  and  that  is,  the 
style  feature.  If  a  merchant  keeps  his  goods  too  long  they  are  not 
worth  very  much.  A  last  year's  straw  nat  would  not  sell  for  very 
much  this  year. 

ESTIMATE   OF  TRADE. 

Total  trade $100, 000, 000, 000 

Total  diBbuTsements  of  trade: 

Raw  material $10,000,000,000 

Salaries  and  wages 77,500,000,000 

Capital 7,500,000,000 

Profit 5,000,000,000 

100,000,000,000 

It  would  be  rather  a  serious  matter  to  jeopardize  the  above  salary  and  wage  returns, 
the  capital  return,  and  the  distribution  of  raw  material,  by  so  taxing  the  profit  on 
trade  as  to  put  it  out  of  business — rather  suicidal. 

TAXES. 

Raw  material $10, 000, 000, 000 

Salaries,  wages 77,500,000,000 

Exoise  tax  and  customs,  2  per  cent $1, 750, 000, 000 

Transportation. 
All  paid  by  trade  before  trade  can  have  a  profit. 

Return  of  capiUl 7,500,000,000 

Income  tax,  13*  per  cent 1,000,000,000 

All  dividends  and  interest  on  all  stocks, 
bonds  dealt  in  by  the  stock  exchange;  all 
interest  paid  to  all  banks;  all  rent  paid  on 
capital  assets;  all  State  taxes — in  fact,  the  ^ 

upkeep  and  interest  of  all  capital  assets. 
All  paid  by  trade  before  trade  makes  any  profit. 

Profit  on  trade 5, 000, 000,000 

Exceps  profit  and  income  tax,  50  per  cent 2, 500, 000, 000 

After  trade  has  successfully  met  an  obligation  of  $95,000,000,000. 
Trade  is  practically  ruined  by  this  tax,  while  it  is  doubtful  whether  those  earning 
-Balaries  ana  wages  would  know  there  was  any  such  chaige  as  a  2  per  cent  tax. 

Note. — It  is  rather  interesting  to  find  that  trade  is  the  most  complex  and  at  the 
.«une  time  one  of  the  simplest  self-governing  bodies  in  the  world. 

And  it  is  marvelous  to  see  how,  in  1914  and  1915,  before  the  war,  without  very  many 
jolts,  it  was  able  to  pay  a  return  on  approximately  $150,000,000,000  worth  of  capital 
■assets,  transport,  ana  move  the  manufacture  of  $10,000,000,000  worth  of  raw  material; 
to  finance  and  produce  in  its  various  courses,  the  raw  material,  transportation,  manufac- 
turing, wholesaling,  and  retailing,  a  volume  of  successful  business  which  resulted  in 
the  payment  of  more  than  $77,500,000,000  in  salaries.  But  it  did,  and  it  is  a  mar- 
velous fact  that  out  of  this  it  onlv  asked  a  profit  of  5  per  cent  net,  or  in  other  words, 
it  handled  this  money  earning  feature  of  the  entire  United  States  successfully,  lor 
what  it  cost  the  FedenJ  Government  of  the  United  States  to  run  its  portion. 

Note. — The  various  processes  from  raw  material  through  the  maniifacturing  stages, 
jobber,  wholesaler,  ana  retailer,  would  require  what  is  generally  known  as  a  turnover 
of  $200,000,000,000  to  produce  the  above  $100,000,000,000. 

STATEMENT  OF  FEIiZZ  VORENBEBG,  REPBESENTINa  THE  MASS- 
ACHUSETTS RETAIL  MERCHANTS'  ASSCKIIATION  AND  THE 
RETAIL  TRADE  BOARD  OF  BOSTON. 

Mr.  VoBENBERO.  I  represent,  Mr.  Chairman  and  gentlemen,  the 
Massachusetts  Retail  Merchants'  Association  and  the  Retail  Trade 
Board  of  Boston.  The  Retail  Trade  Board  is  a  subsidiary  organiza- 
tion of  the  Chamber  of  Commerce  of  Boston,  consisting  entirely, 
however,  of  merchants.  I  have  come  here  with  the  gentlemen 
preceding  me  for  the  purpose  of  laying  before  you  first  of  all  the 
sentiments  exi3ting  in  our  part  of  the  country,  which  exist  to  the 
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degree  that 
fessional  men 


I  have  on  file  correspondence  from  labor  leaders,  pro- 
n,  business  organizations,  and  others  all  decidedly  on 
record  as  wanting  to  do  away  with  the  excess  profits  tax 

Senator  Jones.  Will  you  please  tell  us  the  reasons  why  they  want 
to  do  away  with  the  excess-profits  tax  ?  ' 

Mr.  VoRENBERG.  Yes.     May  I  come  to  it  as  we  go  along  ? 

Senator  Jones.  Surely. 

Mr.  VoRENBERG.  (continuing).  And  the  reduction  of  the  higher 
surtaxes. 

The  same  organizations  and  individuals  that  I  have  just  referred 
to  are  strongly  in  favor  of  substituting  therefor  (realizmg  that  the 
country  is  in  need  of  a  certain  amoimt  of  money) ,  as  the  most  simple 
method  of  raising  taxation,  a  sales  tax,  or,  let  me  say,  a  turnover 
tax  along  the  lines  of  what  is  proposed  by  the  National  Retail  Dry 
Goods  Association. 

Senator  Watson.  Are  they  the  same  as  provided  in  Senator 
Smoot's  bill  ?    Are  you  familiar  with  its  provisions  ? 

Mr.  VoRENBERG.  I  am  familiar  with  some  parts.  I  do  not  think  it 
is  just  the  same.     I  would  rather  stick  to  my  own,  if  I  may. 

Senator  Smoot.  The  principle  is  the  same. 

Mr.  VoRENBERG.  The  foundation  is  the  same,  is  it  not,  Senator 
Smoot? 

Senator  Smoot.  Yes;  the  foundation  is  the  same. 

Mr.  VoRENBERG.  The  answer  that  we  have  received — I  say,"  we ''^ 
with  reference  to  the  delegation  that  I  represent  here  in  Washington — 
in  consulting  ptiblic  men  seems  to  be  almost  wholly  along  the  line 
of — "I  do  not  know  that  we  need  a  sales  tax;  but  if  we  ao  need  a 
sales  tax  I  do  not  think  it  is  politically  a  good  thing  to  do  just  now." 

And  then  of  course  it  usually  winds  up  with  the  old  argument, 
which  is  a  little  bit  overworked  by  this  time,  that  a  sales  tax  would  be 
nothing  more  nor  less  than  a  shift  of  the  burden  from  the  rich  man 
to  the  poor  man. 

It  is  a  peculiar  thing  that  one  hears  so  much  about  the  rich  man  ancl 
more  stiU  about  the  poor  man  but  very  little  about  what  might  be 
considered  perhaps  tne  strongest  member  of  the  population,  namely, 
the  middle  man,  that  great  big  class  which  probably  consists  of  any- 
where from  75  to  85  per  cent  of  our  entire  population.  Yet  one 
rarely  hears  of  an  individual  who  talks  as  a  representative  of  the 
middle  class,  the  middle  class  which  consists  probably  of  you  and 
myself,  of  bankers  and  business  men,  of  employers  and  employees 
and  professional  men.  The  principal  argument  that  is  usually  put 
forward  bv  demagogues  when  talking  of  sales  tax  is  that  it  merely 
means  a  shifting  of  the  tax  from  the  rich  man  to  the  poor  man. 

Let  us  analyze  it  and  see  just  how  that  would  work  out. 

Senator  Simmons.  You  think  that  anybody  that  makes  that  argu- 
ment is  a  demagogue  ? 

Mr.  VoRENBERG.  I  think,  generally  speaking,  yes.     Don't  you  ? 

Senator  Simmons.  No;  I  do  not. 

Mr.  VoRENBERG.  The  fact  that  taxes  of  all  kinds,  with  the  excep- 
tion of  possibly  the  inheritance  tax,  are  handed,  in  the  last  analysis, 
to  the  consumer,  who  may  be  poor  or  rich  or  may  belong  to  the  mid- 
dle class  of  people,  I  think  bears  out  the  statement  uiat  after  all 
there  is  no  such  thing  as  a  taxation,  outside  of  the  inheritance  tax, 
that  is  not  borne  by  all  of  us.  .        ^ 
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When  everything  is  said  and  dSne,  why  should  not  the  taxes  be 
assumed  by  all  of  us  in  proportion  to  our  means;  and  why  is  it  not 
perfectly  reasonable  that  you  and  I  and  everybody^  else,  m  propor- 
tion to  our  means  and  in  proportipn  to  our  expenditures,  shall  pay 
8om<\  part  of  the  Oovemment's  needs  for  the  maintenance  of  the 
Government,  for  the  purpose  of  getting  all  of  the  benefits  that  come 
with  it  ? 

Senator  Jones.  Are  not  those  two  terms  contradictory — ^in  pro- 
portion to  our  means  and  in  proportion  to  our  expenditures  ? 

Mr.  VoBENBERQ.  Not  exactly  contradictory,  because  I  take  it  for 
granted  that  a  man  ought  not  to  live  beyond  his  means. 

Senator  Jones.  A  man  usually  does  not  live  up  to  his  means, 
does  he  ? 

Mr.  VoRENBERG.  By  '^  means  "  I  would  not  want  you  to  understund 
that  I  mean  that  he  ought  to  live  up  to  every  cent  that  he  eanns. 

Senator  Jones.  Is  there  not  a  vast  difference  between  paying  the 
Government's  burden  according  to  your  means  and  paying  it 
according  to  your  expenditures  ? 

Mr.  VoRENBERG.  There  would  not  be  from  the  viewpoint  of  people 
living  within  their  means.  If  I  have  an  income  of  $5,000  and  spend 
$3,000  I  would  consider  mvself  living  within  my  means. 

Senator  Jones.  About  the  fellow  who  is  eammg  $1,000  and  spend- 
ing it  all  ? 

Mr.  VoRENBERO.  He  still  lives  within  his  means. 
A  consumption  tax  is  a  tax  which  could  be  borne  easily  by  anyone 
in  this  country  in  comparison  to  his  income. 

Senator  Reed.  I  would  like  to  interject  a  question  here.  I  want 
to  make  a  preliminary  statement  so  that  the  question  will  be  as  plain 
as  I  can  make  it. 

The  citizen  gets  from  the  Government  protection  in  his  life,  his 
liberty  and  his  property,  and  the  Grovernment  exacts  from  him  two 
things:  One,  financial  support,  and  the  other  is  the  support  of  his 
body  in  time  of  war.  Here  are  two  individuals.  One  of  them  is 
merely  a  laboring  man  earning  $1.50  or  $2  a  day,  supporting  a  wife 
and  four  or  five  (3iildren.  The  other  man  is  a  capitalist  owning  a  vast 
number  of  industries;  and  he  has  a  wife  and  five  children.  The  Gov- 
ernment can  call  on  either  one  of  them  for  military  service.  In  that 
respect  they  are  on  an  equality;  but  the  Government  protects  one  of 
these  men  m  fifty  or  a  hundred  or  maybe  five  himdred  dollars'  worth 
of  household  goods.  It  protects  the  other  one  in  all  his  vast  fortune, 
with  his  property  perhaps  scattered  in  8  or  10  States.  For  that  pro- 
tection tne  Government  maintains  police  forces,  constabulary,  fire  de- 
partments, soldiers. 

Do  you  think  that  the  man  who  has  only  a  small  income  and  who 
spends  it  all,  who  renders  the  full  military  service,  and  who  gets  pro- 
tection only  on  the  little  tiny  bit  of  goods  that  he  has  ought  to  pay 
taxes  on  the  same  basis  as  the  man  who  has  all  those  instrumentalities 
of  government  constantly  exercised  for  his  benefit  J 

Mr.  VoRENBERG.  No;  it  could  not  be,  and,  as  a  matter  of  fact,  it 
is  not. 

Senator  Reed.  The  tax  that  you  advocate  falls  with  exact  equality 
in  this  sense,  that  the  poor  man,  if  the  tax  is  5  per  cent,  pays  5  per 
cent  out  of  his  meager  earnings  upon  everything  that  he  uses,  and  he 
consumes  his  entire  income,  so  that  he  pays  5  per  cent  on  his  entire 
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income.  The  other  man  pajs  5  per  cent  on  what  he  expends,  which, 
of  course,  we  will  assume,  is  a  much  larger  amount,  rfevertheless, 
he  only  pays  it  on  a  part,  for  his  income  far  exceeds  his  expenditures 
for  his  necessities. 

Do  you  think  that  is  equitable  or  fair  ? 

Mr.  VoRENBERG.  That  would  not  be  equitable  nor  fair  if  it  were  so. 

Senator  Reed.  Is  not  that  just  exactly  where  your  tax  comes  outi 

Mr.  VoBBNBBRG.  Will  you  allow  me  to  answer  ? 

Senator  Reed.  Certainly.  That  is  why  I  am  asking  you  the 
question. 

Mr.  VoBENBEBO.  You  have  overlooked  the  fact  that  the  other  xnan 
whom  you  have  pictured  with  considerable  resources  has  to  pay, 
besides  his  sales  tax,  as  the  other  one  has,  a  normal  income  tax,  sur- 
tax, and  a  great  many  other  taxes.  I  am  not  speaking  here  for  the 
elimination  of  all  taxes. 

Senator  Reed.  No.  I  know  he  has  to  pay  some  of  these  other 
taxes;  but  here  is  a  particular  tax  for  the  man  who  gets  really  no 
protection  from  the  Government  at  all  except  the  mere  protection 
of  his  life,  and  this  particular  tax  is  put  on  an  exact  equality  with  that 
of  the  man  who  has  a  large  income  and  who  enjoys  further  protection. 

Mr.  VoRENBEBG.  In  proportion  to  the  expense,  of  course. 

Senator  Jones.  Are  you  not  proposing  these  sales  taxes  for  the 
purpose  of  taking  ofiF  some  of  these  other  taxes  ? 

Mr.  VoREN^ERG.  No;  I  am  proposing  it  for  the  purpose  of  reduc- 
ing the  higher  surtax  and  elimmating  the  excess  profits  tax  and  sub- 
stituting therefore  the  sales  tax,  not  as  an  additional  tax,  merely,  but 
as  a  tax  which  has  the  one  great  big  thing  in  its  favor  of  being  at  least 
understood  and  making  it  possible  for  the  Government  to  collect 
without  spending  a  large  part  of  the  amount  collected  for  the  expense 
of  collectmg  it. 

Senator  Jones.  In  this  connection  do  you  desire  to  discuss  the 
reasons  why  excess-profits  taxes  should  be  repealed  ? 

Mr.  VoRENBERG.   les;  I  would  be  very  glad  to. 

Senator  McCumber.  Let  me  suggest  to  the  committee  that  we 
are  in  the  habit  of  adjoining  at  1  o  'clock.  This  witness  comes  from 
a  distance  and  wants  to  get  away,  and  the  committee  will  adjourn 
as  soon  as  we  ^et  through  with  this  witness.  I  hope  he  will  be 
allowed  to  close  Ids  testimony  as  soon  as  possible. 

Mr.  VoRENBERG.  I  shall  not  take  more  than  perhaps  15  minutes. 

To  come  back  to  your  question.  Senator,  the  reason  for  business 
men  wanting  to  do  away  with  the  excess-profits  tax  is  best  illus- 
trated by  the  statement  made  recently  by  the  Secretary  of  the 
Treasurv  in  which  he  referred  to  the  fact  that  $16,000,000,000  were 
in  vested  in  untaxable  securities.  That  $16,000,000,000  or  at  least 
a  very  large  share  of  it 

Senator  Jones.  I  can  understad  how  that  argument  might  be 
used  to  reduce  surtaxes,  but  can  you  explain  how  that  argument 
could  be  used  to  eliminate  excess-profits  taxes  ? 

Mr.  VoRENBERG.*  Perhaps  if  you  want  that  first  I  will  be  very 
glad  to  give  it. 

The  excess-profits  tax  in  the  main  is  objectionable  because  it 
taxes  at  a  time  when  one  does  not  know  what  the  tax  mav  be 

Senator  Jones.  If  he  is  sure  that  the  tax  will  not  apply  unless 
he  makes  an  excess  profit,  unless  he  makes,  we  will  sav,  more  than 
8  per  cent  on  his  business,  why  should  he  be  concernea  about  it  ? 
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Mr.  VoKENBERG.  BecEUsc  at  a  time  when  he  is  supposed  to  have 
made  preparations  for  it  he  does  not  know  how  muca  that  tax  will 
amount  to. 

Senator  Jones.  Why  should  he  be  concerned  about  it  if  he  knows 
that  he  has  got  to  make  his  8  per  cent  on  his  invested  capital  before 
he  has  to  pay  any  of  it  1 

Mr.  VoRENBERQ.  I  do  not  think  business  men  usually  are  satisfied 
to  make  8  per  cent  on  their  invested  capital. 

Let  us  take  a  concrete  case.  Let  us  take  a  case  of  a  retail  mer- 
chant— since  we  are  tallring  on  behalf  of  the  retail  merchants — ^who 
sells  a  million  dollars'  worth  of  merchandise  and  his  capital  was 
$200,000.  Eight  per  cent  on  $200,000  would  be  $16,000,  after  taking 
all  the  risks  and  paying  all  the  expenses,  .taking  care  of  the  estab- 
lishment, which  is  neither  large  nor  small,  but  still  has  considerable 
responsibilities  connected  with  it. 

Senator  Jones.  I  grant  jou  that  there  is  a  good  deal  in  what  you 
have  just  said  if  you  are  m  a  line  of  business  that  ought  not  to  be 
limited  to  8  per  cent.  I  a^ee  with  you  about  that.  But  assuming 
that  there  is  a  reasonable  imowance  for  a  profit — and  anything  below 
the  reasonable  allowance  it  seems  to  me  ought  to  be  exempted — 
when  vou  get  bevond  a  reasonable  allowance  and  it  is  what  can 
properly  be  caUea  an  excess  profit,  why  should  there  not  be  a  tax. 
and  wny  should  there  be  any  concern  regarding  the  amount  of 
that  tax } 

Mr.  Vorenbero.  I  do  not  think  it  is  so  much  the  amount  of  it  as 
the  fact  that  he  has  to  engage  counsel  hx  order  to  become  a  law-abiding 
citizen. 

Senator  Smoot.  No  one  can  tell  whether  he  can  make  the  8  per 
cent? 

Mr.  VoRENBERG.  Of  couTse  not. 

Senator  Sicoor.  No  busineess  man  can  tell  wheLher  he  can  make  8 
per  cent,  and  he  has  to  take  into  consideration  every  cost  attached 
to  it. 

Senator  Jones.  When  he  knows  that  the  excess  profits  tax  will  not 
cost  him  a  cent  unless  he  does  make  his  8  per  cent  i 

Senator  Smoot.  But  he  does  not  even  know  whether  he  is  going  to 
make  the  8  per  cent.    He  may  not  make  anything. 

Senator  Caldbr.  Then,  agai^,  in  the  effort  to  make  8  per  cent,  he 
may  not  make  any  money  at  all  ? 

Mr.  Vorenbero.  That  is  very  true. 

Senator  Caldbr.  And  there  is  the  return  influence  on  that.  A 
man  says,  '^I  have  got  to  make  an  unusual  strugjgle  to  make  a  profit 
this  year;"  and  then  he  makes  a  loss,  and  he  is  discouraged  from 
increasing  his  business.  If  a  man  makes  8  p^  cent  and  has  it  all 
invested  m  bricks  and  mortar,  in  the  development  of  his  business  or 
in  stock  on  bis  shelves,  if  he  does  make  any  profit  he  has  to  go  to 
borrow  the  money- — 

Mr.  Vorenbero.  You  are  quite  risht.  Aside  from  all  that,  the 
principle  objection  of  business  men  all  over  the  country — I  do  not 
think  1  am  overestimating  when  I  say  all  over  the  coimtry — is  the 
fact  that  one  has  to  go  to  a  great  deal  of  trouble  in  order  to  make 
out  returns. 

Senator  Jonbs.  What  is  there  in  making  out  a  return  that  has 
caused  trouble? 

Mr.  Vorenbero.  The  complication  of  the  retiun  itself. 
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Senator  Jones.  Has  not  that  complication  arisen  almost  entirely 
from  the  ascertainment  of  the  invested  capital  ? 

Mr.  VoRENBERG.  No;  I  am  not  prepared  to  say  that.  The  com- 
plication has  come  from  the  fact  that  not  only  is  there  a  number  of 
questions  in  the  return  referring  to  the  invested  capital  but  a  number 
of  other  questions  that  you  will  have  to  answer.     I  am  sure  you 

fentlemen  are  familiar  with  the  returns — I  mean  as  they  are  made  out. 
know  that  it  is  impossible  for  me  to  understand  the  return. 

Senator  Jones.  It  has  been  my  information  that  the  great  objection 
to  the  excess-profits  tax  arises  from  the  fact  that  it  is  based  upon 
invested  capital  and  that  it  is  difficult  to  ascertain  invested  capital. 

Mr.  Vorenbero.  I  should  sav  that  is  part  of  it. 

Senator  Jones.  Is  not  that  the  principal  part  ? 

Mr.  Vorenbero.  No.  I  really  do  not  tnink  it  is.  I  think  the 
principal  part  of  it  is  that,  takmg  it  as  a  whole,  as  business  men 
would  view  it,  not  as  a  lawyer  would  view  it,  it  is  impossible  for  me 
to  make  out  a  statement  unless  I  eng^e  the  service  of  some  attorney 
or  expert  and  in  some  cases  both.  That  is  the  general  impression, 
without  going  into  the  details  of  it. 

Senator  Simmons.  Is  it  your  opinion  that  this  excess-profits  tax  is 
absorbed  by  the  taxpayer  or  passed  on  to  the  consumer  ? 

Mr.  Vorenbero.  It  is  my  opinion  that  it  is  partly  passed  on  to 
the  consumer. 

Senator  Simmons.  To  what  extent? 

Mr.  Vorenbero.  That  is  a  pretty  difficult  question  to  answer. 

Senator  Simmons.  I  mean,  your  approximate  estimate  in  per- 
centages. 

Mr.  Vorenbeeg.  I  would  not  try  to  answer  that,  becaiise  it  depends 
entirely  upon  the  conditions,  the  part  of  the  country  one  lives  in,  the 
business  one  is  engaged  in,  whether  it  is  large  or  small,  whether  it  is 
wholesale  or  retail,  manufacturing,  etc.  I  would  not  make  an  attempt 
to  answer  that,  except  that  I  am  reasonably  sure  that  it  is  absorbed 
to  quite  an  extent 

Senator  Simmons.  That  it  is  not  absorbed  ? 

Mr.  Vorenbero.  That  it  is  not  absorbed  by  the  dealer.  I  mean 
it  is  passed  on  to  the  ultimate  consumer. 

Senator  Jones.  When  you  say  a  good  part  of  the  excess-profits 
tax  is  not  absorbed  by  the  dealer,  when  the  dealer  is  chai^ging  enough 
for  his  commodity  to  return  to  him  an  ordinary  profit,  is  it  not  a  fact 
that  when  he  has  provided  for  the  ordinary  profit  and  char^  more 
for  his  goods  so  as  to  bring  him  an  excess  profit  he  is  basing  nis  price 
solely  upon  the  price  which  the  traffic  will  bear,  and  if  the  traffic 
would  bear  it,  would  he  not  charge  it  whether  he  had  to  pay  any 
excess-profits  tax  or  not  ? 

Mr.  VORENBERG.  No;  because  competition  would  regulate  that. 

Senator  Jones.  If  competition  reg^ulates  it,  then  w&r  should  the 
factor  of  excess-profits  tax  enter  into  it  ?  Competition  nx&B  the  price 
then,  and  not  the  excess-profits  tax. 

Mr.  Vorenbero.  Yes;  but  competition  is  subject  to  the  excess- 
profits  tax  no  matter  where  or  what  the  commodity  may  be. 

Senator  Jones.  Why  does  a  dealer  figure  excess-profits  taxes  in 
the  face  of  competition  i  In  the  face  oi  competition  would  he  not 
be  willing  to  accept  the  ordinary  returns  upon  his  dealings,  his  in- 
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vestment,  and  not  extend  into  that  realm  where  there  would  be  an 
excess  profit  ? 

Mr.  VoRENBBRG.  You  mean  that  he  would  be  satisfied  in  making 
a  smaller  profit  rather  than  to  get  into  the  class  of  excess  profits  ? 

Senator  Jones.  If  competition  comes  into  play,  if  the  law  of  sup- 

Sly  and  demand  is  operatm^,  if  competition  is  the  controlling  factor, 
oes  he  take  into  consideration  the  excess-profits  tax  ? 

Mr.  VoRENBERG.  Docs  the  individual  dealer,  you  mean  ? 

Senator  Jones.  I  mean  the  dealer. 

Mr.  VoRENBERQ.  I  do  uot  know— vcs;  I  think  he  does. 

Senator  Smoot.  Every  dealer  would,  of  course. 

Senator  MoCumber.  Go  ahead,  now,  and  finish  your  statement, 
please. 

Mr.  VoRENBERO.  In  view  of  the  facts  about  the  cost  of  the  turn- 
over tax  to  the  consumer,  as  compared  with  the  cost  of  the  present 
tax,  ''no  party  would  be  so  foolish  as  to  put  a  sales  tax  on  the  backs 
of  the  American  people."  I  am  quotmg  now  from  a  Congressman. 
It  means  very  little  when,  as  a  matter  of  fact,  to-day  many  of  our 
American  workers  have  not  that  with  which  to  put  anything  on 
their  backs;  and  a  great  many  American  workers,  to  the  extent  of 
anywhere  between  four  and  five  million  to-day,  are  seriously  in  need 
of  not  only  something  to  put  on  their  backs,  but  what  is  infinitely 
more  important,  a  job. 

Why  IS  it  that  all  these  people  are  idle?  I  maintain  that  the 
conditions  with  reference  to  tne  excess-profits  tax  and  with  reference 
to  the  surtax  which,  as  I  alluded  to  a  minute  ago,  has  made  it  possible 
for  $16,000,000,000  to  be  invested  in  untaxable  securities,  have 
taken,  if  not  that  entire  anibimt,  at  least  a  large  part  of  that  out  of 
circulation  for  the  purpose  of  promoting  industry. 

Senator  Jones.  If  those  people  did  not  buy  those  tax-exempt 
securities,  who  would  hold  them  ? 

Mr.  VoRENBEBO.  Exactly  the  same  people  that  held  them  before 
this  impossible  tax  was  put  in  operation. 

Senator  Smoot.  And  the  price  would  be  the  same  as  other  bonds  ? 

Mr.  VoRENBERG.  Exactly,  along  the  same  line.  I  think  you  will 
agree  with  me  that  city  bonds  or  State  bonds  bore  4  per  cent,  and 
tney  found  a  very  ready  market.  There  was  never  any  difliculty  in 
sellmg  State  or  city  securities.     In  fact,  they  were  sold  at  premiums. 

Senator  Jones.  Ought  not  that  rate  to  oe  reduced  now,  if  all  of 
this  money  of  the  very  wealthy  is  going  into  those  securities  and  there 
is  a  great  demand  for  them?  Ou^ht  not  the  interest  rate  to  be 
reduced  ?  But  on  the  other  hand,  is  it  not  a  fact  that  the  interest 
rate  on  those  securities  is  rising  very  materially  ? 

Mr.  VoRENBERG.  Yes. 

Senator  Smoot.  The  Government  fixes  the  rate  now,  does  it  not  ? 

Mr.  VoBENBERG.  The  Government  is  entirely  responsible  for  that 
part  of  it,  of  course.  If  the  Federal  Reserve  Board  insists  upon 
charging  to  its  own  member  banks  6  per  cent — I  think  it  is  a  little 
more — now  could  one  expect  that  cities  and  States  that  are  in  need  of 
money  cotdd  get  alon^  with  less  than  that  ? 

Senator  Simmons.  Do  you  know  a  State  that  does  not  exempt  its 
own  bonds  from  State  taxation  ? 

Mr.  VoRENBBRG.  Any  particular  State  ? 
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Senator  Simmons.  Yes. 

Mr.  VORENBERG.   No. 

Senator  Simmons.  Is  not  that  the  universal  rule  in  this  country? 

Mr.  VoRENBERG.  I  think  it  is.     I  am  reasonably  sure  it  is. 

Senator  Simmons.  The  Government  is  not  right  now  issuing  any 
additional  bonds^  but  the  States  are  issuing  enormoas  quantities  for 
road  construction  and  all  sorts  of  internal  improvements:  and  even 
if  the  Government  should  stop  issuing  nontaxable  bonds  the  States 
would  continue,  probably,  to  issue  them — ^not  taxable  by  the  State,  at 
least — and  the  same  condition  would  exist. 

Mr.  VoRENBEUG.  As  a  matter  of  fact,  I  wanted  to  refer  to  one 
illustration  which  shows  that  one  week  of  unemployment  costs  the 
worker  what  he  would  pay  for  a  sales  tax  of  1  per  cent  in  the  entire 
year.  One  week's  wage  taking  the  average  man  that  is  eamins  $25  a 
week — the  loss  of  one  week's  wage  would  be  on  a  par  with  \imat  he 
probably  would  have  to  pay  in  a  sales  tax  for  his  supplies  for  an  entire 
year  if  there  was  a  turnover  tax  of  1  per  cent. 

But  it  is  more  than  that.  Is  there  any  doubt  in  the  minds  of  the 
gentlemen  here  but  what  he  is  paying  to-clay  more  in\dsible  tax,  as  it 
might  be  called,  than  he  would  pay  if  there  was  a  1  per  cent  sales  tax 
levied  upon  all  commodities  ? 

If  you  follow  up  the  report  of  the  Department  of  Justice  of  the 
United  States  about  a  year  ago  during  the  time  it  tried  very  hard  to 
to  find  out  something  about  retailers  profiteering,  when  they  said 
then  that  it  cost  about  23.2  per  cent  charged  off  from  one  turn  to  the 
other 

Senator  Jones.  Is  it  your  purpose  to  suggest  that  if  we  put  on 
this  sales  tax  it  would  eliminate  tne  profiteers  t 

Mr.  VoRENBERG.  Profiteers  can  not  be  eliminated  if  they  feel  like 
wanting  to  be  profiteers.  But  vou  could  eliminate  a  great  deal  of 
additional  cost.  You  could  reauce  the  cost  of  taxation  to  3^  per 
cent,  as  it  would  probably  figure  out,  or  even  4  per  cent,  as  compared 
with  23.2. 

Senator  Jones.  I  do  not  agree  with  vou  that  the  present  taxes  are 
responsible  for  that  23^  per  cent  on  tne  consumers.  I  beUeve  that 
the  trade  as  it  is  at  present  carried  on  would  charge  that  much  just 
the  same,  whether  the  sales  tax  were  put  on  or  not  put  on.  At  the 
present  time  m  this  country  the  trade  is  carried  on  by  charging  aU 
that  the  traflic  will  bear,  anyhow. 

Mr.  Vorenbekg.  If  that  were  so — and  I  do  not  want  to  disagree 
with  you — ^if  it  were  so,  if  your  statement  is  correct,  that  they  would 
charge  just  exactly  the  same  as  they  have  been  charging,  then  I  can 
not  see  why  the  so-called  poor  man,  or  the  man  that  earns  a  limited 
salary,  should  complain,  because  he  is  in  exactly  the  same  position. 
If  you  are  not  going;  to  charge  any  more,  if  he  is  going  to  pay  exactly 
the  same,  irrespective  of  Aether  we  have  the  sal^  or  an  excess- 
profits  tax,  then  certainly  your  argument  could  be  disposed  of  with 
reference  to  the  poor  man. 

Senator  Jones.  I  think  the  sales  tax  would  come  from  those  who 
are  not  reaping  the  big  profits,  just  the  same  as  it  would  come  from 
those  who  are. 

Mr.  VoRENBERG.  The  sales  tax  would  come  probably  from  all 
sources,  as  it  ought  to,  and  it  ought  to  be  absorbed  by  all  sources. 

The  fact  is,  gentlemen,  that  the  part  of  the  country  that  I  represent 
desires  a  sales  tax.    I  am  not  gomg  to  argue  at  this  moment  with 
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reference  to  all  the  reasons  why  we  do  not  Uke  excess-profits  taxes 
or  surtaxes  in  the  higher  brackets,  because  I  take  it  for  granted  that 
there  is  not  much  of  an  argument  for  it,  as  far  as  I  have  oeen  able  to 
ascertain. 

I  confine  myself  principally  to  a  substitute  therefor;  because  it  is 
easy  to  suggest  to  the  Government  to  do  away  with  taxes;  but  that, 
without  any  further  suggestion  to  limit  the  evil,  would  be  a  useless 
procedure. 

Therefore  we  beUeve  that  a  sales  tax  offers  all  the  merits  of  a  tax 
in  substitution  of  those  that  we  would  like  to  eliminate ;  and  the 
most  important  of  its  merits,  or  one  of  the  most  important,  is  the 
simplicity  of  the  collection  of  the  tax,  which,  as  I  am  told,  would 
save  the  Government  between  twenty-five  and  thirty  millions  and 
probably  would  save  the  taxpayers  in  the  vicinity  of  three  or  four 
times  as  much. 

So  that  I  say  a  popular  vote,  in  my  opinion  at  least,  taken  in  the 

fart  of  the  country  tnat  I  represent,  and  even  beyond  that — ^because 
have  spoken  on  the  subject  beyond  that — would  be  in  favor  of  a 
sales  tax  or  a  turnover  tax. 

Senator  McCuMBER.  I  think,  Mr.  Witness,  that  we  are  more 
interested  in  knowing  the  merits  or  demerits  of  the  tax,  rather  than 
its  popularity  or  unpopularity.  At  this  time  what  the  committee 
wants  is  the  facts  oearing  upon  its  propriety  rather  than  what 
somebody  who  has  not  studied  the  question  beheves  about  it. 

Mr.  VoRBNBEBO.  I  havc  been  ^omg  along  those  lines.  There  is 
verv  little  to  be  added.  I  take  it  that  you  gentlemen  are  familiar 
witn  the  details  of  it,  such  as  proposed  oy  the  National  Retail  Dry 
Goods  Association  ? 

It  seems  to  me  rather  the  fashion — ^it  ought  to  be — ^for  you  gentle- 
men to  have  business  men  come  here  to  see  you  on  a  question  which 
is  more  or  less  a  business  question.  I  consider  the  taxation  of  the 
coimtry  more  or  less  of  a  business  question,  and  it  seems  to  me  that 
their  opinion  in  the  matter,  while  it  may  not  be  any  better  than  that 
of  the  representatives  of  the  farmers  or  the  representatives  of  labor 
or  representatives  of  bankers,  ought  to  be  at  least  on  a  par. 

Senator  MgCumbbb.  If  you  say  that  some  man  in  Chicago  beheves 
that  this  sales  tax  is  a  good  thmg,  it  does  not  help  out  this  com- 
mittee. The  committee  is  seeking  information,  and  you  have  been 
giving  it  along  that  line.  But  I  thmk  there  is  not  much  use  in  taking 
up  the  time  of  the  committee,  especially  as  we  want  to  get  through 
to-day,  in  simply  stating  how  many  people  believe  in  it  or  how  many 
do  not. 

What  we  want  to  get  at  is  the  fact,  whether  it  is  a  good  tax  or 
whether  it  is  a  bad  tax,  from  those  who  can  speak  concerning  its 
propriety. 

Mr.  VoBBNBEBO.  I  have  stated  it,  I  think,  without  going  into  it 
injereat  detail. 

Senator  Walsh.  You  might  let  that  statement  that  you  have  there 
go  into  the  record.    It  is  connected  and  without  interruption. 

Mr.  VoBENBEBQ.  I  have  some  newspaper  clippings  here. 

Senator  Walsh.  I  think  you  can  put  it  into  the  notes  that  the 
newspapers  of  Boston  are  in  favor  of  the  sales  tax. 

Mr.  VOBENBEBG.  YeB|  sir. 

Senator  Walsh.  What  papers  have  advocated  iti 

Mr.  YoBBNBBBO.  The  Boston  Post  and  the  Boston  Herald. 
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Senator  Walsh.  The  Boston  Globe  has  not  advocated  it  editorially, 
but  it  has  made  a  very  thorough  investigation  of  its  operations  in 
Oanada,  and  has  written  some  very  able  arguments  on  the  subject? 

Mr.  VoRENBERG.  Yes,  sir. 

Senator  Walsh.  Wliat  is  the  position  of  the  Herald  and  the 
Transcript  ? 

Mr.  VoRENBERG.  The  Herald,  has  merely  commented  upon  it 
editorially. 

Senator  Walsh.  Most  of  the  sentiment  in  Boston,  so  far  as  has 
been  expressed  through  the  press,  is  favorable  to  the  sales  tax  ? 

Mr.  VORENBERG.   les,  sir. 

Senator  Jones.  If  I  have  understood  your  position,  your  only  rea- 
-son  for  a  reduction  of  the  surtax  is  because  it  is  driving  capital  into 
tax-exempt  securities.  How  much  would  you  have  to  reduce  those 
surtaxes  m  order  not  to  do  that  ? 

Mr.  VoRENBERG.  I  imagine  that  a  surtax  in  its  highest  brackets 
:amoun{ing  to  25  per  cent  would  probably  accomplish  it. 

Senator  Jones.  You  think  that  the  income  taxes  extended  beyond 
25  per  cent 

Mr.  Vorenberg.  Up  to  25  per  cent. 

Senator  Jones.  That  the  wnole  income  tax  should  not  be  beyond 
25  per  cent  ? 

Mr.  Vorenberg.  No;  I  think  if  the  surtax  alone  were  up  to  25  per 
cent,  not  exceedine25  per  cent. 

Senator  Jones.  Why  does  that  make  any  difference  between  the 
normal  tax  and  the  surtax  ?  You  do  not  have  to  pay  even  a  normal 
tax  on  the  tax-exempt  securities.  If  we  continue  the  payment  of  an 
-8  per  cent  normal  tax,  then  would  you  not  have  to  reduce  your  sur- 
taxes to  about  15  or  16  or  17  per  cent  in  the  maximum? 

Mr,  Vorenberg.  No.  It  would  be  desirable  if  the  Government 
•could  raise  its  revenues,  but  we  will  have  to  look  at  both  sides  of  the 
ledger. 

^nator  Jones.  There  are  good  securities  to-day  selling  in  the 
market— and  I  mean  by  that  not  tax-exempt  securities— on  the  basis 
-of  between  6  and  7  per  cent.  ^ 

Mr.  Vorenberg.  Yes. 

Senator  Jones.  And  there  are  tax-exempt  securities  which  are 
-selling  in  the  market  as  high  as  6  per  cent,  are  there  not  ? 

Mr.  Vorenberg.  Yes. 

Senator  Jones.  How  much  would  you  have  to  reduce  your  sur- 
taxes in  order  to  prevent  the  capital  from  going  into  tax-exempt 
securities?    Would  you  not  practically  have  to  eliminate  them? 

Mr.  Vorenberg.  No;  because  if  you  reduce  the  surtaxes  not  in 
^excess  of  25  per  cent,  one  would  have  to  pay,  including  the  8  per  cent 
normal  tax  you  have  just  referred  to,  33  per  cent. 

Senator  «K)NES.  If  you  take  away  33  per  cent  or  one-third  and 
figure  the  difference  between  the  tax-exempt  securities,  the  market 
values  of  tax-exempt  securities  and  other  good  securities,  you  would 
not  find  the  difference  as  much  as  33  per  cent. 

Mr.  Vorenberg.  Not  quite;  but  it  would  affect  the  income  of 
those  in  the  higher  brackets  to  the  extent,  plus  the  desire  of  doing 
their  duty  to  the  country  or  helping  to  keep  tne  money  in  circulation, 
which  I  think  ought  to  oe  the  auty  of  people  generally,  that  it  would 
give  them  a  chance  to  do  that  without  sacrificing  too  much. 
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BBISr  or   FELXZ  VOBENBXBO,  BBPBSSENTIirO   MA88ACHU8BTT8   RETAIL  MEB- 
OHAVTS'  AS80CZATX0N.  TOGBTKEB  WITH  NBW8PAPB&  COMMENT. 

This  country  is  facing  many  problemfl  which  must  have  the  attention  of  all  its 
citizens  and  foremost  amon^  these  problems  to-day  stands  the  question  of  taxation, 
which  should  be  considered  in  a  spirit  of  fairness  and  good  will  and  not  in  a  spirit  of 
prejudice.  Where  there  is  such  an  overwhelming  demand  for  a  change  in  our  present 
taxation  coming  from  all  over  this  country  and  where  there  seems  to  be  a  keen  desire 
to  substitute  such  a  taxation  in  part  at  least,  with  a  turnover  tax,  arguments  against 
it  are  of  no  great  avail,  imless  they  are  constructive  and  mean  to  propose  something 
better. 

I  am  not  going  into  details  with  reference  to  why  I  favor  the  turnover  tax  except  to 
say  that  it  would  be  productive,  equitable,  simple,  and  extremely  difficult  to  evade. 

Demagogues,  in  and  out  of  Congress,  use  the  much  overworked  argument  about 
taking  the  ourden  from  the  "rich  men"  and  placing  it  on  the  ''poor  man.*'  There  is 
nothing  new.  or  even  interesting,  about  such  arguments,  which,  as  everybody  knows, 
are  designed  for  the  galleries  only.  One  wonders,  however,  why  it  is  always  a  question 
of  the  rich  or  poor  man  and  never  once  does  one  hear  anything  about  the  great  masses, 
known  as  the ' '  middle  class,'*  who,  after  all,  represent  the  real  backbone  of  our  country. 

Bankers,  manufacturers,  wholesalers,  retailers,  educators,  professional  men,  employ- 
ers, and  employees— all  of  these  and  manv  others  belong  to  the  ^eat  "  middleman '' 
class  and  almost  all  of  them  are  desirous  of  chang[ing  the  present  impossible  taxation, 
and  substitute  therefor  a  turnover  tax,  or  simplicity  tax  as  it  ought  to  be  called. 

We  hear,  in  opposition,  that  the  turnover  tax  will  be  passe^d  on  to  the  ultimate 
consumer.  Well,  what  of  it?  Is  it  not  a  fact  that  all  forms  of  taxation,  with  the 
exception  of  the  inheritance  tax,  are  added  to  the  cost  of  commodities  and  passed  on 
to  the  ultimate  consumer,  and,  what  in  more,  who  is  the  consumer?  You  and  I,  rich 
and  poor,  young  and  old.  Tn  fact,  all  citizens  are  consumers  and  all  citizens  should 
be  willing"  to  pay  their  share  toward  the  support  of  the  country  in  which  they  live. 
The  real  burden,  however,  laid  on  the  consumer  is  the  present  form  of  taxation,  which 
far  exceeds  the  amount  which  would  fall  on  him  as  a  result  of  a  1  per  cent  turnover 
tax.  Government  experts  intimate  that  by  reason  of  the  present  tax  measures  there  is 
added  to  prices  23.2  per  cent  while  the  1  per  cent  turnover  tax  would  not  be  in  excels 
of  3A  per  cent.  In  other  words,  the  present  taxes  are  six  times  as  "jeat  a  burden  to  the 
consumer  as  the  proposed  turnover  tax 

In  view  of  these  facts  about  the  cost  of  a  turnover  tax  to  the  consumer,  as  compared 
with  the  cost  of  the  present  tax,  such  a  statement  as  that  made  by  one  of  our  Congress- 
men not  so  long  ago,  that  "no  party  would  be  so  foolish  as  tp  put  a  sales  tax  on  the 
backs  of  the  American  people  means  very  little  when,  as  a  matter  of  fact,  to-day 
many  of  our  American  workers  have  not  that  with  which  to  put  anything  on  their 
backs.  Millions  of  workers  now  out  of  employment,  because  tne  present  taxes  have 
diverted  funds  from  industry,  would  be  reemployed  if  a  turnover  tax  were  substituted. 
When  one  week  of  unemployment  costs  the  worker  as  much  as  he  would  pay  for  a  1 
per  cent  sales  tax  for  a  whole  year,  it  is  not  difficult  to  assertain  which  he  prefers. 

President  Harding,  in  his  address  to  Congress,  said  that  the  demand  is  not  for  tlie 
"shifting"  but  for  the  '*liftinj»"  of  the  tax  burden.  That  is  a  sentiment  to  which  all 
of  us  cheerfully  subscribe,  but  sentiment,  though  well  expressed,  will  not  and  does  not 
pay  the  bills.  How  can  Republican  leaders  expect  to  hold  the  confidence  of  the 
country  if  thev  fail  to  eliminate  unpopular  forms  of  taxation  and  do  not  replace  them 
with  means  of  suppljring  the  Government  with  adequate  revenues? 

Many  other  countries  have  tried  a  sales  tax  and  nave  found  it  satisfactory,  while 
we  have  found  our  system  of  taxation  decidedly  unsatisfactory.  Why  not,  then,  tiy 
a  tax  system  that  has  been  successful  in  other  countries? 

A  popular  vote,  in  my  opinion,  will  result  in  legislation  for  a  sales  tax  or  turnover 
tax,  and  if  we  are  not  ready  to  pass  such  legislation  to-day,  as  a  permanent  measure, 
then  at  least  we  ought  to  pass  it  as  a  temporary  tax.  The  result  would  mean  a  return 
of  prosperity  and  the  employment  of  minions  who  are  now  idle. 

The  finances  of  the  country  ouj^ht  to  be  fairly  well  understood  by  business  men' 
who  have  financial  problems  of  their  own  and  who  by  their  very  experience  in  matters 
pertaining  to  finance  are  well  equipped  to  advise.  Therefore  is  it  not  noteworthy 
that  we  -find  business  men  to-day  all  over  the  country  interested  in  removing  the 
excess  profits  tax  and  part  of  the  surtaxes  and  substituting  the  sales  tax,  because  they 
have  realized  the  deadening  influence  of  the  present  t.*xes  on  the  industries  of  the 
country. 

Why  should  they,  therefore,  not  exert  themselves  in  favor  of  this  proposed  taxation 
which  they  find  to  he  the  only  po^dble  solution  to  this  problem?  Tne  taxation  of 
the  country  is  a  business  question.  Why  not  therefore,  for  once  at  least,  accept  the 
business  men's  sug>(estion,  if  not  as  a  permanent  cure,  then  at  least  on  trial?  Why 
not  listen  to  the  business  man  on  business  affairs? 
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The  tarnover  tax  which  we  advocate,  will  give  the  country  all  the  revenue  it  needs, 
and  give  its  citizens  the  privilege  of  heing  taxpayers  witJiout  the  feeling  of  heing 
burdened  a«  they  do  to-day. 

So  far  no  prflctical  fluggestions  have  been  made  to  patisfy  those  in  favor  of  a  turnover 
tax.  and  until  sume thing  beti>er  is  suggested,  let  us  assist  iu  the  endeavor  to  make  the 
tax  situation  f^t  the  needs  of  the  country. 

In  conclusion,  let  me  say  that  I  know  you  will  consider  this  vital  question  pro- 
foundly>  because  upon  your  recommendation  and  upon  your  votes  depends  the  wel- 
fare of  our  farmers  and  our  workers  and  the  prosperity  of  the  country. 

The  principal  reasons  assigned  are  political  reasons.  Why  must  political  reaspne 
stand  in  the  way  of  constructive  legislation?  I  know  there  are  men  in  Congreds  y4^o 
will  have  the  courage  of  their  convictions,  and  who  know  but  what  the  passing  of  a 
tax  as  we  desire  may  be  the  building  of  a  stronger  foundation  for  the  party  now  in 
power. 

Opposers  mostly  oppose  because  they  do  not  understand  the  proposed  legislation. 

A  correct  taxation  will  do  more  to  increase  the  value  of  the  doUar,  to  increaee 
industrial  activities,  to  restore  confidence  than  anything  else  thi«»  Government  can  do. 

SALES  TAX  BEST  FLAN  IN  NATION — ^LIGGETT  SATS  HETHOD  IS  EASIEST  AND  SIMPLEST. 

Louis  K.  Liggett,  president  of  the  United  Drug  Go.  and  head  of  the  lai^est  system 
of  retail  drug  stores  m  the  country,  favors  a  1  per  cent  sales  tax  on  all  commoditieB 
as  a  means  for  meeting  the  ordinary  expenses  oi  the  Government. 

*'  I  am  strongly  in  favor  of  a  sales  tax  for  paying  the  ordinary  expenses  of  the  Gov- 
ernment, because  it  is  the  simplest,  easiest,  and  most  direct  way  of  securing  the 
national  revenue.  I  believe  in  the  principle  of  the  income  tax,  but  feel  that  it 
ought  to  be  revised  and  the  rate  reduced  one-half. 

''effect  on  income  tax. 

"A  sales  tax  of  1  per  cent  will  not  be  a  burden  on  anyone,  not  even  on  the  man 
who  has  to  spend  the  most  of  his  income  for  the  necessaries  of  life.  The  present 
system  of  taxation  has  increased  prices  generally,  so  that  the  ordinary  man  is  payine 
more  for  the  necessaries  of  life  under  the  present  system  than  he  would  be  required 
to  pay  under  a  sales  tax.  If  a  sales  tax  is  adoptea,  it  will  be  possible  to  reduce  the 
heavy  schedules  of  the  income  tax.  This  will  take  some  of  the  burden  oU  business 
and  distribute  the  whole  tax  more  evenly.  Lower  prices  will  result,  so  that  the 
ordinary  man  will  find  his  cost  of  living  reduced.  Any  system  of  taxation  that  will 
lower  prices  will  help  everybody. 

"As  part  of  a  sales-tax  system,  I  believe  that  every  dealer  in  goods,  wares,  and 
merchandise  should  be  licensed  and  supplied  with  a  book  containing  a  coupon  for 
each  month  of  the  year.  These  coupons  when  filled  out  would  renresent  the  total 
sales  for  the  month.  Everybody  wno  is  selling  anything,  from  the  newsboy  up, 
knows  how  much,  his  sales  amount  to,  even  if  he  does  not  know  anything  else.  There- 
fore it  will  be  a  rather  easy  matter  to  keep  account  of  the  sales  on  the  basis  of  monthly 
reports.  Any  dealer  who  is  foimd  evading  the  law  should  be  deprived  of  his  license 
and  compelled  to  suspend  business  for  three  months.  Such  a  penalty,  while  not 
severe,  would  have  a  greater  tendency  to  inspire  respect  for  the  law  than  any  other 
measure  I  can  think  of  in  the  way  of  penalties.  It  would  touch  the  dealer  in  his 
most  sensitive  spot — ^his  desire  to  continue  in  business. 

''I  believe  that  a  sales  tax  as  low  as  I  per  cent  would  tend  to  relieve  the  public 
of  a  great  deal  of  the  tax  burden.  By  that!  mean  this:  There  are  certain  well  Known 
articles  of  everyday  use  which  retail  for  a  nickel  or  a  dime.  That  is  their  selling 
price.  A  merchant  can  not  very  well  sell  them  for  6  cents  or  II  cents.  It  is  possible 
that  he  may,  but  it  is  not  likely.  A  tax  of  only  I  per  cent  on  such  articles  would  be  so 
low,  one-tenth  or  one-twentieth  of  a  cent  that  the  dealer  would  most  likely  absorb 
the  tax  as  part  of  the  expense  of  doing  business.  The  tax  would  come  out  of  his 
profits.  Practically  speaking,  I  beUeve  a  low.  sales  tax  will  work  out  that  way  in  « 
great  variety  of  articles  in  common  use.  This  will  shift  the  burden  from  the  consumer 
to  the  dealer  and  help  reduce  ordinary  living  costs. 

'^ I  am  against  exemptions  of  all  kinds  in  connection  with  the  sales  tax.  The  I  per 
cent  tax  is  so  low  that  it  will  not  be  a  burden  on  anyone. 

' '  If  the  ordinary  man  can  live  and  still  pay  the  heavy  costs  of  the  present  tax  system, 
he  will  be  much  better  of!  under  a  reduced  tax  scale.  Everybody  should  be  willing 
to  pay  his  share  of  the  expense  of  ^vemment.  -By  making  no  exemptions  the  tax 
will  be  spread  over  the  widest  possible  number  of  people.  This  will  keep  the  rate 
low  and  no  one  will  have  cause  to  complain  because  everybody  will  be  treated  thie 
same.    It  is  a  fair  a  tax  as  could  be  devised. 
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III 


TTie  income  tax  is  just  in  principle,  and  I  favor  it  as  a  means  for  paying  the  war 
debt,  but  the  rate  is  too  high.  It  takes  money  out  of  business  channels  tod  tends  to 
drive  it  into  tax-exempt  investments.  Anything  that  hurts  business  hurts  the 
country.  A  tax  of  63  per  cent  is  extortionate.  If  the  tax  was  cut  to  30  per  cent  I 
feel  certain  that  the  receipts  from  it  would  be  greater,  because  while  most  men  are 
willing  to  pay  their  fair  snare  of  the  tax  burden,  they  do  not  feel  that.  63  per  cent 
under  the  profits  tax  is  a  fair  share  of  the  burden.  It  is  a  good  deal  like  carrying  your 
own  burden  and  helping  the  other  fellow  to  carry  his  at  the  same  time.  With  that 
feeling  men  are  going  to  avoid  it  if  they  can  because  it  is  an  unfair  division.  That  is 
why  I  believe  if  the  heavy  schedules  of  the  income  tax  are  reduced  the  receipts  from 
it  will  increase.  It  will  take  money  out  of  tax-exempt  investments  and  put  it  back 
in  the  ordinary  channels  of  trade.    Just  at  present  we  need  a  change  of  that  kind.'' 

[Boston  Post,  Apr.  1, 1921.] 

SALES    LEVY    FAVORED    BY  LABOR  MAN — CONVENIENT  TAX  FOR  WORKERS,   DECLARES 

E.  A.  JOHNSON. 

E.  A.  Johnson^  secretary  of  the  Unit^  Building  Trades  Council,  and  a  well-known 
figure  in  labor  circles,  believes  the  proposed  sales  tax  will  be  the  easiest  tax  for  the 
working  man  to  pay. 

"easiest  way  out. 

"If  wages  are  going  to  be  reduced  all  along  the  line,  I  can  readily  see  why  new  taxes 
will  be  necessary.  The  average  wage  of  workmen  in  the  building  trades  is  $1,400  a 
^ear.  If  this  wage  is  to  be  reduced  from  10  to  25  per  cent  there  will  not  be  much 
income  left  to  tax. 

**  As  the  easiest  way  out  of  the  difficulty  I  feel  that  a  sales  tax  offers  a  solution.  The 
ordinar>'  workman  pays  his  income  tax  out  of  his  last  week's  pay.  A  sales  tax  is 
based  on  a  pay-as-you-go  policy,  which  is  a  very  good  policy  for  the  average  man.  I 
believe  in  it.  I  feel  that  it  will  be  particularly  convenient  tor  workmen  in  the  build- 
ing trades  who  are  not  regularly  employed.  The  tax  will  be  paid  in  small  amounts 
from  time  to  time  instead  of  in  a  lump  sum. 

"fairer  than  luxury  tax. 

**Just  at  present  we  have  a  luxury  tax  which  is  imposed  on  certain  articles  which 
are  classed  as  luxuries.  Personally  I  feel  that  a  sales  tax  would  be  better  if  more 
money  is  needed.  Then  everything  sold  would  be  taxed.  That  seems  certainly 
(air.  Everybody  would  have  to  bear  an  equal  share  of  the  burden  in  making  pur- 
chases. 

"There  is  a  sales  tax  in  Canada.  I  was  up  there  since  the  tax  went  into  effect  and 
found  everybody  satisfied.  On  many  things  the  dealer  pays  the  tax  in  Canada.  For 
instance,  a  certain  well-known  laxadve,  which  sells  for  25  cents  in  Canada,  with  a 
2-cent  tax  stamp  on  it,  sells  for  27  cents  here.  In  Canada  the  tax  is  paid  by  the  dealer. 
Well-known  brands  of  shirts  which  sell  at  a  fixed  price  in  the  United  States  are  celling 
at  the  same  price  in  Canada  under  a  sales  tax. 

"merchant    will  absorb  lAX. 

"T  feel  that  owing  to  the  fixed  price  of  certain  articles  and  to  the  customs  of  trado, 
merchants  will  absorb  the  sales  tax  in  many  instances,  thus  relieving  the  consumer  of  a 
part  of  the  tax  burden.  This  will  be  possible  only  in  case  the  sales  tax  is  low  enough 
not  to  be  a  burden  on  anybody  whether  ho  is  a  merchant  or  not. 

"Workmen  believe  in  the  principle  of  the  income  tax,  but  maify  of  them  feel  that 
the  Government  is  too  much  m  a  hurry  paying  the  war  debt.  If  payment  of  the  debt 
was  extended  ovpr  a  greater  number  of  years,  the  present  generation  would  be  relieved 
of  a  great  deal  of  taxation .  Future  generations  will  profit  lust  as  much  as  the  present, 
if  not  more  in  consequence  of  the  war,  and  they  should  bear  a  fair  share  of  the  war 
burden .  If  the  Go\  emmen t  u*a8  not  in  such  a  hurry  to  pay  this  great  debt,  it  would  be 
possible  to  reduce  the  present  rate  and  to  allow  higher  exemptions. 

"Under  the  income  tax  the  State  allows  an  exemption  of  $250  fur  each  child  and 
liiu  Nation  $200.  Many  workmen  feel  that  such  an  allowance  should  be  doubled. 
If  $500  was  allowed  for  each  child,  workingroen  would  have  no  serious  grievance 
agidnst  the  income  tax. 

**  While  I  bfeheve  in  exemptions  under  the  income  tax,  I  do  not  favor  any  exemp- 
tions under  a  sales  tax.  A  sales  tax  in  order  to  be  effect! v^e  should  be  very  low.  say 
1  per  cent,  and  it  should  be  levied  on  every  sale.    No  one  should  be  exempt.    There 


158  INTERNAL  BBVBNUB. 

is  110  jiipood  reason  why  one  man  sihould  \jAy  a  tax  in  puTL-hasing  a  pound  of  buot  and 
another  man  should  not.  If  all  are  obliged  to  pay  the  tax  all  will  be  satisfiea.  The 
moment  distinctionfi  are  made,  disBatistaction  begins." 

[Boston  Post,  Apr.  2, 1921.] 

CALLS   8 ALBS  TAX  FAIR  AVD   SIMPLE — ^PRESIDENT    DRISOOLL,    OF  THE   CENTRAL  LABOR 

UNION,   AL«0  FAVORS   CHANGES  IN  INCOME  TAX  LAW. 

Jeiemiah  Driscoll,  president  of  the  Boston  Central  Labor  Union,  regtirds  the  sales 
tax  a  fair  method  of  raising  the  national  revenue. 

*'It  seems  to  me  that  a  sales  tax  is  a  fair  as  any  method  of  raising  taxes.  None  of 
us  have  any  hankering  to  be  taxed,  but  many  of  us  are  dissatisfied  with  the  methods 
now  used  and  would  uke  to  see  some  improvement 

**  AGAINST  EXBMrnONS. 

'*I  believe  that  with  a  nales  tax  some  adjustments  can  be  made  in  the  income  tax 
that  will  help  to  make  the  present  system  njpre  acceptable  to  everybody. 

**If  we  must  raise  additional  money  to  pay  for  the  war,  I  fevor  a  sales  tax  of  1  per 
cent  for  everybody.  There  has  been  some  talk  about  exem]3ting  small  dealers  whose 
business  amounts  to  less  than  $3,000.  I  see  no  reason  for  it.  The  small  merchant 
will  charge  the  tax  to  the  consumer  any  way,  and  the  Government  is  entitled  to  the  tax 
and  ouglit  to  have  it. 

''If  everybody  has  to  pay  it,  then  there  will  be  less  temptation  to  try  and  evade  it. 
Besides,  if  anybody  is  exempted,  the  door  will  be  wide  open  to  others  to  attempt  it^ 
and  in  the  end  nobody  will  want  to  pay  the  tax.  If  everybody  has  to  pay  it,  that  will 
be  the  end  of  it  and  everbody  will  be  satisfied  since  nobody  is  being  favored. 

''Besides,  a  sales  tax  is  a  convem'ent  tax  to  jwy.  A  little  of  it  is  paid  every  day,  so 
that  it  is  liardly  noticed.  For  the  average  man  who  works  for  a  weekly  wage  this 
method  of  paying  his  taxes  is  the  least  troublesome  A  man  who  has  a  young,  growing 
family,  that  can  eat  all  that  he  is  able  to  earn,  feels  the  income  tax  pretty  harci  when 
he  has  to  pay  the  tax  in  lump  sums  qu:»rterly.  It  would  interfere  less  with  household 
economy  if  he  was  allowed  to  pay  it  as  he  went  along. 

"says  tax  is  SIMPLE. 

.  "Another  thing  about  the  sales  tax  is  that  it  is  easily  collected.  That  is  one  of 
the  troubles  with  the  income  tax.  It  requires  a  lot  of  financial  experts  to  handle 
it  for  the  Government.  Any  clerk  could  handle  the  sales  tax.  No  experts  would 
be  required,  either  by  the  Government  or  individuals,  to  find  out  how  much  ^e 
tax  is  in  each  instance.    Nothing  could  be  clearer  to  the  taxpayer. 

"It  is  difficult  to  collect  the  income  tax  because  it  is  almost  impossible  to  tell,  in 
many  instances,  whether  a  person  is  receiving  the  required  income  or  not.  It  is 
possible  to  conceal  certain  kinds  of  income.  It  is  difficult  to  conceal  sales.  Every 
store  will  have  to  collect  the  tax  for  the  Government,  and  stores  are  easier  to  fiii<f 
than  people  who  owe  an  income  tax. 

"Personally,  it  seems  to  me  that  a  sales  tax  has  everything  to  commend  it  and 
nothing  to  condemn  it.  except  that  it  is  a  tax.  Some  men  never  want  to  pay  taxes 
anyway,  but  the  majority  of  people  are  willing  to  bear  their  fair  share  of  the  burden  of 
government. 

"I  am  informed  that  the  sales  tax  is  working  satisfactorily  in  Canada  and  in  France. 
There  is  no  reason  why  it  should  not  work  just  as  satisfactorily  here.  If  it  is  as  low 
as  1  per  cent  it  will  be  no  great  hardship  to  anyone,  and  it  will  produce  plenty  of 
revenue. 

"Many  workin^en  feel,  and  I  agree  with  them,  that  to  tax  a  single  man  on  an 
income  of  $1,000  is  unjust.  If  the  sales  tax  is  adopted,  the  income  tax  ought  to  b6 
adjusted  so  that  it  will  be  more  liberal  with  the  workingman.  A  man  who  gets 
$5,000  a  year  is  in  a  much  better  position  to  pav  an  income  tax  than  a  man  who  gets 
only  $1;000. 

"flaws  in   INCOME  TAX. 

''The  Government  ought  to  be  more  liberal  with  men  who  have  children.  The 
Vvov^emment  allows  only  $200  for  a  child.  Any  good  mother  who  is  rearing  a  house- 
^l  of  children  will  tell  you  that  she  will  spend  more  during  the  year  on  any  one  of 
))^  children  ^an  she  will  spend  on  herself.  Besides,  if  a  man  is  trying  to  educate 
)^  children  and  send  them  through  high  school,  $200  is  a  mere  drop  in  the  bucket 
ii^««r1  their  maintenance.  At  least  $500  ought  to  be  allowed  for  each  child.  That 
ii  will  be  spent  easily  on  boys.and  girls  in  high  school. 
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"H  the  sales  tax  goes  through,  Oonsress  ou^t  to  revise  the  income  tax  and  make 
it  more  libera]  for  the  poor  man  as  well  as  for  the  rich  man.  They  are  talking  about 
eliminating;  the  excess-profits  tax  and  surtaxes.  Well,  while  they  are  doin^  this 
for  the  rich  man  they  ought  to  ease  up  a  bit  on  the  poor  man  also,  who  is  tr>nng  to 
live  like  a  white  man  and  to  give  his  boys  and  girls  a  chance  at  an  education. 

"With  everybody  contributing  their  sliare  under  a  sales  tax,  the  income  tax  can 
be  adjusted  easily,  allowing  exemptions  of  $2  000  or  $3,000  to  single  persons  and 
$5. 000  to  married  persons  and  $500  each  for  children.  If  these  changes  are  made  and  the 
exceJB  profits  tax  and  the  surtaxes  are  removed,  I  believe  that  just  as  much  money 
can  be  raised  under  the  income  tax  by  increasing  the  tax  on  incomes  over  $5,000. 
I  understand  this  is  part  of  the  program  of  revision.  T  hope  the  sales  tax  will  make 
it  possible  to  frame  a  more  liberal  income  tax  that  will  ease  the  poor  man's  burden 
as  well  as  the  rich  man's. 

[Boston  Post,  Friday,  Mar.  25, 1921.] 
APPROVES  DUAL  TAXATION  PLAN. 

James  Duncan,  vice  president  of  the  American  Federation  of  Labor,  and  the  man 
whom  oiiganized  labor  wanted  as  its  representative  in  President  Harding's  Cabinet, 
favors  a  sales  tax  as  a  means  for  increasing  the  national  revenue. 

.      APPROVES  BASIC  IDEA. 

'* Taxation  is  a  bit  out  of  my  line,"  said  he,  ''but  as  a  taxpayer  I  suppose  I  am 
entitled  to  an  opinion  on  how  I  should  be  taxed.  There  are  several  varieties  of  sales 
taxes,  but  I  shall  confine  myself  to  the  idea  behind  them  dll,  that  of  collecting  the 
tax  at  the  time  purchases  are  made.  That  seems  to  me  as  easy  a  method  of  collecting 
taxes  as  it  is  possible  to  devise.  The  tax  is  concealed  in  the  purchase  price,  and 
should  be  so  low  as  not  to  be  appreciably  felt.  What  a  person  does  not  see  or  feel 
will  not  disturb  him  a  great  deal.  Therefore  a  sales  tax  would  be  not  only  easy  to 
pay  and  collect  but  it  would  be  the  least  disturbing  in  its  effects.  , 

ONE  POSSIBLE  OBJECTION. 

''As  a  part  of  a  national  tax  system,  a  sales  tax  undoubtedly  has  merit,  but  it  appeaxis 
questionable  to  me  just  how  far  it  will  work  as  a  successful  producer  of  revenue  m  dull 
tunes.  When  the  income  of  the  consuming  public  is  eanall  and  people  can  not  buv 
as  readily  as  at  other  times,  it  is  usually  just  at  such  times  that  the  Government  neeas 
great  revenues.  That  is  the  only  case  in  which  it  seems  to  me  it  might  prove  disap- 
pointing. Ju0t  how  far  it  will  work  under  panicky  conditions  is  a  question  for  ex- 
perts to  solve  and  not  for  ordinary  citizens. 

''There  is  one  thing  certain  about  a  sales  tax  and  it  is  this,  it  can  not  under  anv 
circumstances  be  any  more  complicated  than  the  present  tax  system.  When  bank 
presidents,  who  are  supposed  to  oe  experts  in  finance^  need  the  assistance  of  expert 
accountants  in  order  to  make  out  their  tax  returns,  I  think  such  a  system  is  open 
to  condemnation.    I,  for  one,  hope  that  the  present  system  will  be  simplified. 

DISAPPROYBS  OF  EXEMPTIONS. 

"Exemptions  do  not  appeal  very  strongly  to  me.  All  should  bear  their  propor- 
tionate share  of  the  public  burden.  Naturally,  the  rich  and  well  to  do  will  oe  the 
largest  buyers  and. pay  per  capita  the  lai^gest  portion  of  the  sales  tax.  If  the  sales  tax 
is  to  be  judged  in  comparison  with  the  income  tax,  the  rich  will  be  greatly  relieved 
by  it  and  the  poor  will  lyidoubtedly  have  to  pay  mo^'e  than  they  are  paying  now  in 
taxes.  I  know  that  the  wealthy  people  in  this  country  resorted  to  a  somewhat  similar 
argument  when  the  income  tax  was  proposed.  They  claimed  that  it  would  place 
the  burden  of  taxation  entirely  upon  the  rich  and  that  the  poor  man  would  be  relieved 
entirely  from  his  just  share  of  the  public  expense.  To  be  democratic,  it  is  admitted 
that  such  differences  should  not  be  made  as  against  one  citizen  and  another.  All 
should  be  equal  before  the  law.  There  should  not  be  one  law  for  the  rich  man  and  one 
for  the  poor  man.  The  law  should  not  know  either  rich  or  poor.  It  should  know  only 
citizens  who  are  pledged  to  uphold  it. 

BETTER  TO  HAVE  BOTH  SYSTEMS. 

"And  so  whatever  inequalities  appear  in  the  two  systems,  the  income  tax  and 
the  sales  tax,  as  against  the  rich  or  the  poor,  I  feel  that  these  inequalities  tend  to  dis- 
appear when  both  systems  are  put  in  operation.    I  regard  it  infinitely  better  to  have 
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both  systemB  rather  than  one.  One  tends  to  counteract  the  defects  of  the  other,  and 
both,  working  together,  strike  a  just  balance,  or  as  near  just  as  we  are  likely  to  make  it. 
As  a  nation  we  have  not  advanced  very  far  in  working  out  a  just  system  of  taxation, 
^although  I  admit  that  there  is  virtue  in  the  income  tax  as  compaj^  with  previous 
methods  of  securing  revenue,  but  the  income  tax  system  as  now  administered  is  in 
need  of  considerable  revision  to  whip  it  into  proper  shape. 

**IN1UBY  TO  UNDERPAID  FHODUGBR. 

''There  is  one  danger  in  the  sales  tax  that  I  feel  I  ought  to  point  out.  It  is  this: 
It  may  work  injury  to  the  underpaid  producer.  In  the  industrial  institutions  that 
have  been  handed  down  to  us  through  our  civilization  there  are  many  underpaid  pro- 
-ducers,  men  who  are  giving  great  service  to  an  institution,  but  who  are  paid  less  for 
their  contribution  to  the  finished  product  than  another  simply  oecause  they  do  not 
happen  to  be  the  son  of  the  proprietor,  who  is  paid  an  enormous  sum  usually  for  that 
reason  alone.  But  as  no  system  of  taxation  yet  proposed  is  perfect  and  as  this  is  the 
greatest  democracy  on  earth,  I  believe  that  in  accordance  with  the  democratic  princi- 
ple on  which  the  Republic  is  founded,  it  would  be  unwise  to  make  distinctions  between 
^tizens  before  the  law.  The  law  knows  no  distinctions  of  persons.  That  is  a  fine 
principle  and  we  should  never  do  anything  to  lessen  its  force  and  vigor  in  the  com- 
munity. 

"Apart  from  the  general  taxes  we  all  pay,  I  think  that  the  income  tax  is  fair  and 
equitable.  It  has  been  tried  out  in  other  coimtries  a^  well  as  here.  The  heaviest 
part  of  the  income  tax  falls  upon  those  best  able  to  bear  it,  and  as  they  quite  frequently 
secure  incomes  through  comoinations  which  when  oppK)sed  to  the  general  laws  of  our 
countrv  are  somewhat  shady  they  should  not  complain  about  bearing  their  mathe- 
matical share  of  the  tax. 

"As  recently  as  the  days  when  such  great  Senators  as  John  J.  Ingalls,  of  Kansas,  and 
James  G.  Blaine,  of  Maine,  were  in  the  United  States  Senate  it  was  publicly  stated 
on  the  floor  of  that  dignified  Chamber  in  one  of  the  greatest  speeches  that  Senator 
Ingalls  ever  delivered  that  no  man  in  the  United  States  had  ever  made  a  million 
dollars  ho^iestly .  Yet  at  the  present  time  we  speak  of  men  with  hundreds  of  millions 
at  their  command  with  less  stress  and  wonder  than  Senator  Ingalb  expressed  his 
opinion,  and  that  was  not  so  long  ago.  According  to  the  conditions  and  methods 
910W  in  vogue  which  permit  such  enormous  accumulation  of  wealth,  it  seems  question- 
able if  any  method  of  taxation  could  be  more  equitable  than  the  present  method  of 
administering  the  Federal  income  .tax. 

"I  have  an  idea  that  a  sales  tax,  generally  speaking,  can  be  made  to  supplement 
an  income  tax  in  such  a  way  that  the  dual  system  will  supply  revenue  for  the  National 
Government  more  plentifully,  more  easily,  and  more  equitably  than  any  single  system 
of  taxation  could  do." 

[Washington  Herald,  Mar.  25, 1921.] 
SELECTIONS  FROM  OT7R  MAIL  BAG — TAXATION  OF  LAND. 

To  the  Editor  of  the  Herald: 

Do  your  readers  know  that  many  business  men  are  urging  a  bill — ^the  Ralston-Nolan 
bill — ^now  before  Congress,  which  proposes  to  put  taxation  upon  land,  where  it  would 
•seem  to  belong?  Somewhere  near  naif  the  wealth  of  the  country  (say,  $100,000,000,000) 
resides  in  land — ^in  tillable  ground  and  pasturage,  in  forests,  in  mines,  and  oil  wells, 
in  the  site  values  of  towns.  This  vast  wealth  (or,  more  accurately,  the  source  of 
wealth)  was  created  without  man's  labor.  No  man  deserves  the  rent  to  be  drawn  from 
it,  as  if  he  had  made  any  contribution  to  human  welfare  by  building  a  fence  around 
it.  Its  money  value  arises  merely  from  the  presence  and  the  needs  of  human  society. 
If  an  intelligent  community  wfere  setting  up  national  housekeeping,  they  would  be 
sure  to  allow  no  private  ownership  in  this  kind  of  property;  but  they  would  expect 
everyone  who  needed  to  use  any  of  it  to  pay  a  rental  for  its  use  into  the  fund  for  the 
common  expenses.  Neither  would  anyone  be  so  foolish  as  to  fence  off  for  himself 
more  than  he  could  use. 

Suppose  a  few  held  our  water  supply  and  compelled  the  rest  to  pay  them  for  every 
•drop  of  our  drinking  water,  should  we  not  cry  out  against  them  as  doing  us  cruel 
injustice?  Why  is  it  not  so  with  private  landlordism  over  the  land  of  a  nation?  Do 
you  readers  not  see  that  £f  public  rental  upon  all  the  land,  which  any  of  us  are  now 
privileged  to  hold,  is  the  fairest  of  taxes?  If  individuals  or  corporations,  having 
isomehow  got  hold  of  land,  for  which  they  have  no  present  use,  should  give  this  up 
^hat  harm  would  it  do?    If  we  found  in  due  time  that  we  could  raise  all  our  taxes 
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from  the  rental  of  the  lands  and  other  natural  resources  of  the  country,  and  could 
thus  relieve  everyone  from  meddlesome  and  inquisitional  public  burdens,  could  any 
of  us  iustly  complain  because  the  privilege  of  owning  land  (which  never  had  a  valid 
title)  nad  been  withdrawn  for  the  ^reat  advantage  of  all  of  us?  In  fine,  I  can  not  see. 
why  a  tax  upon  a  pri\dlege,  whicn  does  not  permanently  belong  to  anyone,  should 
worry  any  except  tne  few,  who  never  want  to  part  with  a  privil^e;  whereas  almost 
ever>'  other  kind  of  tAX  (surely  including  a  "sales  tax'')  seems  likely  to  annoy  and 
vex  ever>'one. 

Charles  F.  Dole. 
Jamaica  Plain,  March  22. 

[Women's  Wear,  Mar  22, 1921.1 

HASSACHUSETT8  RETAILERS  BEGIN  SALES  TAX  CAMPAIGN — URGE  MEMBERS  TO  SEND 
LETTERS  TO  CONGRESS  XJROINO  PASSAGE  OP  MEASURE  PROVIDING  FOR  LEVY  Of 
SALES  AND  ABOLITION   OF   EXCESS-PROFIT  TAX   AND   SURTAX. 

Boston,  March  4. — ^The  Massachusetts  Retail  Merchants*  Association  is  con- 
ducting an  active  campai^  in  favor  of  the  sales  tax  and  is  urging  the  members  to 
write  to  their  Representatives  in  Congress  asking  them  to  favor  the  plan  and  to  get 
their  friends  to  do  likewise.     The  following  letter  haA  been  sent  to  members: 

"What  are  you  doing  as  an  individual  about  the  taxation  propofdtion? 

"We  know  from  the  unanimous  vote  in  favor  of  the  referendum  put  forward  by 
the  National  Retail  Dry  Goods  Association,  that  the  members  of  the  association  are 
overwhelmingly  in  favor  of: 

"1.  A  commodity  sales  tAx  of  about  1  per  cent  on  goods,  ware?,  and  merchandise, 
on  every  sale  of  raw  material,  sales  of  manufactured  goods,  sales  at  wholesale,  etc., 
and  sales  at  retail. 

"2.  A  10  per  cent  income  tax  on  business  profits  which  will  not  be  taxed  further 

**3.  Custom  duties,  excise  Xaxes,  etc. 

**  Now,  we  want  you  and  every  member  of  this  association,  as  well  as  evei7  member 
of  every  other  association  that  you  can  get  in  touch  with,  to  tell  his  individual  Con- 
gressman that  he  would  like  to  have  him  vote  for  the  above  law. 

**It  is  a  fact  that  no  committee  or  organization,  representation,  nor  the  Ways  and 
Means  Committee  of  Congress,  is  going  to  decide  this  question.  It  is  the  vote  of 
each  and  every  Representative  and  Senator  in  Congress  that  will  enact  a  new  tax 
law.  Therefore,  the  most  effective  results  will  be  obtained  by  each  and  every  busi- 
ness man  telling  his  individual  Congressman  that  he  means  business  and  wants  a 
sales  tax. 

*'We  inclose  herewith  a  letter  which  has  been  sent  to  one  of  our  Members  of  Con- 

Sese,  and  w^ould  like  to  have  you  write  a  letter,  embodying  the  same  ideas,  to  your 
ember  of  Concxess.    We  also  want  you  to  tell  us  what  you  have  done  and  what 
results  vou  get. 

The  following  letter  to  be  sent  to  the  Members  of  Congress  was  inclosed,  together 
with  a  list  of  the  Massachusetts  Senators  and  Representatives: 

*'  Dear  Sir:  I  understand  that  the  matter  of  taxes  will  be  one  of  the  first  to  come 
up  before  Congress.  As  you  are  my  Representative,  I  wish  y6u  to  have  my  x-iews 
on  this  subject. 

*' Business  taxes  are  vexatious  problems.  I  have  talked  with  a  lot  of  fellow-busi- 
ness men,  some  of  large  affaire  and  others  of  small,  and  they  all  want  to  do  away 
with  the  excess  profits  tax  and  heavy  surtax,  and  have  a  sales  tax. 

''And  why  not  have  a  simple  sales  tax  of  1  per  cent  to  be  paid  on  the  sale  of  goods, 
wares,  and  merchandise,  from  the  producer  to  the  consumer? 

"Every  one  knows  there  is  a  constant  fluctuation  in  the  values  of  raw  materials 
and  manufactured  goods,  and  1  per  cent  is  such  a  small  faction  to  add  to  the  value 
of  the  raw  material,  the  cost  of  manufacturing,  the  value  of  goods  at  wholesale,  and 
the  value  of  goods  at  retail,  that  it  would  not  cut  much  of  a  figure,  and  in  most  cases 
would  not  be  added  at  all.  Some  claim  it  would  make  a  difference  of  from  3  to  4 
per  cent — average  it  between  nothing  and  4  and  call  it  2.  Then  if  an  income  tax 
of  5  or  10  per  cent  were  put  on  the  profits  of  all  business,  and  let  this  be  the  only  tax 
on  the  profits  of  business,  I  think  with  reasonable  exc  ise  and  customs  taxes  the  whole 
problem  of  business  taxation  would  be  solved. 

"Of  course,  there  will  be  thousands  of  objections,  moat  of  which  will  come  from 
nonproducers,  tax  experts,  accountants,  professors,  and  theorists. 

"Personally,  I  should  like  to  know  that  you  are  in  favor  of  the  above  tax.  How- 
ever, if  I  am  in  the  minority  of  your  constituents,  or  differ  with  your  own  view^. 
will  you  kindly  let  me  know  ,vhenMn  1  am  wrong?" 
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[Women's  Wear,  Apr.  12, 1921.] 

SALES  TAX  AND  TARIFF  MEASURES  AMONG  THOSE  INTRODUCED  IN  HOUSE — BACHARACH 
AND  MOTT  EACH  PROPOSES  ONE — EMERGENCY  FARM  TARIFF  IMMIGRATION  RESTRIC- 
TION, "tRUTH-IN-FABRIC,  "  PANAMA  TOLLS,  METRIC  SYSTEM  AND  OTHER  BILLS  PUT 
BEFORE  CONGRESS. 

Washington,  April  12. — The  legislative  doude  hovering  over  the  Nation  since 
last  election  day  have  burst  at  last,  and  a  deluge  of  bills  overwhelmed  Congress  to-day 
and  yesterday.  Taxation  and  the  tariff,  the  two  subjects  of  greatest  concern  to  the 
lawmakers  aiid  their  constituents,  received  their  due  share  of  attention,  two 'separate 
sales  tax  bills  being  introduced  and  the  emergency  agricultural  tariff  measure  also 
being  placed  again  before  the  House. 

In  addition,  the  emergency  immigration  bill  that  died  a  pocket  veto  death  at  the 
last  session  of  Congress  was  resuscitated  and  restored  to  standing  as  a  live  measure; 
a  ' ' truth-in-fab ric  "  bill  was  placed  on  the  voting  list;  and  bills  aiming  at  indirectly 
exempting  American  vessels  from  Panama  Canal  tolls,  abolishing  theRailroad  Labor 
Board,  providing  for  the  substitution  of  the  metric  system  for  the  present  system  of 
weights  and  measures,  and  directing  the  consolidation  of  third  and  fourth  class  nmil 
natter  were  introduced. 

A  resolution  was  also  adopted  authorizing  the  Speaker  of  the  House  to  appoint  & 
committee  of  five  to  consider  the  budget  principle  in  governmental  finances. 

The  two  sales  tax  bills  were  referred  to  the  Ways  and  Means  Committee,  as  was 
the  emergency  tariff  measure.  The  "  truth-in-fabric "  bill  and  the  one  providing 
for  the  abolition  of  the  railroad  board  were  given  over  to  the  Interstate  ana  Foreign 
Commerce  Committee. 

SALES  TAX    BILLS. 

Representative  Mott's  bill  is  a  straight-out  sales  tax  bill,  providing  a  levy  of  1  per 
cent  on  all  sales  and  the  repeal  of  the  excess  profits  tax.  It  is  very  similar  to  the  eajes 
tax  bill  of  Senator  Smoot  of  Utah,  which  was  explained  in  Women's  Wear  yesterday. 

Mr.  Bacharach's  bill  is  more  general,  and  not  only  would  produce  new  revenue, 
through  the  medium  of  a  sales  tax,  but  would  repeal  some  of  the  existing  taxes  and 
reduce  others. 

[Women's  Wear,  Apr.  11, 1921.1 
SAYS  TAX  PLAN   WILL   EXEMPT  SMALL  FARMER. 

Ha/en  J.  Burton,  of  Minneapolis,  president  of  the  Tax  League  of  America,  which 
is  urging  the  enactment  of  a  general  sales  or  turnover  tax,  announced  yesterday  that 
legislation  to  be  introduced  at  the  coming  session  of  Congress  will  provide  an  exemp- 
tion for  all  those  farmers  doing  a  gross  annual  business  of  $6,000  or  less. 

"  In  the  case  of  those  doing  a  yearly  business  of  less  than  that  sum,"  explained  Maj. 
Henry  G.  Opdycke,  vice  president,  ''farmers  will  not  be  required  to  pay  a  tax  on 
their  sales,  while  those  in  the  position  of  selling  S500  worth  or  more  of  commodities  a 
month,  will  be  enabled  to  add  the  proposed  tax  of  1  per  cent  to  each  sale  and  pass  it 
alon^,  as  in  the  plan  of  the  manufacturer  and  the  merchant. 

"  The  legislation  proposed  by  the  sales  tax  advocates,  all  of  whom  are  united  on  the 
bill  now  being  drawn  for  Congress,  is  such  that  it  will  commend  itself  not  only  to  the 
farmers  of  the  country  but  to  the  business  interests  generally. 

''Much  interest  7S  being  shown  in  all  parts  of  the  country  in  the  yjroposed  remedy 
of  the  sales  tax,  and  especially  in  the  successful  operation  oi*  the  present  law  in  the 
Philippine  Islands,  in  the  recent  legislation  along  the  same  lines  in  Canada  and  in 
France.  Among  the  witnesses  to  appear  in  Wasnin-irton  in  support  of  the  sales-tax 
plan  will  be  those  familiar  with  the  operation  of  the  present  law  m  the  Philippines." 

[Washington  Herald,  Apr.  14, 1921  .J 

ASSAILS   PRESENT  TAXATION   SYSTEM — ^PROF.  BULLOCK,  OP  HARVARD,  SAYS  IT  CREATES 

NATION  OF  UARS. 

Charles  J.  Bullock,  professor  of  economics  at  Harvard  University,  assailed  the 
present  system  of  taxation  in  this  country  in  an  address  delivered  last  evening  at  a 
dinner  of  the  certified  public  accountants  of  Massachusetts  at  the  Bxchange  Cltib. 
He  said  in  part:  "The  policy  of  taxation  followed  by  our  Government  during  the 
war  was  such  that  if  the  war  had  not  ended  when  it  dici  the  country  would  have  been 
broken  wide  open.     It  is  a  destructive,  ruinous,  and  wicked  policy  that  would  have 
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killed  the  Government  and  financial  structure  of  this  country  within  another  year. 
Take  the  case  of  the  many  industrial  houses  that  to-day  are  either  bankrupt  entirely 
or  in  the  hands  of  their  banks.    It  was  a  case  of  the  survival  of  the  least  fit. 

"Taxation  such  as  that  under  which  we  are  at  present  suffering  can  never  be 
enforced  as  written,  it  creates  a  nation  of  liars.  The  e^ect  on  the  taxpayer  is  alarm- 
ing in  the  extreme.  The  present  tax  would  almost  wholly  become  a  tax  on  honesty 
if  it  is  allowed  to  continue. 

*'I  have  never  heard  any  logical  objection  to  a  sales  tax,"  concluded  Prof.  Bullock: 
^'and  I  offer  it  as  the  sane  and  logical  solution  of  this  countrjr's  greatest  problem.'' 

Attorney  Spring  and  Guy  W.  (Jox,  chairman  of  the  taxation  committee  of  the 
chamber  of  commerce,  the  other  speakers  of  the  evening,  expressed  themselves  in 
favor  of  a  sales  tax. 

[Post,  Apr.  14,1021.) 
FAVORS  LEVY  ON  ALL  SALES — ^PROF.  BULLOCK  ALSO  RAPS  PRESENT  TAX  SYSTEM. 

Prof.  Charles  J.  Bullock,  head  of  the  department  of  economics  at  Harvard  Uni- 
versity and  one  of  the  leading  authorities  on  taxation  in  the  United  ^  tates,  came  out 
in  favor  of  a  sales  tax  for  raL:ing  the  natumal  revenue  in  an  address  before  the  Certified 
Public  Accountants  of  Ma^achusetts  at  the  Exchange  Club  last  night. 

Prof.  Bullock  stated  that  he  came  to  helieve  in  a  pales  tax  only  after  condderable 
reluctance  and  some  difficulty  in  accepting  it,  but  that  finally  ike  failed  to  see  any 
difficulty  in  accepting  it.    His  mind,  though,  was  still  open  he  said. 

The  professor's  remarks  were  confined  more  to  an  attack  on  the  present  syhtem  of 
taxation  rather  than  to  any  extended  argument  in  favor  of  the  sales  tax,  which  was 
supported  by  Guy  W.  C/Ox,  chairman  of  the  committee  on  taxation  of  the  Boston 
Chamber  of  Commerce,  but  opposed  by  Attorney  Samuel  Spring,  who  is  regarded  m 
expert  on  certain  forms  of  taxation. 


STATEMENT  OF  C.  HUDSON  JOHNSON,  LYNN,  MASS.,  VICE  PBESI- 
DENT  OF  THE  HA8SACHT78ETTS  BETAIL  DBY  GOODS  ASSOCIA- 
TION. 

Mr.  Johnson.  Gentlemen;  I  am  not  here  to  file  any  brief.  I  am 
down  here  with  the  sales  tax  men.  I  did  not  propose  to  place  these 
figures  before  you,  but  the  talk  this  morning  nas  led  me  to  believe 
they  would  be  of  extreme  interest  to  you,  because  I  do  not  represent 
big  business — and,  by  the  way,  I  will  not  consume  more  than  five 
mmutes  of  your  time. 

I  represent  medium-sized  business,  not  the  smallest  and  not  the 
largest. 

These  figured  are  a  compilation  by  one  auditor  of  71  of  the  best 
department  stores  in  New  England  doing  a  business  from  a  quarter 
of  a  million  dollars  a  year,  wliich  is  a  smaH  department  store  business, 
to  $3,000,000  a  year,  which  is  not  a  large  one.  It  is,  in  my  judgment., 
very  representative  from  all  angles  of  what  all  business  is  doin^, 
because  the  department  store,  after  all,  represents  the  retail  busbie'^s 
very  nearly  in  its  entirety. 

These  figures  are  taken  for  a  six-month  period  to  January  31,  1920, 
and  a  corresponding  period  to  January  31,  1921 — that  is,  the  last 
six  months  in  1919  and  the  last  six  months  in  1920.  The  six  monthiS 
end  on  the  last  dav  of  January. 

I  will  say  that  from  those  71  stores  31  of  the  most  profitablej^and 
best  organized  stores  were  selected.  There  were  also  35  for  which  f 
have  not  the  figures  before  me.  You  are  getting  a  very  much  mor^ 
serious  condition  with  the  31  represented  here.  J4a'''-  ] 

In  that  six-month  period  these  stores  each  did  a  business  in  191'.^ 
of  fifteen  and  a  half  million  dollars,  with  a  profit  of  6.9  per  cent. 

In  the  corresponding  period  in  1920,  when  they  increased  their 
volume  to  $16,500,000;  tnat  is,  increased  the  volume  somewhere  in 
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the  neighborhood  of  $500,000  for  the  31  stores — do  not  confuse  this. 
That  is  the  total  business  for  35  stores.  In  the  corresponding  period 
in  1920  after  their  taxes  were  paid  they  made  a  net  loss  of  4.2  per  cent. 
In  1919  they  made  a  profit  of  $1,000,092.  In  1920  they  made  a  net 
loss  of  $700,000,  which  is  a  considerable  spread. 

These  are  divided  into  three  groups.  The  first  group  consists  of 
stores  doing  business  from  a  quarter  of  a  million  to  a  half  million; 
second,  from  one-half  a  million  to  one  and  a  half  millions;  and  the 
third,  from  one  and  a  half  millions  to  three  millions.  There  is  com- 
paratively little  difference  between  them. 

In  the  first  group,  in  1920,  in  the  period  referred  to  there  was  just 
one  store  that  made  money.     They  made  5  per  cent  on  their  business. 

In  the  second  group  there  was  just  one  store,  and  that  includes  mv 
own  store — ^just  one  store  that  made  money.  They  made  one-half 
of  1  per  cent. 

In  the  larger  groups  there  were  just  two  stores  that  made  money, 
and  they  made  3  per  cent  and  2.3  per  cent. 

The  reason  I  brmg  these  figures  is  not  in  advocacy  of  any  particular 
plan,  but  simply  to  show  the  retail  business  at  large,  that  you  will 
not  get  any  return  from  your  present  system  of  taxation. 

I  think,  gentlemen,  that  this  does  actually  represent  the  retail 
condition  not  only  in  New  England  but  all  over  the  country.  I 
want  you  to  take  into  consideration  that  these  stores  from  which 
these  figures  are  compiled  are  the  very  best  stores  that  jon  could 
select  in  almost  everjr  town  in  Massachusetts  and  in  neighboring 
States  in  close  proximity  to  Massachusetts. 

The  compilation  is  made  on  a  very  efficient  retail  basis  by  an 
auditor  witn  a  great  deal  of  experience,  and  the  figures  for  all  stores 
are  audited  by  the  same  auditor. 

Senator  Jones.  I  take  it  you  did  not  have  to  pay  any  income  tax 
last  year.  Your  business  showed  a  loss,  and  you  did  not  have  to  pay 
any  mcome  tax  ? 

Mr.  Johnson.  I  am  not  speaking  specifically  for  my  own  business 
here,  Senator. 

Senator  Jones.  I  am  speaking  with  reference  to  the#bulk  of  the 
business.  The  total  of  the  business  which  you  just  presented,  taking 
that  business  as  a  whole,  would  show  that  it  paid  no  income  tax  ? 

Mr.  Johnson.  That  is  true. 

Senator  Jones.  Do  you  think  it  would  be  fair  to  have  those  busi- 
nesses which  are  carried  on  at  a  loss  pay  taxes  ? 

Mr.  Johnson.  Senator,  I  am  not  here  to  discuss  the  advantage  or 
disadvantage  of  any  particular  tax.  My  own  thought  is,  and  I  want 
you  to  understand  it,  that  I  have  not  had  the  opportunity,  as  many- 
other  gentlemen  with  me  have,  to  go  into  this  tax  proposition  as  thor- 
oughly as  they  have.  My  own  thought  is  that  tne  sales  tax  would 
make  no  difference  to  us;  and  I  would  prefer  to  pay  a  sales  tax,  a 
definite  one,  so  that  I  know  I  can  approximate  what  my  overhead 
expenses  will  be. 

Senator  Jones.  Did  you  not  charge  for  those  goods  you  sold  all 
that  you  thought  the  purchaser  was  willmg  to  pay? 

Mr.  Johnson.  I  think  that  is  perhaps  a  reasonable  statement,  if 
you  take  into  consideration  that  competition  keeps  those  prices  where 
they  should  be.  It  is  not,  as  your  statement  unqualified  would  lead 
people  to  think,  that  every  man  that  made  a  profit  was  necessarily 
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a  profiteer.  Competition  in  any  retail  business  in  any  decent  sized 
town  is  keen  enough  so  that  when  he  gets  all  he  can  he  gets  just  what 
he  should. 

Senator  Jones.  And  in  your  case,  speaking  to  you  as  representing 
that  large  number,  they  are  doing  that  and  selling  at  a  loss? 

Mr.  Johnson.  True. 

Senator  Jones.  Why  should  they  be  compelled  to  pay  a  tax  when 
they  are  doing  business  at  a  loss,  when  there  are  a  great  number  of 
concerns  in  this  country  not  doing  business  at  a  loss  and  making  a 
large  profit  and  even  an  excess  profit  ? 

Mr.  Johnson.  There  are  not  many  retail  concerns,  Senator,  in  the 
country  making  a  large  profit  or  making  any  profit. 

Senator  Smoot.  You  tnow  there  is  no  contention  here  that  you 
would  have  to  pay  this  1  per  cent  sales  tax.  That  would  be  paid  by 
the  person  to  whom  you  sell  the  goods.  The  Senator  keeps  insisting 
that  that  would  come  out  of  your  pocket. 

Mr.  Johnson.  This  1  per  cent  tax  would  be  paid  by  the  consumer, 
the  same  as  a  great  deal  larger  t£tx  is  paid  to-day,  only  he  does  not  see 
it,  and  he  would  not  see  this  either. 

Senator  Jones.  He  did  not  pay  it  in  buying  the  goods  he  got  from 
you? 

Mr.  Johnson.  He  did  not  what  ? 

Senator  Jones.  He  did  not  pay  a  larger  tax  in  buying  the  goods  he 
got  from  you  ? 

Mr.  Johnson.  He  paid  some  tax  in  1919. 

Senator  Jones.  According  to  yom*  theory,  if  we  add  a  sales  tax, 
you  would  have  gotten  precisely  the  same  price  for  your  goods  and 
the  consumer  womd  have  paid 

Mr.  Johnson.  I  do  not  think  so. 

Senator  Jones.  That  is  the  contention  of  the  Senator  from  Utah 
and  I  understood  that  you  agreed  with  him, 

Mr.  Johnson.  I  said  competition  regidated  these  prices,  and  if  it 
did  not,  my  competitor  would  have  to  pay  1  per  cent  higher,  and  it 
would  be  reflected  here  just  the  same.  1  would  not  have  lost  any 
more  money. 

Senator  Walsh.  Is  one  of  the  chief  reasons  for  the  loss  in  profits 
during  the  past  six  months  of  1920  due  to  the  sudden  and  sharp 
decline  in  the  value  of  merchandise  on  hand  which  compelled  you  to 
sell  this  same  merchandise  at  a  loss  ? 

Mr.  Johnson.  Yes,  of  course.  Senator. 

There  is  another  thing  that  I  want  to  bring  before  you,  a  very 
important  thine  from  the  retailer's  standpoint.  He  of  course  is  the 
last  man  that  deals  with  the  consumer,  and  of  course  he  is  now  and 
always  will  be  charged  with  maintaining  his  prices,  because  the  con- 
sumers naturally  cfeal  with  him  and  Uiey  recognize  in  the  trans- 
action nobody  else.  But  this  loss  here  is  almost  a  unanimous  loss 
by  these  stores 

Senator  Jones.  Why  did  you  sell  the  goods  at  those  prices  ? 

Mr.  Johnson.  Will  you  let  me  answer  the  Senator  first  ?  My  con- 
tention is  that  this  shows  that  the  merchants  of  New  England  and 
the  stores  all  over  the  country  have  put  their  merchandise  on  a  re- 
placement value. 

Senator  Walsh.  Rather  than  the  value  at  which  they  purchased 
them  ? 
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Mr.  Johnson.  There  is  no  question  about  that.  Merchandise 
has  been  sold  in  every  store  in  this  country  at  less  than  cost. 

Senator  Walsh.  Could  vou  give  us  some  estimate  of  the  depreci- 
ation in  value  which  you  had  to  charge  on  the  31st  day  of  January, 
1921,  by  reason  of  changing  the  purchase  price? 

Mr.  Johnson.  You  ask  me  a  question,  and  I  can  give  jou  the 
figures  on  this,  Senator,  which  I  am  very  glad  to  do.  I  will  give 
you  those  figures  to  show  you  just  exactly  the  amount  that  those 
stores  reduced,  if  you  want  them.  Do  not  take  those  figures  and  say 
they  represent  a  certain  percentage  of  the  volume  of  ousiness,  be- 
cause that  merchandise  has  been  rapidly  turning  all  the  time- 
Senator  Smoot.  We  do  not  have  a  World  War  every  year. 
Mr.  Johnson,  I  should  say  not.  I  do  not  want  vou  to  forget  that 
this  merchandise  was  turning  all  the  time.  These  stores  did 
816,000,000  worth  of  business  and  they  marked  down  their  merchan- 
dise  $3,000,000. 

Senator  Walsh.  I  am  glad  to  have  some  evidence  presented  to  the 
Senators  that  somebody  oesides  farmers  have  suffered  by  reason  of 
tlio  unusual  conditions  that  took  place  last  year. 

Senator  Smoot.  In  other  words,  if  there  had  been  no  sudden  drop 
caused  by  the  war  and  you  had  sold  the  same  amount  of  goods 
exactly,  with  the  same  percentage,  you  would  have  made  $3,000,000 
more? 

Mr.  Johnson.  Certainly. 
Senator  Smoot.  That  is  all  there  is  to  it. 

Senator  Jones.  Why  did  you  sell  those  goods  at  those  prices  ?  So 
as  to  cure  the  loss  in  your  business  ? 

Mr.  Johnson.  As  long  ago  as  the  first  indication  of  the  depression. 
Senator,  we  did  what  I  believe  every  progressive  and  every  live  store 
owner  did— we  took  our  buyers  into  conference  with  us  and  we  told 
the  buyers — if  you  understand  anything  about  the  retail  business, 
you  know  that  "these  biiyers  have  certain  quotas  that  they  work  on, 
so  much  sales,  so  mucn  profit.  It  is  a  mechanical  operation  with 
them,  except  the  selection  of  the  merchandise.  We  figure  a  fair  loss 
on  the  merchandise.  Every  merchant  must  mark  down  his  merchan- 
dise, always. 

We  took  our  buyers  into  conference  with  us,  ps  I  said,  every  week, 
which  I  believe  is  the  universal  condition,  and  we  told  them  wo 
would  not  hold  them  responsible  for  losses.     We  told  them  that  we 
would  hold  any  buyer  in  the  organization  responsible  for  merchandise 
in  our  store  on  a  basis  of  replacement;  that  is,  if  wo  had  liosiery  that, 
for  instance,  cost  SI  we  sold  it  for  $1.50.     That  is  a  common  proposi- 
tion.    Suppose  that  hosiorj'  sold  for  $12  a  dozen  and  was  on  our 
shelves  at  $1.50  a  pair.     If  that  hosiery  was  marked  down  by  tho 
manufacturer  or  joboor  to  $9  a  dozen,  it  is  the  common  practice  that 
wo  sell  it  for  98  cents  a  pair.     Tho  moment  tliat  the  agent  notified 
'       '  mge  from  $12  to  $9,  the  hosiery  was  marked  at  $1.     We  did 
it  at  $1.1-5  so  as  to  equalize.     It  was  marked  at  exactly 
replacement  value  was. 

re  five  department  stores  in  our  city.  My  condition  might 
:  condition  of  the  other  department  stores.  Thev  are  not 
h  lai^e  cash  reserves  behind  them.    They  are  almost  all 
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stores  that  have  been  built  up  by  the  energy  and  effort  of  some 
particular  people  who  have  made  some  money  and  applied  it  to 
their  business.  That  is  the  by  and  large  condition.  They  have 
not  a  great  deal  of  monev  so  that  they  can  afford  to  take  losses  over 
long  periods  of  time,  't'hey  must  do  what  amounts  to  a  capacity 
business  in  order  to  live  at  all.  Their  jfirst  consideration  is  not  to 
get  a  profit;  their  first  consideration  is  to  get  volume.  That  volume 
they  have  gpt  to  have  or  they  can  not  pay  their  expenses. 

So,  in  this  particular  instance  when  tne  merchandise  commenced 
to  shrink  in  value,  what  did  the  department  stores  do  ?  You  can  see 
that  in  1920  they  bought  more  stuff  than  they  did  in  1919 

Senator  Smoot.  If  you  had  not  undertaken  to  dispose  of  your  goods 
whea  they  were  at  the  very  highest  stage,  you  would  have  had  those 
ffoods  to-dav  on  vour  shelves  ? 

Mr.  Johnson.  I  would  be  in  the  banlo^uptcy  court,  or  somewhere 
€lse. 

Senator  Walsh.  It  goes  to  show,  after  all,  that  there  is  an  ab- 
normal condition  in  every  business. 

Mr.  Johnson.  Yes,  sir. 

Senator  Jones.  Just  file  those  papers  and  make  any  written  ex- 
planation which  you  may  care  to  malce.     They  are  very  interesting. 

Senator  Walsh.  I  want  to  file  and  have  inserted  in  the  record  this 
letter  which  a  spectator  has  given  me,  which  develops  the  same 
thought  expressed  by  the  last  witness,  that  there  has  been  a  sharp 
decline  in  tne  retail  prices. 

Washington,  D.  C,  May  la,  VJ^i . 
Hon.  Herbert  C.  Hoover, 

Secretary  of  Commerce^  Washirigtonf  2).  C. 

Sir:  Mr.  Franklin  Simon,  of  Franklin  Simon  &  Co.,  New  York  City,  president  of 
the  National  Garment  Retailers'  Association,  an  organization  of  1 ,200  retail  merchants  . 
handling  women's,  misses',  and  children's  carmen ts  throughout  the  country,  being 
unable  to  attend  the  conference  to-day  wiul  you,  has  asked  me,  as  executive  sec- 
Tetaiy  of  the  association,  to  say  for  him: 

It  IS  his  observation  that  retail  prices  on  women's  garments  to*day  show  a  marked 
decline  over  prices  of  a  year  ago.  It  is  his  opinion,  based  upon  years  of  experience, 
that  an  individual  store  can  not  sustain  high  prices,  nor  can  there  be  any  concerted 
action  to  maintain  high  levels.  He  has  found  that  competition  and  a  discriminating 
comparison  by  the  shopping  public  always  regulate  prices. 

As  an  illustration  of  tne  mark  downs  taken  by  retailers  of  garments  during  the  past 
year,  he  cites  from  his  own  store:  For  the  six  months'  period  beginning  August  1 
and  ending  January  31,  1921,  Franklin  Simon  &  Co.,  to  meet  new  price  conditions, 
had  mark  downs  amounting  to  $1,367,000,  runnii^g  into  different  departments, 
amounting  to  from  20  to  43  per  cent  of  sales.  For  tne  month  of  December  alone 
that  firm  took  reductions  of  almost  one-half  million  dollars  in  order  to  anticipate 
replacement  costs. 
Very  truly, 

Franklin  Simon. 

BT7PFLEUEHTAL  STATEMEKT  OF  C.  HUDSON  JOHITSOH,  LYNZT,  MASS.,  VICE  PRESI- 
DEHT  OF  THE  MASSACHUSETTS  RETAIL  DRY  GOODS  ASSOCIATION. 

The  figures  presented  below  were  compiled  by  James  Eadie,  jr.,  authorized  public 
accountant  and  auditor  for  71  department  stores  in  New  England.  They  represent 
th^e  totals  of  35  of  the  best  stores  from  the  standpoint  of  being  most  progressive  and 
profitable  from  the  71  which  he  audits. 

They  are  divided  into  three  groups — group  1  doing  a  yearly  sales  volume  between 
$225,000  and  1500,000;  group  2  doing  a  yearly  sales  volume  between  1500,000  and 
^1,000,000;  and  group  3  doing  a  yearly  sales  volume  between  $1,000,000  and  $3,000,000. 
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These  figures  are  for  a  six-months  period  from  August  1,  1919  to  January  31,  1920» 
which  I  shall  refer  to  herafter  as  the  1919  i)eriod;  and  from  August  1, 1920,  to  January 
31, 1921,  which  I  shall  refer  to  hereafter  as  the  1920  period.  They  represent  figures 
showing  the  condition  of  retail  businesses  at  the  peak  of  inflation  prices  compared 
with  figures  taken  during  the  most  active  time  of  me  deflation. 

They  are  presented  for  the  consideration  of  your  committee  in  order  to  show  the 
extent  to  which  retailers  in  this  section  of  the  country  have  put  their  high-priced 
stocks  on  a  replacement  basis,  because  the  profit  and  loss  column  in  this  particular 
line  of  business  will  show  the  necessity  for  a  different  basis  of  taxation  in  order  that 
these  stores  will  yield  something  in  taxes  to  cover  the  needs  of  the  Government. 


19W  period. 

Group  1 

Group  2 

Group  3 

Total 

1919  period. 

Group  1 

Group  2 

Groups 

Total 


Sales. 


S1,612,6S2.29 
5,407,973.75 
9,482,646.56 


16,503,302.60 


1,537,863.12 
5,315,666.22 
9,096,287.81 


15,949,817.15 


Gross  Income. 


$372,259.86 
1,265,657.14 
2,400,679.03 


4,028,596.03 


492,827.08 
1,766,939.85 
3,117,981.82 


5,377,76L75 


Gross  expense. 


1410,900.76 
1,517,136.32 
2,534,917.98 


4,462,955.06 


Losses  and 
depredAtioQ. 


S21,276.90 

72,057.21 

173,019.78 


266,353.89 


356,989.38 
1,405,377.47 
2,309,459.54 


15,620.51 

56,838.36 

140,493.53 


4,071,826.39 


212,952.40 


19i0  period. 


Group  1. 
Group  2. 
Group  3. 


Total. 


1919  period. 


Group  1. 
Group  2. 
Group  3. 


Net  income. 


Taxes. 


I  159,917.80 
1333,536.39 
»  307, 258. 73 


1700,712.92 


$31,548.39 
117,869.34 
177,356.81 


Net  income 
before  taxes. 


1  $28, 369. 41 
1215,667.05 
1  129,901.92 


326,774.54  1       1373,938.38 


Department 
salaries. 


$153,548.36 
458,702.98 
^54  530.72 


1,366,782.01 


»  120^17. 19 
*  304?724. 02 
'668,031.75 


34,456.59 
116,675.28 
181,099.59 


'154,673.78 
2  421,399.30 
1849,131.34 


131,942. 60- 
406,513.72 
627,861.97 


Total I    2  1,092,972.96 


332, 231. 46      '  1, 425, 204. 42  ]        1, 168, 318. 29 


1  Losses. 


» Profits. 


In  the  figures  shown  above  it  is  interesting  to  note  that  the  sales  during  the  defla- 
tion period  increased  and  that  there  was  no  so-called  buyers'  strike,  and  that  the 
income  from  larpfer  sales  was  less,  showing  that  retailers  in  order  to  maintain  a  volume 
necessary  to  take  care  of  the^  overhead  of  their  establishments  sold  merchandise 
cheaper. 

The  expenses  during  that  period  increased  in  dollars  and  cents  and  also  in  per- 
centage, because  the  increased  volume  of  sales  was  not  suflicient  to  take  care  of  the 
increased  expense.  In  the  increased  expense  figures  $200,000  was  represented  by 
salary  increases,  showing  that  although  merchandise  was  decreasing  wages  increased 
mth  retail  stores  during  the  deflation. 

The  losses  and  depreciations  were  only  slightly  increased,  and  these  losses  and 
depreciations  have  no  reference  to  merchandise,  but  only  to  furniture,  fixtures,  and 
plant. 

The  fact  that  the  taxes  were  almost  as  great  to  the  Government  in  time  of  loss  as  in 
time  of  profit  is  accounted  for  by  the  fact  that  these  taxes  are  paid  during  a  subse- 
quent period  from  which  they  are  incurred,  and  are,  according  to  all  practical  retail 
systems,  charged  into  the  expenses  of  the  period  in  which  they  are  paid.  It  will 
mean,  of  course,  that  during  the  next  corresponding  six-month  period  these  stores 
will  pay  no  taxes  to  the  Government. 
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1920  period. 

Group  1 

Group  2 

Group  3 

Total 

1919  period. 

Group  1 

Group  2 

Group  3 

Total 


Purchases, 
invoice  value. 


$1,134,731.75 
4,065,898.70 
6,982,877.59 


Mark  up. 


Mark  down. 


$596,508.73 
2,100,434.78 
3,666,377.81 


$327, 167. 80 
1,005,206.21 
1,482,374.78 


1,244,743.00 
4,270,731.61 
7,028,004.53 


699,001.62 
2,403,623.72 
4,024,538.86 


145,153.01 
410,204.68 
463,573.27 


Average 
monthly 
balance. 


$1.3&1,008.58 
3,582,841.73 
5,952,7^8.32 


12, 173, 50a  04  !      6, 362, 321. 32  i      2, 814, 748. 79  |      10,889, 57&  63 


1,341,112.15 
3,587,779.87 
5,919,709.16 


12,543,479.14  1      7,127,164.20        1,018,930.96 


10,848,601 


IS 


In  the  above  figures  you  will  note  that  the  purchases  were  almost  equal  in  the  two 
periods,  which  clearly  shows  that  merchants  as  well  a«  consumers  were  on  no  buying 
strike  and  that  manufacturers  and  jobbers  who  chose  to  meet  the  changed  conditions 
could  and  did  sell  their  merchandise. 

The  mark  downs  indicate  to  what  extent  merchants  met  the  new  conditions,  showing 
an  increase  over  the  corresponding  six  months  of  approximately  11.800,000. 

The  average  monthly  balances  in  these  stores — that  is,  the  merchandise  that  they 
had  on  hand— averaged  during  the  six  months'  period  to  be,  in  the  1920  period, 
$10,889,578.63,  and  their  losses  during  that  complete  period  were  12,814,748.79.  If 
you  consider  their  monthly  balances  as  a  fair  criterion,  they  then  reduced  their  mer- 
chandise during  that  period  approximately  28  per  cent;  and  considering  that  expenses 
at  that  time  were  increasing,  particularly  wa^es  ajs  represented  by  department,  not 
executive,  salaries,  it  would  seem  that  the  retail  merchants  had  accepted  and  met  the 
readjustment  period  in  a  very  practical  manner. 

STATEMENT  OF  MB.  CARLOS  B.  CLARK,  REPRESENTING  NATIONAL 
RETAIL  DRY  GOODS  ASSOCIATION,  NATIONAL  ASSOCIATION  OF 
RETAIL  CLOTHIERS,  AND  CONTROLLER  THE  J.  L.  HUDSON  CO., 
DETROIT,  MICH. 

Mr.  Clark.  Mr.  Chairman,  I  am  controller  of  the  J.  L.  Hudson 
Co.,  a  department  store  in  Detroit.  I  am  chairman  of  the  taxation 
committee  of  two  associations,  one  the  National  Retail  Dry  Goods 
Association  and  the  other  National  Association  of  Retail  Clothiers. 

I  have  also  been  asked  to  say  to  this  committee  that  the  plan  of 
revision  which  our  association,  the  National  Retail  Dry  Goods  Asso- 
ciation, presents,  has  the  approval  as  well  of  the  National  Shoe 
Retailers'  Association  and  tno  National  Garment  Retailers'  Asso- 
ciation. 

I  would  like  to  point  out  that  the  membership  of  the  National 
Retail  Dry  Goods  Association  is  about  2,500;  that  1,700  of  those 
stores  are  doing  a  business  of  less  than  $200,000  a  year.  The  Na- 
tional Association  of  Retail  Clothiers  has  a  membership  of  about 
6,000,  and  one-half  of  them  are  rated  under  $10,000,  and  they  are 
situated  in  towns  of  not  exceeding  10,000  in  population. 

The  plan  which  I  have  the  privilege  of  presenting  has  not  only 
been  approved  by  referendum  and  by  convention  votes  of  these 
associations,  but  it  has  also  been  approved  by  other  associations. 

The  basis  of  our  plan  was  that  there  must  be  raised  for  a  con-  , 
siderable  number  of  years  an  aniount  of  at  least  four  billions;  possi- 
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bly  more;  that  the  consumer  pays  all  taxes  in  the  end,  or  a  very 
great  part  of  them.  And  in  working  out  our  plan,  we  believe  that 
we  arrive  at  a  plan  which  would  provide  for  a  practical  parity  in 
the  proceeds  of  a  profit  dollar. 

I  would  like  to  say  that  I  myself  am  simply  a  plain  business  man, 
and  that  the  members  of  our  taxation  committee  are  simply  business 
men.  We  have  no  lawyers,  and  we  do  not  claim  to  be  tax  experts 
in  any  way. 

Last  year  just  about  this  time  the  National  Retail  Dry  Goods 
Association  put  out  a  referendum.  That  referendum  established  by 
a  large  majority  that  its  members  were  in  favor  of  the  repeal  of  the 
excess-profits  tax,  the  downward  revision  of  the  surtaxes  on  indi- 
vidual mcome,  the  establishment  of  a  national  budget,  the  raising 
of  individual  exemptions  and  the  provision  for  the  revenue  whicn 
will  be  lost  by  the  repeal  of  the  excess  profits,  the  downward  revision 
of  the  surtaxes,  and  the  raising  of  exemptions  by  the  imposition  of 
a  turnover  or  sales  tax  on  all  goods,  wares,  and  merchandise. 

In  thinking  of  the  proposition  we  divided  all  income  fii^st  into  three 
classes.  The  first  class,  that  which  comes  to  an  individual  as  his 
wage  or  salary,  derived  because  of  his  manual  or  mental  effort,  and  we 
have  suggested  that  on  the  first  $4,000  above  exemptions  there  shall 
be  imposed  a  normal  tax  of  4  per  cent;  on  the  remainder,  8  per  cent. 
That  follows  thQ  1918  law. 

We  believe  in  order  to  get  at  the  equity  which  must  underlie  any 
plan  of  taxation  that  there  must  be  an  increase  in  individual  exemp- 
tion, and  we  have  proposed  that  on  the  unmarried  man  it  be  raised 
to  $2,600;  on  the  head  of  a  family,  to  $5,000;  and  for  children,  to 
$500. 

I  would  like  to  point  out  that  one  gi*eat  need,  to  my  mind 

Senator  Simmons  (interposing) .  Does  your  plan  include  the  aboli- 
tion of  the  surtaxes  altogether  t 

Mr.  Clark.  Not  altogether,  Senator. 

Senator  Simmons.  How  high  would  you  carry  them  ? 

Mr.  Clark.  Our  surtax  plan  is  based  on  what  we  call  the  third  class 
of  incomes — that  is,  incomes  from  investments,  into  which,  as  we 
believe,  there  does  not  enter  the  element  of  manual  or  mental  effort, 
that  there  should  be  surtaxes  according  to  the  1913  rate,  or,  starting 
with  an  exemption  from  surtax  of  820,000,  imposing  a  surtax  of  1 
per  cent,  and  for  from  .S20,000  to  $50,000  and  upward  in  the  scale 
so  that  all  incomes  above  $500,000  are  taxed  at  6  per  cent. 

Our  next  class  we  have  denominated  as  business  income. 

Senator  Simmons.  That  is  a  very  important  matter  to  my  mind. 
That  will  apply,  as  I  understand  vou,  to  imeanied  income  ? 

Mr.  Clark.  What  is  commonly  called  '^ unearned  income,"  all 
income  not  directly  derived  either  from  wages  or  salaries  or  from 
business  investment. 

Senator  Simmons.  It  would  not  apply  to  incomes  earned  by  manual 
labor  ? 

Mr.  Clark.  No,  sir. 

Senator  Simmons.  Or  by  intellectual  labor? 

Mr.  Clark.  No,  sir.  In  our  thihking  upon  business  income,  we 
have  believed  that  it  really  consists  not  only  of  the  income  derived 
from  manual  or  mental  effort,  but  that  there  is  a  plus  element  of 
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investment  of  money,  and  because  of  the  plus  element  of  that  invest- 
ment of  money,  making  it,  to  a  certain  degree,  as  contrasted  at  least 
to  wages,  a  sort  of  an  unearned  income. 

Senator  Simmons.  Will  you  please  give  an  illustration  of  what 
you  have  in  mind  as  coming  witnin  the  designation  ^*plus"  ? 

Mr.  Clark.  I  mean  this,  that  I  at  the  present  time,  sir,  am  working 
for  a  salary  for  my  own  particular  concern.  That  would  come  under, 
in  our  plan,  the  first  class  of  wage  and  salary  tax. 

If  I  mvested  a  little  money  in  an  outside  business,  with  no  partic- 
ular attention  being  paid  by  me  to  that  business,  but  getting  a  profit 
from  it,  I  believe  that  that  business  income  should  be  taxed  to  me  at 
a  higher  rate. 

Do  I  answer  the  question  ? 

Senator  Simmons.  Yes;  that  is,  I  understand  you  to  say  that  you 
would  apply  the  kind  of  income  from  that  business  derived  from  the 
investment,  and  then  your  salary  you  would  regard  as  earned  income  ? 

Mr.  Clark.  Yes,  sir. 

Senator  Simmons.  And  would  not  apply  it  to  that  ?        '^ 

Mr.  Clark.  I  do  not  denominate  business  income  entirely  as  un- 
earned income,  but  I  do  believe  there  is  in  it  an  element  of  unearned 
income  which  is  subjected  properly  to  a  slight  increase  in  the  amount 
of  the  taxed  rates. 

We  have  recognized  that,  which  we  believe  is  a  fact,  that  at  present 
there  is  a  discrimination  between  the  forms  of  business — individual, 
partnership,  and  corporation — ^which  makes  for  extreme  complexity 
and  inequity.  Therefore  we  have  proposed  a  tax  of  10  per  cent  on 
all  business,  regardless  of  the  form ;  that  that  tax  should  be  imposed 
on  the  business  itself,  and  that  income  from  business  should  be  sub- 
ject to  no  further  tax  when  it  is  distributed.  We  have  provided 
that  there  shall  be  an  exemption  of  $5,000. 

I  would  point  out  that  an  individual,  as  I  cited  in  answer  to  Sena- 
tor Simmons's  question,  who  received  an  income  above  the  exemp- 
tion, which  we  propose,  would  pay  the  individual  rates  on  that 
amount,  but  that  if  ne  got  a  thousand  dollars  from  an  outside  busi- 
noss  investment,  all  of  the  tax  would  be  paid  on  that  business,  and 
when  he  got  it  he  would  get  100  per  cent  of  his  profit  dollar. 

Senator  Simmons.  I  do  not  understand  that  quite  clearly  as  to 
that  part  of  your  income  derived  from  the  corporation  which  is 
disconnected  altogether  from  your  business.  You  would  expect  the 
corporation  to  pay  the  total  tax  ? 

Mr.  Clark.  Yes,  sir. 

Senator  Simmoxs.  And  you  would  not  expect  that  you  would  pay 
anvthing  upon  dividends  from  that  corporation  ? 

Mr.  Clark.  That  is  the  plan  which  we  propose.  We  believe  it 
would  remove  a  great  deal  oi  the  complexity  of  the  present  law,  and 
that  it  would  be  a  great  deal  more  equitable  than  tno  present  plan, 
or,  in  fact,  any  plan  which  we  so  far  have  had  an  opportunity  to 
study. 

In  the  plan  which  we  have  drawn  up,  we  have  made  no  particular 
effort  to  define  business.  We  believe  that  from  the  charter  of  a 
corporation  there  could  come  a  determination  of  what  that  corpora- 
tion's business  was.  We  believe  that  possibly  from  partnership 
agreements  there  could  come,  or  could  be  arrived  at,  the  exact  nature 
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of  the  business.  But  we  recognize  that  when  it  comes  down  to  the 
individual  it  would  be  at  least  slightly  more  difficult  to  determine 
when  a  man.  was  in  business,  or  what  that  business  was. 

Senator  Jones.  As  a  practical  proposition,  do  not  the  charters  of 
corporations  usually  take  in  everything? 

Mr.  Clark.  I  think  they  do  in  some  States,  Senator.  I  know  that 
by  our  own  charter  we  are  very  clearly  confined  to  our  own  particular 
business,  which  is  that  of  a  department  store,  and  I  think  that  in  a 
very  great  many  cases  that  is  a  fact.  It  depends  very  largely,  I 
think,  on  the  corporation  laws  of  the  State  in  which  the  business  is 
situated,  as  to  the  clarity  of  definition  and  policy  of  the  corporation. 

Senator  Jones.  Of  course  we  are  all  familiar  with  the  general  rule 
to  make  the  charter  just  as  broad  as  it  can  be  made,  in  order  to  let 
the  concern  do  any  land  of  business  it  may  want  to  do. 

Mr.  Clark.  I  think  in  spite  of  that,  at  least  I  would  suggest, 
that  the  corporation  itself,  the  actual  business,  the  predominate 
business  in  which  it  is  engaged  is  clearly  outlined  on  the  surface 
without  very  much  investigalon. 

When  it  comes  down  to  the  individual  as  I  said,  we  admit  that 
there  might  be  some  technical  difficulty,  perhaps  great  technical 
difficulty,  in  getting  at  the  income  of  the  individual  as  derived  from 
business.  But  still  we  do  believe  that  if  it  were  reauired  in  the 
individual's  return  that  he  should  define  his  principal  occupation, 
with  the  stipulation  that  he  must  set  up  schedules  of  his  various 
incomes  and  their  sources  and  amount,  that  it  would  be  entirely 
within  the  ability  of  the  inspector  to  set  up  and  decide  whether  his 
claim  as  to  principal  occupation — ^which,  of  course,  necessarily 
would  be  his  business — ^was  conclusive. 

The  third  class  of  income,  as  we  have  defined  it,  is  that  outside 
of  these  two  classes.  It  may  be  termed  other  income.  We  think  of 
it,  perhaps,  more  generally  as  investment  income,  and  we  have  con- 
tinued the  rate  which  we  have  suggested  as  applying  properly  to  busi- 
ness income,  10  per  cent,  to  this  unearned  or  investment  income. 
We  go  back  to  tne  1913  rate,  and  suggest  that  there  should  be  a 
surtax,  as  I  tried  to  explain  to  Senator  Simmons,  which,  with  an 
exemption  of  $20,000,  would  impose  a  surtax  of  1  per  cent  from 
$20,000  to  $50,000,  and,  hke  the  1913  rate  of  surtax,  slide  up  in  the 
scale  as  the  income  advanced,  so  that  as  it  went  above  the  half-million 
point  there  will  be  imposed  a  rate  of  6  per  cent. 

Senator  Simmons.  Why  ?  You  must  have  some  reason  for  mak  ing 
that  exemption  so  high  ? 

Mr.  Clark.  $20,000  ? 

Senator  Simmons.  Yes. 

Mr.  Clark.  I  will  tell  you,  Senator  Simmons,  I  believe  this,  that 
in  a  very  great  many  cases  people  realizing  that  they  are  getting  old, 
people  who  are  careful  in  tneir  investments  and  look  forward,  nave 
gradually  put  their  accumulated  savings  into  this  sort  of  investment^ 
and  I  believe  in  a  great  many  cases  wnen  people  live  above  the  pro- 
ductive age  they  are  dependent  entirely  on  the  money  that  they  get 
from  investments  in  bonds,  and  that  to  impose  or  to  suggest  any 
lower  exemption  would  work  a  hardship  on  that  class  of  people — old 
people,  people  who  are  disabled,  people  who  can  no  longer  work, 
who  have  no  business  investments,  who  can  not  possibly  get  money 
in  any  other  way. 
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Senator  Smoot.  Do  very  many  old  people  who  retire  from  business 
require  $20,000  to  live  on  ? 

ifr.  Clark.  A  great  many? 

Senator  Smoot.  Yes. 

Mr.  Clark.  Senator,  offhand,  I  could  not  state  with  any  authority 
how  many,  but  I  can  imagine  that  there  are  a  great  many. 

Senator  Smoot.  That  would  require  more  than  $20,000  a  year  for 
their  wants  ? 

Mr.  Clark.  I  am  quite  definite  in  the  conviction  that  the  provisions 
in  the  act  of  1913  of  the  $20,000  exemption  is  equitable  and  necessary. 

Senator  Simmons.  Do  you  not  think  that  in  legislating  we  ougnt 
to  give  attention  to  the  general  condition  and  not  to  the  exceptional 
condition  ? 

Mr.  Clark.  I  certainly  do. 

Senator  Simmons.  The  condition  that  it  reauires  more  than 
$20,000  to  live  on  would  be  rather  an  exceptional  income,  would  it 
not? 

Mr.  Clark.  Now  ? 

Senator  Simmons.  Generally. 

Mr.  Clark.  It  might  be  even  now.  It  is  a  principle,  gentlemen, 
that  I  am  advancing. 

Senator  Simmons.  I  see  a  reason  in  the  principle,  but  I  think  you 
have  got  your  exemption  rather  too  high,  except  in  an  exceptional 
case. 

Mr.  Clark.  But,  Senator,  I  would  like  to  point  out  that  we  do 
impose  a  normal  tax  of  10  per  cent  on  this  kind  of  income,  with  no 
exemptions  from  a  normal  tax,  merely  providing  the  exemption  on 
account  of  the  surtax.  I  propose  no  exemption  of  $20,000  from  a 
normal  tax  rate.     Does  that  cnange  the  situation  ? 

Senator  Simmons.  That  does  change  it. 

Mr.  Clark.  That  is  what  we  had  in  mind.  I  believe,  after  all, 
the  more  it  is  considered  the  fairer  it  is. 

I  would  like  to  explain  that  in  our  plan,  as  to  individual  exemptions, 
suppose  we  had  the  head  of  a  family  whose  income  was  entirely  in 
this  class.  He  would  get  the  entire  amount  of  exemption,  $5,000, 
which  we  propose  as  individual  exemption.  If,  however,  his  exemp- 
tion of  $5,000  had  been  used  as  agamst  the  wage  or  salary  income 
which  he  had,  he  could  apply  to  this  income  only  tnat  which  remained. 

I  will  illustrate  that  in  this  way,  if  I  may:  That  if  a  man  had  an 
income  from  wage  and  salary  for  mental  or  manual  effort  of  $7,500 
and  $2,500  from  this  class  3  investments,  he  would  have  to  apply 
the  normal  tax  exemption  of  $5,000  entirely  to  the  $7,500  from  wages; 
he  will  have  no  exemption  as  applying  on  his  $2,500  income  from 
class  3.  But  if  he  had  only  $2,500  from  wages,  he  would  have  an 
exemption  of  $2,500  from  his  wage  income,  and  he  would  have  a 
remamder  of  $2,500  which  could  be  applied  against  the  income  derived 
from  investments. 

We  have  proposed  as  to  eliminations,  first,  that  the  transportation 
tax  should  be  repealed.  Our  reasons  for  that  are  that  it  would  imme- 
diately help  in  the  reduction  of  commodity  prices;  that  it  would 
encourage  shipping  and  consumption;  and  I  would  like  to  point  out 
that  in  a  degree  at  least  the  long  haul  of  a  railroad  pays,  of  course, 
necessarily  a  great  deal  higher  tax  in  amount  than  the  short  haul. 
And  it  is  easy  to  believe  that  commodities  which  are  consumed  at  a 
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great  distance  from  the  source  are,  on  account  of  the  very  inclusion 
of  a  heavier  element  of  tax  on  transportation,  priced  a  ^eat  deal 
higher  than  at  the  source,  and  that  there  is  possibly  a  certam  amount 
of  discrimination  against  the  consumer  for  that  reason. 

Senator  Sihmoxs.  And  against  the  producer,  too,  because  if  yoir 
make  that  long  haul  rat«  too  high  the  producer  can  not  find  a  market 
for  his  product  in  his  section  that  is  aosolutely  so. 

Senator  Jones.  But,  in  some  instances,  the  transportation  rate  is 
less  on  the  longhaul  than  it  is  on  the  short  haul. 

Mr.  Clabk.  The  rate,  Senator,  is  less,  but  the  amount  which  will 
be  taxed  is  more,  and  consequently  the  amount  of  the  tax  will  be 
more.    The  rate  is  less,  of  course,  in  some  cases. 

Senator  Jones.  The  sum  total  is  less  in  many  instances,  and  it 
costs  a  good  deal  less  to  send  a  carload  of  farming  implements  from 
Chicago  to  California  than  it  does  to  drop  that  same  carload  off  in 
New  Mexico  ? 

Mr.  Clabk.  Yes.     But  that  situation  ought  not  to  obtain. 

I  would  like  to  go  back  just  for  one  minute  to  call  attention  to  a 
point  which  I  should  have  emphasized  in  regard  to  income  froni 
Dusiness.  In  our  plan  we  have  proposed,  quite  arbitrarily,  and  only 
after  a  great  deal  of  consideration  and  a  great  number  of  calcula- 
tions, a  plan  to  control  a  situation  which  under  the  present  laws  at- 
taches to  claims  for  salary  which  are  in  effect  transfers  of  profit- 
claimed  as  deductible  expense  from  income-tax  returns,  which  at  the^ 
present  time  is  placing  upon  the  Bureau  of  Internal  Revenue  a  great 
Durden  in  deciding  as  to  whether  such  claims  are  correct. 

The  point  I  was  trying  to  raise  was  as  to  the  salary  allowance 
of  busmesses  at  the  present  time  which,  in  fact,  really  transfer 
business  profits  in  very  large  amoimts,  and  which,  as  they  constitute, 
if  allowea,  deductible  expense,  there  necessarily  should  be,  according 
to  our  minds,  put  into  any  plan  of  tax  revision  a  regulation  on  this- 
venr  point,  not  leaving  it  entirely  to  the  interpretation  of  the  Bureau 
of  Internal  Revenue  and  causing  them  an  immense  amoimt  of  difiS- 
culty  in  actually  arriving  at  the  facts. 

We  have,  therefore,  done  this :  We  have  set  an  amount  of  20  per 
cent  as  that  percentage  of  total  profit,  plus  the  wage  allowance^ 
which  should  oe  allowed  as  wage  allowance,  and  that  20  per  cent 
alone  of  that  amount  should  be  allowed  as  deductible  expense- 
I  believe  that  the  necessity  for  some  definite  proposition  is  there. 
Otherwise,  just  as  is  occurring  at  the  present  time,  claims  for  enor- 
mous salaries  become  deductions  of  expense,  and  are  not  taxable  to- 
the  business,  although,  of  course,  when  they  get  to  the  individuals 
they  are  taxable  at  the  individual  rates. 

If  I  may  go  on,  the  other  eliminations,  besides  the  transportation, 
tax,  which  we  propose  are  that  on  insurance,  on  alcoholic  beverages^ 
on  admissions,  dues,  and  all  the  excise  taxes  contained  m  Title  IX. 
Tae\^  are  the  excise  taxes  on  sales  by  manufacturer,  producer,  im- 
porter, and  sales  of  what  I  call  the  fine  arts;  the  jewelry  tax,  the 
toilet  and  drug  tax.  We  also  believe  the  capital-stock  tax  and  the 
special  stamp  taxes  should  be  eliminated. 

Senator  Simmons.  Have  you  considered  and  made  calculations  as 
to  how  much  that  would  reduce  the  revenues  ? 

Mr.  Clark.  Yes,  sir — that  is,  we  have  tried  to  do  so  to  the  best  of 
our  ability,  and  for  the  last  year  we  understand  there  was  a  revenue 
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for  something  like  $900,000,000  in  these  special  taxes.  We,  of 
course,  beheve  in  the  repeal  of  excess  profits. 

Senator  Simmons.  It  would  take  the  whole  of  the  sales  tax  to  fill 
the  hole  made  by  the  elimination  of  those  taxes,  would  it  not  ? 

Mr.  Clark.  Personally,  I  do  not  think  so.  Senator.  I  am  inclined 
to  believe  that  the  sales  tax  would  raise  infinitely  more  than 
$1,000,000,000. 

The  Chairman.  ^*  Infinitely  more'^  is  a  pretty  strong  term. 

Mr.  Clark.  Yes,  it  is,  Senator. 

The  Chairman.  How  much  do  you  think  the  sales  tax  would 
bring  to  the  Government? 

Mr.  Clark.  We  have  tried  to  investigate  through  the  departments 
here,  through  reports  of  statisticians  and  experts  along  that  line, 
and  we  are  pretty  nearly  convinced  that  there  is  anywhere  from 
$500,000,000,000  to  $600,000,000,000  in  the  sales  of  goods,  wares 
and  merchandise  in  the  United  States  to-day,  and  personally  we 
believe  that  a  tax  of  1  per  cent  would  easily  raise  $2,000,000,000. 

Senator  Simmons.  Have  you  investigated  the  experience  of  Canada 
for  a  period  of  about  a  year  since  that  tax  went  into  operation  there  ? 
It  is  hardly  yielding,  according  to  my  understanding,  one-third  of 
what  it  was  expected  to  yield  at  the  tune  the  tax  was  levied. 

Mr.  Clark.  1  may  be  wrong  in  my  recollection.  I  have  seen  only 
one  figure  as  to  the  actual  yieui  of  the  manufacturers'  tax  in  Canada. 
As  I  recall  it,  it  was  some  $30,000,000  in  eight  months. 

Senator  Smoot.  I  think  I  have  the  figures  here,  if  you  want  to  put 
them  into  the  record. 

Senator  Simmons.  It  was  $38,000,000. 

Mr.  Clark.  $38,000,000  in  eight  months. 

Senator  Smoot.  And  that  was  all  they  anticipated  raising  undei 
the  original  law,  which  they  have  amended. 

Senator  Simmons.  I  have  seen  somewhere  in  a  magazine  article, 

1  think,  that  they  had  not  collected  from  that  tax  anything  like 
what  they  anticipated  at  the  time  it  was  adopted. 

Mr.  Clark.  I  nave  not  seen  any  of  that,  Senator,  but  it  seems  to 

me 

Senator  Simmons  (interposing).  I  do  not  know  anything  about  it. 
Senator  Smoot.  The  claim  was  made  that  the  French  tax  had 

f produced  as  much  as  was  expected,  and  I  can  give  the  reason  there- 
or. 

Senator  Simmons.  The  article  I  referred  to  covered  the  Canadian 
tax.  I  thought  probably  this  witness,  who  is  a  very  intelligent  man 
and  who  has  looked  very  deeply  into  this  question,  had  investigated 
that  matter  and  could  give  us  some  information. 

Mr.  Clark.  It  is  only  indirectly  I  have  had  any  opportunity  to  go 
into  that,  Senator  Simmons,  but  even  if  it  were  only  $38,000,000,  of 
course,  we  have  got  to  consider  that  the  consumption  per  capita  in 
Canada  is  undoubtedly  much  less  than  in  the  United  States,  and  that 
they  have  perhaps  9,000,000  people  where  we  have  at  least  JIO,- 
000,000.  Tnat  would  be  one  point  I  would  want  to  figure  into  very 
carefully  before  I  made  any  comparison. 

Senator  Simmons.  Their  tax  is  1  per  cent  upon  some  things  and 

2  per  cent  upon  others  ? 

Mr.  Clark.  Yes,  sir.  That  is  another  point  in  the  consideration 
of  the  suggestion  of  any  turnover  tax  on  all  sales  of  all  goods,  wares. 
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and  merchandise  as  contrasted  with  this  Canadian  tax  on  the  manu- 
facturer. 

I  have  said  we  proposed  to  repeal  that  excess-profits  tax.  We 
also,  as  I  have  already  outlined,  proposed  a  downward  revision  of 
the  surtaxes.  That  brings  up  the  question  as  to  the  comparability 
of  the  proceeds  in  the  profit  dollar  resultmg  from  investments  in 
tax-exempt  securities  with  that  from  taxable  securities,  and  I  think 
that  before  we  arrive  at  a  plan  of  tax  revision  which  is  gomg  to  pro- 
duce the  results  which  must  be  produced — that  is,  the  necessary 
revenue — that  there  must  be  a  close  parity  between  the  net  pro- 
ceeds that  an  investor  gets  from  investments  in  business  anci  in- 
vestments in  tax-exempt  securities. 

If  I  may  illustrate  my  point,  I  understand  at  the  present  time 
from  the  Treasury  Department  that  there  is  approximately  an 
amount  equal  to  31  per  cent  of  business  profits  paid  to  the  Gov- 
ernment. I  think  you  will  agree  that  it  is  very  rarely  that  a  busi- 
ness investment  yields  more  than  10  per  cent.  If  it  is  true  that 
there  is  being  taken  from  that  10  per  cent  of  business  investment 
31  per  cent,  there  would  be  left  only  a  net  proceeds  of  6.9  per  cent. 
I  understand  there  are  tax-exempt  securities  on  the  market  at  the 
present  time,  or  at  least  in  existence,  that  pay  almost  6  per  cent, 
and  I  believe  when  you  take  into  consideration  that  in  the  case 
which  I  illustrate,  which  I  believe  fairly  typical  of  actual  conditions, 
there  is  a  difference  of  only  0.9  of  1  per  cent  in  the  amount  which 
any  investor  will  get,  there  is  no  particular  incentive  to  him  to 
make  the  investment  in  business  which  is  so  badly  needed  at  the 
present  time.  An  increase  of  0.9  of  1  per  cent,  with  all  the  con- 
tingent possibilities  of  impairment  of  his  invested  capital  and  tax- 
exempt  securities,  which  are  the  *'Rock  of  Gibraltar  investment, 
they  stand  no  chance,  or  a  very  rare  chance. 

Tfhe  business  investment  is  an  entirely  different  thing.  I  believe, 
therefore,  there  must  be  between  the  net  proceeds  to  the  investor  the 
thing  that  I  prefaced  as  close  parity  between  the  proceeds  of  the 
profit  dollar,  and  in  this  particular  case  you  have  got  to  provide  for 
a  buffer  between  the  amount  of  money  that  the  man  will  get  from 
tax-exempt  securities  and  taxable  securities  of  anywhere  from  3 
to  5  per  cent.  That,  I  believe,  is  a  principle  which  could  be  demon- 
strated without  question. 

I  would  like  to  point  out  another  thing:  We  are  too  prone — I  think 
the  entire  country  is  too  prone  to  regard  any  principle  of  tax  revision 
which  is  advanced  in  comparison  with  the  1918  act,  which  was  en- 
acted to  produce  an  abnormal  revenue — absolutely  necessary  to  be 
produced — and  enacted  in  an  abnormal  time.  I  believe  that  instead 
of  considering  the  immense  decrease  which  some  plans  have  proposed 
from  that  act.  and  from  its  rates,  we  ought  to  go  back,  if  possible,  to 
a  normal  period  which  will  closely  approximate  the  normal  period 
either  in  which  we  are  now  or  in  wnich  we  expect  to  proceed  as 
quickly  as  possible.  And  if  you  do  that,  and  if  you  will  take,  after  I 
have  completed,  the  plan  which  we  have  proposed,  you  will  see  and 
get,  I  think,  the  proper  ground  for  comparison  and  realize  the  im- 
mense increase  in  rates  which  is  proposed  by  our  plan  and  has  been 
proposed  by  other  plans.  In  other  words,  the  thing  I  am  trying  to 
emphasize  is  to  forget  comparisons  with  the  1918  act  and  to  think 
of  what  it  was  in  the  normal  period,  say,  of  1913. 
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As  a  substitution  for  these  eliminations,  the  repeals  we  have  sug- 
gested, I  am  going  to  advance  one  rather  unique  iaea.  I  will  not  lay 
f  articular  stress  on  it,  although  we  beUeve  entirelv  in  its  principle, 
rom  the  figures  of  the  Treasury  Department  we  nave  studied,  the 
Bureau  of  Internal  Revenue  reports,  particularly  in  1918,  we  believe 
that  in  the  smaller  incomes,  wnere  tnere  should  have  been  millions 
of  returns — the  incomes  of  $1,000  to  $2,000,  there  was  only,  as  I 
recall  it,  something  like  1,672,000,  and  it  came  into  our  minds  that 
there  should  be  a  provision  in  any  tax  plan  not  for  determination  by 
the  taxpayer  as  to  whether  he  had  taxable  income  in  his  own  opinion, 
but  an  actu^  determination  of  it:  and,  in  looking  around,  studying 
the  entire  proposition,  we  reached  this  conclusion,  that  if  it  were 
possible  for  everybody — all  residents  of  the  United  States,  citizens  or 
alien — to  pay  a  small  tax,  a  small  income  tax,  it  would  produce  suffi- 
cient revenue  to  more  than  pav  the  entire  expense  of  tne  Bureau  of 
Internal  Revenue,  and  it  woul5  also  have  a  policing  effect,  in  that  it 
would  require  a  return  of  everyone  21  years  of  age  who  possessed 
taxable  income,  which  would  brmg  in  all  of  this  income  which  is  not 
now  being  reported. 

So  we  nave  in  this  plan  proposed  that  the  person  who,  by  reason  of 
the  fact  that  he  does  nOt  possess  an  income  above  exemption,  pays 
no  tax  under  the  present  law  should  pay  an  income  tax  of  $5. 

The  Chairman.  Do  I  understand  you  nave  made  a  printed  report  ? 

Mr.  Clark.  We  have  a  tax  plan  which  was  submitted,  Mr.  Chair- 
man, to  our  association. 

The  Chairman.  Has  that  been  sent  to  the  members  of  the  com- 
mittee ? 

Mr.  Clark.  I  am  not  certain  of  it,  Mr.  Chairman. 

The  Chairman.  If  it  has  not  been  done,  I  suggest  that  you  have 
copies  of  it  sent,  if  it  is  in  print. 

Mr.  Clark.  It  is  in  print.     May  I  ask  how  many  copies  are  desired  ? 

The  Chairman.  You  may  send  a  couple  of  hundred  copies  to  the 
committee  for  distribution  to  the  Memoers  of  the  Senate  and  the 
committee. 

Mr.  Clark.  The  principle  that  we  had  in  mind  was  that  there 
should  be  removed  from  any  plan  of  tax  revision  the  right  of  self- 
determination  as  to  taxable  incomes,  and  we  are  not  particularly 
stressing  this  particular  tax  of  $5,  if  that  effect  could  be  brought 
about  in  some  other  way. 

Senator  Simmons.  Do  I  understand  that  under  your  proposition 
every  person  should  pay  a  tax  of  $5  ? 

.Mr.  Clark.  Every  person  21  years  of  age  who  possesses  an  inde- 
pendent income;  not  if  they  have  no  independent  income. 

Senator  Simmons.  Could  you  not  define  what  you  mean  by  ^'inde- 
pendent income  "  ? 

Mr.  Clark.  I  mean  by  that  income  which  is  not  given  them  by 
somebody  else — that  they  are  not  dependents  on  somebody  else; 
they  actually  go  out  and  earn  it,  or  they  nave  investments  from  which 
they  receive  it. 

It  seems  rather  beyond  our  understanding  that  a  single  man  to-day 
receives  an  exemption  of  $1,000.  If  he  gets  an  income  of  $999,  he 
enjoys  all  the  privileges,  all  the  opportimities,  all  the  protection  of 
this  Government;  he  pays  no  tax.     A  man  who  gets  $1,100  enjoys 
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no  greater  protection,  no  better  opportunity,  and  receives  no  neater 
benefit,  but  he  pays  the  tax,  and  it  is  on  the  principle  that  uie  de- 
termination of  obligation  should  not  rest  entirely  upon  an  arbitrary 
exemption  of  income. 

Of  course,  the  greater  amount  of  our  substitution  of  income  to  the 
Government  rests  with  our  proposal  that  there  shall  be  levied  a  tax 
on  all  sales  on  all  goods,  wares,  and  merchandise.  We  do  not  believe 
that  it  should  be  laid  on  any  special  class  or  dealer,  either  manufac- 
turer or  retailer,  because,  although  we  are  absolutely  committed  to 
the  principle  that  all  taxes  are  ultimately  paid  by  the  consumer,  yet 
there  are  difficulties  of  administration  and  of  collection  which  no  one 
can  forecast.  In  other  words,  to  go  into  the  levying  of  a  sales  tax 
in  this  country  is  to  go  into  no  man°s  land,  with  dimcmties  which  can 
not  always  be  anticipated. 

We  believe  the  rate  should  be  at  1  per  cent,  with  a  possible  power 

fiven  to  the  commissioner  not  to  increase  it  bevond  the  1  per  cent  rate, 
ut  that,  if  it  raised  an  amount  in  excess  of  tne  needs  of  the  Govern- 
ment in  addition  to  the  other  taxes  which  we  leave  in,  that  he  have 
the  authority  to  lower  it. 

We  can  not  believe  in  all  the  objections  which  have  been  raised 
because  of  what  are  called  ^^self-integrated  concerns"  what  I  think 
of  as  consecutive  operations.  Those  concerns  are  to-day  in  business, 
and  their  small  competitors  are  in  business.  They  are  both  bearing 
a  tax  burden  which  is  greatly  in  excess,  we  believe,  of  the  tax  burden 
which  would  be  imposed  under  our  plan.  They  are  both  prospering. 
Analysis  as  to  why  they  prosper  and  have  continued  to  prosper  would 
establish  that  the  small  business  in  some  way  gives  a  service  which 
the  big  business  never  can  give.  I  know  that  in  our  own  city  we  are 
a  large  store;  but  we  have  small  competitors  and  they  prosper;  they 
do  business;  they  always  will;  and  I  beUeve  that  u  imder  all  the 
systems  of  taxation  in  existence  these  smaller  concerns,  in  compe- 
tition with  these  larger  concerns,  have  continued  in  business,  the 
small  element  of  the  1  per  cent  tax  applied  to  them  both  can  not  dif- 
ferentiate against  the  small  one. 

We  believe  that  the  tax  should  be  assessed  absolutely  on  the  seller, 
with  no  obhgation  at  all  to  collect  from  the  consumer.  It  should  be 
collected  upon  the  amount  of  sales,  either  at  the  end  of  one  month 
and  turned  in  during  the  following  month,  or  the  return  might  be 
made  quarterly. 

In  our  plan  we  have  not  proposed  any  exemption  to  business, 
although  we  can  recognize,  ana  agree,  with  the  principle  that  because 
of  difficulties  of  administration  the  smaller  business  should  be  ex- 
empted to  a  certain  amount — perhaps,  as  has  been  proposed,  up  to 
an  amount  of  $6,000  a  year. 

Senator  Simmons.  You  said  awhile  ago  that  we  ought  to  remit 
the  1918  taxes  and  the  principle  upon  which  it  was  levied,  and 

f)roceed  upon  the  theory  of  normal  conditions.  That  tax  was 
evied  under  very  abnormal  conditions,  but  with  respect  to  the  taxa- 
tion, I  look  upon  the  present  situation  as  more  abnormal  than  the 
situation  that  existed  then,  because  then  the  whole  country  was,  as 
in  normal  times,  on  the  same  price  basis.  In  normal  times  low 
prices  obtained,  but  they  obtained  all  along  the  line.  In  1919  a 
nigh  price  basis  obtained,  but  it  obtained  all  along  the  line.  Now, 
we  have  got  another  style  of  abnormality,  if  I  may  use  that  word. 
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We  have  the  condition  of  a  large  part  of  the  people  of  this  country — 
a  large  part  of  the  business  of  this  country — ^upon  a  basis  of  prices 
almost  below  the  cost  of  production,  while  a  large  part  of  the  busi- 
ness of  the  country  is  upon  a  basis  of  prices  almost  as  high  as  those 
which  obtained  during  tne  war. 

With  that  condition  existing,  have  we  not  got  to  consider  abnormal 
conditions  in  levying  the  tax  now  just  as  we  had  then?  These 
abnormal  conditions  are  just  as  potential  in  determining  what  is 
just  and  equitable  in  taxation  as  the  abnormal  conditions  existing 
during  the  war. 

Mr.  Clark.  Senator,  I  believe  that  the  present  plan  of  taxation 
is  helping  to  continue  that  condition.  I  believe  that  to  continue 
to  base  taxation  on  the  abnormal  period  that  we  have  just  passed 
through  would  be  to  delay  the  coming  of  the  normal  period. 

Senator  Simmons.  But  can  you  levy  your  tax  equitably  without 
considering  those  conditions,  especially  if  the  proposed  substitute 
is  going  to  bear  more  heavily  upon  the  class  that  is  getting  low 
prices  than  on  the  class  that  is  getting  high  prices? 

Mr.  Clark.  That  must,  of  course,  oe  considered,  *  but  it  would 
first  have  to  be  admitted  that  were  true.  Personally,  I  can  not 
believe  it  is  quite  true. 

I  would  like  now  to  briefly  sum  up  that  our  total  plan  results, 
if  thought  of  as  a  whole,  would  produce  from  income  taxes  and  cusoms 
receipts  one-half  of  the  revenue  necessary;  from  the  turnoyer  or  sales 
tax  it  would  produce  the  other  half;  and  that  under  the  plan  of  pay- 
ing into  the  Treasury  each  month  or  each  quarter  the  turnover-  or 
sales  tax  there  would  result  a  steady  flow  of  revenue  which  is  badly 
needed,  and  which  would  remove  at  least  in  part  the  necessity  of 
issuing  short-term  certificates  of  indebtedness. 

Senator  Gerry.  How  much  revenue  do  you  consider  will  be 
needed  ? 

Mr.  Clark.  I  think  I  have  been  working  on  the  general  poUcy 
that  there  would  be  needed  $4,000,000,000,  althougn,  personally, 
I  think  it  may  be— in  fact,  I  am  quite  rertain  it  will  be  more. 

Senator  Simmons.  You  calculated  that  the  removal  of  these  un- 
necessary taxes  you  speak  of  would  amount  to  $900,000,000? 

Mr.  Clark.  Yes,  sir. 

Senator  Simmons,  How  much  have  you  estimated  would  be  lost 
by  the  repeal  of  the  excess  profits  tax,  and  by  the  elimination  of 
surtaxes  to  the  extent  which  your  plan  proposes  ? 

Mr.  Clark.  Senator,  in  conference  and  long-continued  consulta- 
tions with  such  authorities  as  we  could  get  at  in  the  Treasury  Depart- 
ment and  the  Bureau  of  Internal  Revenue,  I  would  say  this,  that 
keeping  the  income  tax  as  we  have  planned,  with  a  small  surtax  on 
unearned  income,  with  customs  receipts  of  at  least  $330,000,000, 
and  also  keeping  in,  of  course,  the  tobacco  and  drug  regulatory 
taxes,  there  would  be  produced  a  revenue  from  such  sources  of  about 
$2,200,000,000,  making  it  necessary  to  raise  $1,800,000,000  by  a  turn- 
over tax,  or  about  half  and  half. 

Senator  Simmons.  In  other  words,  you  think  there  would  be  left 
only  about  $2,000,000,000  ? 

Mr.  Clark.  Yes,  sir. 

Senator  Simmons.  And  then  the  other  two  billion  you  propose 
to  get,  as  you  say  ? 
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Mr.  Clark.  Practically  that.  The  equity  contained  in  our  plan 
as  a  whole  seems  to  be  quite  apparent.  We  believe  that,  contrary 
to  the  generally  accepted  theory,  it  will  not  result 

Senator  Simmons  (interposing).  Just  before  you  leave  that: 
It  is  admitted  that  the  sales  tax  is  a  consumption  tax  ? 

Mr,  Clark.  Yes,  sir. 

Senator  Simmons.  What  per  cent  of  these  retained  taxes,  of  which 
you  say  you  would  get  the  other  $2,000,000,000,  would  be  consump- 
tion tax  f 

Mr.  Clark.  You  want  my  personal  opinion  ? 

Senator  Simmons.  Yes. 

Mr.  Clark.  Well,  I  think  it  is  nearly  all  consumption  tax.  I 
think  all  taxes  in  the  long  run  are  consumption  taxes. 

Senator  Simmons.  Do  you  think  income  taxes  are  consumption 
taxes  ? 

Mr.  Clark.  Yes,  sir;  that  is  my  personal  opinion,  and  I  think  the 
opinion  of  the  association  which  1  represent  here  this  morning.  The 
tax,  we  believe,  is  not  shifted;  we  believe  it  is  lifted.  We  believe 
that  in  the  tax  content  of  the  sales  dollar  to-day  there  are  elements 
of  overhead  expense  which  would  be  materially  reduced  by  the 
absolute  certainty  of  the  plan,  and  that  the  overhead  is  very  largely 
brought  about  because  oi  the  uncertainly  which  business  finds  itself 
in  fixing  its  budget  and  basing  its  prices  upon  those  budgets. 

I  would. like  to  point  out  that  we  tax  all  business  alike.  You 
have  not  got  to  determine  whether  a  business  is  corporate,  individual, 
or  partnership  in  form;  that  we  propose  that  all  the  benefits  that 
apply  to  one  lorm  of  business  shall  be  consolidated  and  applied  to  all 
forms  of  business;  that  we  remove  the  complexity  of  searching  out 
the  distribution  of  business  income  and  tax  it  on  the  source  of  that 
income. 

I  would  point  out  that  there  is  a  parity  in  the  amount  from  wages 
and  salaries,  and  that  on  any  kind  of  income  the  parity  is  not  seriously 
disturbed  by  the  imposition  of  a  small  surtax. 

We  point  out,  too,  what  we  absolutely  believe,  that  without  increas- 
ing exemptions  such  as  we  propose  there  would  be  an  injustice  done 
to  the  people  of  small  incomes.  We  are  absolutely  convinced  of  that, 
because  wnen  you  consider  that  a  man  of  small  income  spends  a  larger 
ratio  of  what  he  earns  for  the  necessities  of  life,  he  will  necessarily 
pay  indirectly  or  bear  a  tax  burden  which  would  be  much  greater  in 
proportion  than  that  of  a  man  of  a  higher  rate  of  income. 

I  would  like  to  point  out,  also,  that  just  as  States  taxing  buildings, 
real  estate,  all  property,  on  the  valuation,  and  do  not  increase  the 
rate  if  a  building  is  worth  $5,000,000  contrasted  with  one  that  is  worth 
$200,000,  that  in  our  plan  we  have  attempted  that  same  equity. 
We  believe  that  the  man  who  gets  $50,000  should  pay  ten  times  to  the 
Government  to  support  it  as  the  man  who  gets  $5,000,  but  we  do  not 
believe  that  he  should  pay  fifteen  or  twenty  times  as  much. 

I  would  like  to  draw  attention — and  I  am  almost  through — to  the 
simplicity  of  the  plan.  The  taxpayer  will  not  need  any  tax  experts. 
It  is  a  10  per  cent  tax  if  you  are  in  business,  and  anybody  can  figure 
that.  All  of  the  complexity  attaching  to  the  excess-profits  tax  would 
be  removed.  The  taxpayer  will  not  have  to  wait  for  years  to  find 
out  whether  he  has  discnarged  his  taxes  to  the  Government,  and 
there  would  not  be,  as  there  is  at  the  present  time,  according  to  my 
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understanding)  possibly  a  billion  dollars  of  uncollected  revenue  which 
must  be  brought  in  at  a  very  great  expense. 

The  Internal  Revenue  Bureau  to-day,  as  I  understand  it,  has  some 
twenty  and  odd  departments.  The  people  in  those  departments  are 
trained  to  do  special  work,  and  the  work  attaches  to  their  own  partic- 
ular division.  They  are  an  inflexible  body  of  employees;  they  can  not 
be  transferred  very  readily  to  do  the  complicated  work  of  another 
division.  Our  plan  would  remove  the  necessity  of  having  high  priced 
or  comparatively  high-priced  experts  in  the  Treasury  Department, 
and  the  Treasury  Department  would  cease  to  be  the  greatest  uni- 
versity in  the  world  with  the  greatest  number  of  graduates. 

Senator  Jones.  What  objections  would  you  have  to  using  stamps 
on  all  of  those  sales  ? 

Mr.  Clark.  Senator,  if  I  might  say  it  bluntly,  it  will  be  absolutely 
impossible.  For  instance,  we  have  close  to  10,000,000  transactions 
a  year,  and  to  attach  to  each  one  of  those  10,000,000  transactions  a 
stamp  would  result  in  this,  to  give  you  a  practical  illustration:  It 
would  result  in  compelling  us  to  employ  a  great  many  more  people 
to  handle  our  output.  That  would  be  deductible  expense.  It  would 
decrease,  according  to  its  amoimt,  the  revenue  accruing  to  the 
Government. 

But  another  effect  would  be  that  it  would  slow  up,  not  only  in  our 
store  but  every  store  and  retail  establishment  in  the  country,  the 
process  and  the  volume  of  business  would  fall  off. 

I  wish  to  speak  briefly  of  the  certainty  which  would  attach  to 
our  plan  to  the  Government.  To-day  there  is  no  certainty  in  how 
mucn  tax  will  accrue  to  the  Government  from  the  present  plan. 
From  such  a  plan  as  ours  there  would  be  practical  certainty.  From 
the  standpoint  of  the  taxpayer  there  would  be  absolute  certainty  in 
contrast  with  the  UQcertainty  at  the  present  time.  He  can  not  figure 
witii  any  degree  of  accuracy;  he  does  not  know  whether  a  percentage 
of  tax  at  the  end  of  the  year  is  going  to  be  10  or  30  or  even  higher,  and 
must  load  in  for  his  protection  an  overhead  item  which  increases,  I 
believe,  at  least  8  per  cent  the  tax  content  in  the  sales  dollar. 

Our  plan  woula  not  interfere  with  business  in  any  way.  AH 
business  will  be  on  the  same  basis.  The  elimination  of  the  excise 
taxes  would,  of  course,  remove  a  source  of  income,  but  we  believe 
that  no  business  should  bear  a  tax  burden  superimposed  upon  the 
tax  load  of  business  in  common,  unless  that  special  business  bearing 
a  special  tax  receives  a  special  benefit. 

Senator  Jones.  About  that  tax  business,  I  do  not  imderstand  what 
biisiness  you  are  engaged  in. 

Mr.  Clark.  I  am  with. J.  L.  Hudson  &  Co.,  Senator,  in  Detroit, 
and  it  is  a  department  store. 

Senator  Jones.  For  all  of  those  sales  in  that  department  store  do 
you  not  make  out  a  ticket  of  the  sale  and  send  it  to  the  cashier  ? 

Mr.  Clark.  We  either  make  out  such  a  ticket t,  Senator,  or  the  sale 
is  recorded  without  ticket  on  the  cash  register.  Certainly,  there  is  a 
separate  transaction  for  each  sale;  yes,  sir. 

Senator  Jones.  What  would  be  the  extreme  biurden  of  simply 
putting  a  stamp  on  that  equal  to  1  per  cent  of  the  sale  ? 

Mr.  Clark,  in  the  first  place,  the  amount  would  have  to  be  fixed; 
we  would  have  to  leave  it  to  thousands  of  clerks  to  put  on  the  right 
denomination;  in  the  second  place,  we  can  not  indiscriminately  hand 
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out  such  an  enormous  number  of  stamps  to  our  people,  and  the  actual 
manual  labor  in  doing  it,  not  in  one  sale,  but  when  you  have  multi- 
plied by  the  sales  necessary  to  be  made,  would  result,  as  I  have  tried 
to  explain,  in  a  very  great  burden. 

[IP Senator  Jones.  Your  cashier  handles  the  cash,  does  he  not,  and 
you  trust  him  with  the  cash;  could  you  not  trust  him  with  the  1  per 
cent  stamps  ? 

Mr.  Clark.  Senator,  I  woidd  like  really  if  you  coidd  make  a  visit 
to  the  cash  tube  room  of  a  busy  department  store.  You  would  then 
realize  that  your  suggestion,  if  I  may  say  so,  wotild  be  diflScult,  to  say 
the  least.     It  would  slow  up  the  business  very,  very  materially. 

Senator  Jones.  I  can  understand  it  would  in  some  degree,  but  I 
can  not  understand  that  it  would  be  an  effort  which  is  prohibitive  or 
which  puts  it  beyond  the  pale  of  consideration. 

Mr.  Clark.  I  am  quite  convinced  that  it  would. 

Another  thing,  is,  all  people  are  perfectly  willing  to  pay  taxes;  they 
realize  they  must  pay  them.  But  they  do  not  like  to  pay  them  every 
day;  they  do  not  Hkc  to  pay  taxes  on  every  small  transaction  they 
make,  and  it  would  be  impossible,  Senator,  in  small  sales — the 
thousands  and  thousands  of  tnese  sold  at  10  or  15  cents  and  even  less 
than  that  to  provide  stamps.  I  am  quite  convinced  it  could  not  be 
done. 

The  simplicity  of  the  other  proposition  of  bulking  all  the  sales  of 
the  estabhshment,  whether  for  $100  or  whether  10  cents,  and  simply 
at  the  end  of  any  business  period  which  might  be  selected,  figuring  1 
per  cent,  and  turning  it  in,  is  apparent. 

Senator  Jones.  By  the  use  of  the  stamp  method,  you  would 
eliminate  any  administration  charge  on  the  sale  of  stamps,  and  would 
you  not  come  nearer  getting  the  whole  of  the  tax  in  that  way  than 
any  collective  system  ? 

Mr.  Clark.  I  think  not,  Senator.  I  am  quite  convinced  that  the 
administration  would  be  simply  impossible;  I  am  equally  convinced 
from  my  own  experience  as  controller  of  the  J.  L.  iJudson  Co. 

Senator  Simmons.  You  could  get  stamps  of  denominations  to  fit 
every  sale  ? 

Mr.  Clark.  I  do  not  see  how  it  could  be  done,  ^Senator  Simmons. 

Senator  Smoot.  There  is  no  intention  of  doing  it  in  any  bill  I  have 
seen  drawn. 

Senator  McLean.  It  has  been  stated  several  times  to  the  commit- 
tee, and  I  presume  you  may  have  read  the  statement,  that  the  excess 
profits  tax  had  added  something  like  20  or  more  per  cent  to  the  retail 
price  of  goods  to  the  consumer.  Have  you  had  your  attention  called 
to  the  reasons  why  ? 

Mr.  Clark.  Yes,  Senator;  I  have.  If  I  might  take  the  time  to 
make  the  answer  in  reply  to  that,  Mr.  Chairman,  I  would  say  that  I 
happened  to  be,  in  the  fall  of  1919,  one  of  the  committee  of  17  called 
by  the  Department  of  Justice  for  the  consideration  of  problems  in 
the  administration  of  the  Lever  Act,  and  in  our  talk  witn  Mr.  How- 
ard Figg^  who,  as  you  know,  was  the  special  assistant  to  the  Attorney 
GenerS  m  direct  charge  of  the  administration  of  the  act,  he  made  the 
statement  to  us  that  there  was  in  a  sales  dollar  at  that  time  a  tax 
content  of  23.2  cents.  We  have  used  that  in  our  plan.  We  did  not 
accept  it  without  consideration. 

Senator  McLean.  You  are  going  into  that  now? 
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Mr.  Clark.  Yes. 

Senator  McLean.  Upon  what  did  be  base  tbat  conclusion  ? 

Mr.  Clark.  Mr.  Fi^  told  us,  I  am  quite  certain,  tbat  be  obtained 
tbe  figures  from  the  Treasury  Department.  I  would  like  to  show 
that  it  is  a  reasonable  figure. 

Senator  Walsh.  Tbe  Senator  wants  to  know  upon  what  basis  they 
reached  that  percentage,  that  this  profits  tax  increased  20  per  cent. 

Mr.  Clark.  Not  excess-profits  tax,  but  the  entire  tax. 

Senator  McLean.  I  referred  particularly  to  the  eflFect  of  the  excess- 
profits  tax  and  the  surincome  taxes. 

Senator  Walsh.  Your  first  question  only  included  excess  profits  ? 

Senator  McLean.  Yes;  but  I  am  willing  to  include  surtaxes  on 
incomes,  if  you  please,  which  we  propose  to  lower,  and  it  is  proposed 
that  we  eliminate  entirely  the  excess-profits  tax. 

I  imderstand  that  it  is  your  view  that  that  tax  will  not  be  shifted  ? 

Mr.  Clark.  Yes,  sir. 

Senator  McLean.  In  a  way  that  will  raise  prices  to  the  consumer  ? 

Mr.  Clark.  I  believe  it  will  reduce  prices  to  the  consumer. 

Senator  McLean.  And  you  gave  a  few  reasons,  I  think,  to  the 
Senator.  But  it  seems  to  me  that  is  the  crux  of  this  question.  It 
is  a  very  important  one  to  me.  You  can  not  charge  the  excess- 
profits  tax  to  prices,  because  if  it  is  a  monopoly,  of  course  the 
person  that  controls  that  monopoly  will  sell  his  product  for  what  the 
trade  will  bear,  and  where  there  is  competition  that  regulates  the 
price — that  is,  the  competitors  must  subject  their  prices  to  the  man 
who  produces  for  the  lowest  price. 

Senator  Smoot.  Where  there  is  competition  everybody  is  com- 
pelled to  pay  the  tax;  then  it  becomes  a  part  of  the  cost  of  the  goods. 

Senator  Walsh.  I  do  not  see  how  an  excess-profits  tax  does. 

Senator  McLean.  But  it  can  not  be  legitimately  charged  back  to 
the  prices,  because  they  will  charge  what  the  trade  will  bear,  and 
they  are  not  thinking  about  taxes  when  they  fix  prices. 

Mr.  Clark.  Senator,  I  believe  the  taxes,  irrespective  of  overhead, 
which  any  dealer  must  consider  in  making  up  his  budget  of  expenses, 
goes  to  boosting  his  sales  price. 

Senator  McLean.  Your  attitude  is  that  when  it  is  a  seller ^s  market, 
when  there  is  a  heavy  tax  facing  the  dealers,  all  the  competitors 
automatically  raise  their  prices  whether  they  can  do  it  legitimately  or 
not  ?  ^ 

Mr.  Clark.  I  think  they  would  soon  go  out  of  business  unless  they  . 
did. 

Senator  Smoot.  Decidedly  so. 

Senator  Walsh.  Do  you  think  the  excess-profits  tax  raises  prices  ? 

Mr.  Clark.  I  do,  most  decidedly. 

Senator  Walsh.  And  if  we  eliminate  .that  tax,  prices  will  go  down  ? 

Mr.  Clark.  I  think,  without  any  question  at  all,  that  if  a  plan 
such  as  ours  could  be  adopted 

Senator  Walsh.  Excuse  me,  but  will  you  answer  the  straight 
question?  Do  you  think  the  elimination  of  the  excess-profits  tax 
will  result  in  the  reduction  of  prices? 

Mr.  Olark.  Yes. 

Senator  McLean.  Why? 

Mr.  Clark.  Senator,  I  would  like  to  go  back  and  explain  this 
reference  to  the  23.2  per  cent  if  I  could.     I  must  confess  I  can  not 
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separate  the  tax  into  its  elements  of  normal,  excess-profits,  and  sur- 
taxes. Mr.  Figg's  statement  was  based  on  the  total  tax;  was  not 
confined  to  the  influence  of  excess  profits  or  surtaxes.  We  satisfied 
ourselves  in  this  way,  if  you  can  taKe  the  estimates  of  the  Treasury 
that  there  were  taken  from  business  in  the  period  to  which  Mr.  Figg 
was  referring  from  30  to  40  per  cent  of  profits,  and  that  profits  were 
about  15  per  cent  of  sales,  a  simple  calculation  would  show  that  the 
actual  tax  on  all  sales  to  consumers  was  a  little  less  than  6  per  cent. 
This  is  a  tax  on  all  processes  from  raw  material  down  to  the  con- 
sumer, which  must  be,  I  believe,  pyramided  to  the  same  degree  as  a 
sales  tax  will  be  pyramided  by  successive  turnovers. 

Mr.  Figg's  statement  was  based  on  the  total  tax,  not  confined  to 
excess  profits  or  the  influence  of  the  surtaxes.  We  satisfied  ourselves 
in  this  way.  We  believe  that  if  you  can  take  the  estimates  of  the 
Treasury  that  there  is  taken  from  business  as  a  whole  somewhere 
around  31  per  cent  of  its  profit;  profits  in  the  period  to  which  Mr. 
Figg  was  referring  were  about  15  per  cent  of  sales.  A  simple  calcu- 
lation, the  effect  of  31  per  cent  tax  on  15  per  cent  of  sales,  would  give 
us  a  figure  a  little  less  than  6  per  cent  of  actual  tax  on  all  sales. 
That  is  the  tax  on  all  of  the  processes  from  the  raw  material  down 
to  the  consumer,  and  it  must  be,  I  believe,  pyramided,  just  as  a  sales 
tax  will  be  necessarily  pyramided,  by  the  successive  turnovers. 

I  think  it  is  generally  accepted  that  the  effect  on  the  ultimate  con- 
sumer of  a  1  per  cent  tax  on  all  the  processes  of  a  limited  turnover 
is  Si  per  cent,  or  three  and  a  half  times  the  rate  of  the  tax.  There- 
fore it  would  be  proper,  having  arrived  at  a  tax  rate  of  6  per  cent  on 
sales  by  the  calculation  to  which  I  have  referred,  to  multiply  that 
tax  rate  by  3i,  which  would  give  21  per  cent^  or  21  cents  as  a  tax 
content. 

I  mention  that  as  a  process,  right  or  wrong,  to  which  we  applied 
ourselves  in  verifying  Mr.  Figgis  figures. 

Senator  McLean.  That  is  largely  theoretical.  Let  me  ask  you  a 
practical  question.     You  are  running  a  department  store  ? 

Mr,  Clark.  Yes,  sir. 

Senator  McLean.  I  suppose  you  are  making  money;  you  paid  the 
excess-profits  tax? 

Mr.  Clark.  We  have;  yes,  sir. 

Senator  McLean.  You  nave  paid  the  excess-profits  tax.  But  sup- 
pose we  eluninated  the  excess-profits  tax;  how  will  it  affect  your 
prices  if  this  turnover  tax  is  substituted  ? 

Mr.  Clark.  Is  it  proper  for  me  to  ask  what  would-be  substituted  ? 

Senator  McLean.  The  turnover  tax. 

Mr.  Clark.  Just  the  turnover  tax  ? 

Senator  McLean.  Yes. 

Mr.  Clark.  I  believe  it  would  immediately  eliminate  all  uncer- 
tainty in  our  figures  as  to  what  our  prices  would  be,  and  it  would 
reduce  an  element  in  overhead  which  we  regard  and,  I  believe,  all 
business  regards  at  the  present  time  as  the  first  item  of  overhead. 
At  any  time  that  an  estaDlishment,  unless  they  have  a  monopoly,  as 
you  suggest,  finds  that  they  can  reduce  their  overhead,  they  will 
necessarily  reduce  the  prices  to  their  consumers. 

Senator,  I  would  like  to  point  out  that  we  have  this  situation,  and 
everybody  in  the  country  nas  this  situation — the  absolute  necessity 
of  keeping  up  our  volume.     Our  expense  is  not  going  down.     It  is 
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remaining  constant.  Its  percentage  to  our  business  is  increasing 
because  oiu*  business  in  dollars  and  cents  is  a  great  deal  less  in  most 
cases. 

Senator  Smoot.  Mr.  Clark,  in  arriving  at  the  price  at  which  you 
sell  your  goods  you  take  into  consideration,  do  you  not,  the  city, 
county,  and  State  taxes  ? 

Mr.  Clark.  Absolutely. 

Senator  Smoot.  If  you  did  not  you  would  not  know  what  profits 
you  were  making  ? 

Mr.  Clark.  Senator,  if  we  did  not  we  could  not  make  any  money. 
We  could  not  exist. 

Senator  Smoot.  You  also,  at  the  same  time,  take  into  consideration 
the  thxes  imposed  by  the  Government,  or  what  you  think  they  will  be  ? 

Mr.  Clark.  Absolutely;  yes,  sir. 

Senator  Smoot.  And  the  same  result  would  follow  if  you  did  not  ? 

Mr.  Ct-ark.  Absolutely. 

Senator  Smoot.  Is  it  possible  for  you  to  see  how  a  tax  imposed  by 
the  Government  or  by  the  State  or  by  a  county  or  a  city  does  not 
affect  the  retail  price  of  goods  ? 

Mr.  Clark.  No,  sir.  Such  a  situation  would  be  absolutely  beyond 
my  comprehension. 

Senator  Smoot.  Is  it  possible  for  any  business  man  to  say  that 
those  taxes  do  not  affect  the  price  of  goods  ? 

Senator  Walsh.  We  are  all  agreed  about  that,  except  as  to  the 
excess-profits  tax.  I  can  not  see  how  that  can  be  an  element  to  be 
taken  into  consideration  in  establishing  prices. 

Senator  Smoot.  If  a  business  has  been  making  an  overhead  charge 
of  a  certain  amount,,  a  certain  percentage  upon  their  line  of  goods  to 
be  chained  as  a  part  of  the  cost  of  the  goocts,  when  an  excess-profits 
tax  is  put  on,  they  are  not  only  going  to  figure  what  they  expect  it  to 
be  but  they  are  going  to  be  absolutely  sure  to  put  enough  on.  That 
is  what  they  have  done  and  that  is  what  all  ousiness  men  will  do. 

Senator  Walsh.  You  paid  the  excess-profits  tax  a  few  years  ago  ? 

Mr.  Clark.  Yes,  sir. 

Senator  Walsh.  How  much  less  would  you  have  sold  your  goods 
for  if  there  had  not  been  an  excess-profits  tax  ? 

Mr.  Clark.  Senator,  I  would  rather  not  speak  in  detail  as  to  our 
excess-profit  tax  last  year,  but  it  was  so  much  less  than  the  amount 
which  we  set  up  in  our  budget  at  the  beginning  of  the  year  that  our 
expense  figure,  the  foundation  on  which  we  based  our  volume  and 
our  prices,  was  really  greater  than  necessarv  from  the  beginning  of 
the  year  up  to  the  time  that  the  break  in  the  market  came  late  in 
the  fall.  Our  actual  tax  was  hardlv  more  than  a  third  of  what  we 
estimated  it  would  be  because  of  the  losses  whirh  we  had  to  take  in 
the  last  three  months  of  our  business. 

In  other  words,  Senator,  our  tax  was  a  little  bit  more  than  one- 
third  of  what  we  had  estimated. 

Senator  Walsh.  Were  your  profits  more  than  you  estimated  ? 

Mr.  Clark.  We  made  no  operating  profit,  although  we  made  some 
profit  contingent  upon  the  operation  of  our  sales  department. 

Senator  McLean.  You  have  competition  in  your  business  ? 

Mr.  Clark.  Yes,  sir. 

Senator  McLean.  Fierce  competition  i 

Mr.  Clark.  Yes,  sir. 


186  INTEBNAL  REVENUE. 

Senator  McLean.  Does  not  that  regulate  your  prices  ? 

Mr.  Clark.  It  does  regulate  our  prices,  certainly,  sir;  but  that  is 
one  of  the  very  reasons,  Senator,  if  I  may  be  allowed  to  say  so,  why 
we  are  trying  to  cut  down  our  expense.  'The  minute  we  can  cut  down 
our  expense  we  can  cut  our  prices  imder  our  competitors,  who  may 
not  be  able  to  cut  down. 

Senator  McLean.  .Very  true;  but  if  you  have  a  competitor  who 
can  sell  for  a  price  lower  than  yours,  you  have  to  come  to  his  price 
or  go  out  of  the  market  ? 

Mr.  Clark.  Yes,  sir;  unless  we  can  offer  something  in  addition  to 
mere  merchandise — some  service. 

Senator  McLean.  Some  other  incentive.  But  competition  con- 
trols your  prices  ? 

Mr.  Clark.  Almost  altogether,  I  think. 

Senator  McLean.  That  is  what  I  supposed,  no  matter  what  the 
taxes  are. 

I  wish  that  some  man  engaged  in  business  where  there  is  compe- 
tition would  give  to  the  conmiittee  a  statement  of  what  he  proposes 
to  do  in  the  event  that  we  remove  this  excess-profits  tax. 

Senator  Walsh.  Exactly,  Senator.     That  is  very  important. 

Senator  McLean.  That  is  the  point  that  is  important  to  me. 

Senator  Smoot.  It  is  just  the  same  as  any  other  tax. 

Mr.  Clark.  May  I  continue,  Senator,  in  the  discussion  of  your 
question  and  rive  simply  mv  own  personal  idea  ? 

I  spoke  of  the  volume  we  had  a  year  ago,  which  was  based  on  prices 
at  least  33 J  per  cent  above  the  present.  That  means  that  iiv  order 
to  maintain  that  volume  to-day  we  have  got  to  sell  a  great  deal 
more 

Senator  McLean.  I  know;  but  here  is  a  man  who  does  not  make 
over  5  per  cent.  He  does  not  have  any  excess-profits  tax  to  pay  at 
all.  You  are  in  competition  with  him.  You  have  got  to  meet  his 
price,  have  you  not  ? 

Mr.  Clark.  Yes:  to  a  certain  degree. 

Senator  Smoot.  But  is  there  a  man  doing  the  same  class  of  business 
that  he  is  doing  who  is  not  going  to  take  into  consideration  the 
Bame  tax  ? 

Senator  McIjEAN.  He  does  not  have  to,  because  he  does  not  pay 
it.     He  has  no  excess-profits  tax  to  pay. 

Senator  Smoot.  He  does  not  know  whether  he  will  or  not.  He 
could  not  tell  whether  he  would  or  not  when  he  begins  with  the  1st 
day  of  January  of  the  taxable  year.  If  he  does  not  nave  it  the  other 
man  will  not  nave  it. 

Mr.  Clark.  The  point  I  wanted  to  make  was  that  in  our  endeavor 
to  get  volume  this  year  we  have  got  to  materially  increase  the  volume 
considered  as  units.  You  mav  rest  assured  concerning  the  fierce 
competition  of  which  you  speak  that  in  our  own  case,  and  I  believe 
in  all  stores  in  all  large  cities,  and  I  believe,  too,  that  it  will  apply  to 
the  smaller  stores,  because  they  are  in  competition  with  the  mail- 
order houses  so  fiercely,  that  everv  bit  of  expense  we  can  cut  out  will 
be  cut  out  and  the  consumer  will  immediately  get  the  benefit  of  it. 

The  Chairman.  Is  that  all,  Mr.  Clark? 

Mr.  Clark.  Thank  you,  Mr.  Chairman.    I  appreciate  your  courtesy. 

Senator  Jones.  I  would  like  to  follow  up  tne  Une  of  examination 
that  the  Senator  from  Connecticut  was  engaged  in. 


SALES  TAX — ^PBOPONEN  TS.  187 

Is  there  not  a  very  marked  difference  in  fixing  the  price  of  your 
goods  with  respect  to  a  definite,  fixed  cost  charge  and  a  contingent 
charge  based  upon  the  {>rofits  ?  I  can  see  how  your  State  and  county 
taxes  would  be  figured  in  and  how  a  sales  tax  would  be  figured  in  as 
a  definite  part  of  your  cost,  but  is  not  that  decidedly  different  from  a 
tax  which  is  only  contingent  upon  the  amount  of  profit  which  you 
are  making  ? 

Mr.  Clark.  Yes,  Senator,  it  is  contingent  in  this  way,  that  because 
it  is  contingent  and  because  it  is  imcertain  it  will  be  figured  in  at  a 
rate  which  may  be  greatly  in  excess  of  the  amount  that  the  Govern- 
ment will  get. 

Senator  Jones.  Just  a  moment.  Take  the  case  of  a  monopoly 
article.  Do  you  figure  in  your  contingent  tax  on  fixing  the  price  of 
the  monopoly  article  ?         ^  «  ^         ^ 

Mr.  Clark.  You  mean  a  monopoly  article  which  we  handle  ? 

Senator  Jones.  Yes. 

Mr.  Clark.  I  would  like  if  I  could — I  am  taking  a  great  deal  of 
time — to  show,  Senator,  that  the  first  consideration  in  the  planning 
of  business  is  its  expense.  Into  that  must  go  all  the  elements  that  can 
be  thought  of  and  anticipated,  but  there  is  no  particular  effort  made 
in  a  retail  business  such  as  ours  to  so  fix  individual  prices  that  there 
is  a  profit  on  each  one  of  them.  The  effort  is  made  to  brin^  about 
a  profit  on  the  total  of  a  department's  sales.  Of  course,  profit  must 
cover  expense,  including  the  tax  payable  to  the  Government,  but  it 
is  rarely  figured  out  on  the  individual  sale  or  the  sale  of  individual 
items. 

Senator  Jones.  But  you  have  to  fix  a  price  on  each  individual 
sale  to  bring  about  the  ultimate  result  of  the  whole  business,  it  seems 
to  me.  So  what  are  the  factors  entering  into  the  fixing  of  a  price  on 
a  monopoly  article? 

Mr.  Clark.  This  overhead  expense  in  general  is  applied  to  the 
business  in  total  and  not  applied  to  the  individual  sale  because  it  may 
be'  the  sale  of  an  article  which  is  a  very  small  part  of  the  merchandise 
sold  in  any  particidar  department.  There  are  lots  of  those  cases, 
Senator,  where  we  sell  at  an  absolute  loss. 

Senator  Jones.  What  fixes  the  price  of  the  article  that  you  sell  at 
a  loss  ? 

Mr.  Clark.  Generally  the  monopoly  tells  us  what  we  must  sell  it 
at,  or  they  will  not  supply  it  to  us  any  further. 

Senator  Jones.  If  the  monopoly  tells  you  the  price  that  you  have 
got  to  sell  it  at,  how  would  an  excess-profits  tax  figure  in  the  fixing 
of  that  price? 

Mr.  Clark.  Not  at  all  in  regard  to  the  sale  by  us  of  that  particular 
article. 

Senator  Smoot.  But  it  would  in  the  whole  business  ? 

Mr.  Clark.  On  the  whole  business,  Senator.  , 

Senator  Jones.  Are  there  not  a  great  many  articles  where  the 
monopoly  fixes  the  price  and  where  you  sell  at  a  profit? 

Mr.  Clark.  Yes,  sir.  There  are  some  manufacturers  who  recog- 
nize that  we  have  an  expense  in  doing  business  and  that  we  are 
entitled  to  a  certain  profit. 

Senator  Jones.  And  the  excess-profits  tax  in  that  case  would 
not  be  figured  in  as  a  factor  in  the  fixing  of  the  price  at  which  you 
sell? 
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Mr.  Clark.  We  have  no  control  of  that,  Senator. 

Senator  Smoot.  You  know  what  those  articles  are  and  you  know 
what  profits  vou  are  going  to  make  at  the  beginning  of  the  year 
when  you  make  up  your  budget? 

Mr.  Clark.  Yes,  sir. 

Senator  Smoot.  And  if  you  did  not  you  would  not  know  where 
you  were  goingto  land  ? 

Mr.  Clark.  We  may  carry  a  good  substitute  for  that  and  get  our 
profits  from  the  substitute. 

Senator  Jones.  Is  not  the  same  thing  true  with  reference  to  all 
other  monopoly  articles  ? 

Mr.  Clark.  Where  the  price  is  fixed  by  the  monopoly;  yes,  sir. 

Senator  Jones.  Where  the  price  is  fixed  by  the  monopoly.     Sup- 

f)ose  you  have  an  absolute  monopoly  on  the  sale  of  an  article.  What 
actors  would  enter  into  the  fixing  of  that  price  ? 

Mr.  Clark.  The  price  of  similar  articles  made  by  other  concerns 
would  almost  necessarily  determine  it. 

Senator  Jones.  Assuming  you  were  the  monopolist  yourself  and 
selling  the  article,  what  factors  would  enter  into  the  fixing  of  the 
price  of  that  article  ? 

Mr.  Clark.  We  might  have  a  monopoly  on  some  particular  brand 
of  some  particular  thing,  like  some  kind  of  toilet  water;  but  there  are 
so  many  others  that  we  would  have  to  make  our  price  in  conformity 
with  the  prices  of  all  the  others. 

Senator  Jones.  Then  that  would  be  upon  the  theory  that  there  is 
competition  even  in  monopoly  articles,  would  it  not  ? 

Mr.  Clark.  I  think  there  is  an  element  of  competition  even  in 
monopoly  articles;  yes,  sir. 

Senator  Jones.  Tjiat  competition  arises  from  this  fact,  does  it  not, 
that  there  is  a  point  at  whicn  they  would  cease  to  use  the  monopoly 
article  if  you  charge  more;  and  is  not  that  the  factor  which  you  take 
into  consideration  in  fixing  the  price  of  the  monopoly  article,  ratl\,er 
than  any  excesss  profits  tax  on  it  ? 

Mr.  Clark.  There  is  certainly  the  fact  that  if  you  charge  too  much 
for  a  monopoly  article  the  people  will  not  buy  it  if  they  can  get 
something  else. 

Senator  Jones.  Or,  in  other  words,  as  the  Senator  from  Connecticut 
expressed  it,  you  charge  all  that  the  traffic  will  bear  ? 

Senator  McLean.  All  that  the  trade  will  bear. 

Senator  Simmons.  I  think  the  witness  has  been  talking  all  the 
time  since  you  have  been  examining  him  with  reference  to  the  second 
sale  of  a  monopoly  article,  while  you  were  trying  to  direct  his  attention 
to  the  first  trade. 

Senator  Jones.  It  is  quite  true  that  what  I  was  getting  at  was  the 
first  sale  of  a  monopoly  article. 

Senator  Simmons.  Take  the  United  States  Steel  Corporation,  an 
absolute  trust 

Mr.  Clark.  And  produces  something  that  nobody  else  ever  did  pro- 
duce ?    Of  course  I  do  not  know  exactly  how  thev  would  look  at  tnat. 

Senator  McLean.  Suppose  you  made  an  article  which  was  the  only 
one  of  its  kind  in  the  world  and  no  one  else  was  permitted  to  make  it. 
You  would  charee  all  that  the  trade  would  bear,  would  you  not ! 

Mr.  Clark.  That  does  not  exist. 
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Senator  McLean.  You  say  you  have  potential  competition  which 
Teffulates  the  price 

Mr.  Clark.  Questions  like  these,  theoretical,  academic  questions, 
may  arise,  but  when  it  comes  down  to  the  practical  administration 
•of  a  business  such  as  our  own 

Senator  McLean.  I  would  like  to  know  how  the  Treasury  expert 
estimated  the  increase  in  price  caused  by  the  excess-profits  tax. 

Mr.  Clark.  He  made  no  such  estimate  as  that,  Senator.  He 
simply  dealt  with  the  whole  tax  content.  He  did  not  attribute  it  to 
the  excess-profits  tax.     He  attributed  it  to  the  entire  tax. 

Senator  McLean.  I  thought  I  had  seen  it  stated  in  the  papers 
that  the  excess-profits  tax  caused  an  increase  in  price  of  something 
like  20  per  cent. 

Mr.  Clark.  There  is  a  statement  on  this  subject,  Mr.  Chairman, 
in  our  plan. 

Senator  McLean.  I  tliink  this  enters  into  the  fixing  of  prices. 
When  taxes  are  high  and  you  have  a  seller^s  market,  every  retailer 
automatically,  if  I  may  use  that  word,  is  tempted  to  boost  nis  prices, 
and  when  the  ^' going  is  good,''  they  do  it.  It  may  be  possible  that 
that  element  raises  me  prices  much  higher  than  they  would  be  under 
a  turnover  tax;  and  that  is  the  point  that  I  would  like  to  have  dis- 
cussed. 

Mr.  Clark.  If  that  could  be  demonstrated  offhand,  Senator,  it 
would  be  very  interesting. 

Senator  McLean.  You  would  lower  your  prices  ? 
.    Mr.  Clark.  The  economic  pressure  would  force  us  to,  even  if  we 
did  not  want  to. 

Senator  McLean.  I  wish  you  would  tell  us  just  how  much  you 
think  you  could  afford  to  lower  your  prices  in  the  event  you  were 
relieved  of  the  excess-profits  tax. 

Mr.  Clark.  I  believe  that  this  plan  would  change  that  23.2  per 
cent  to  not  much  more  than  16  per  cent,  and  that  there  would  be  a 
resulting  universal  reduction  of  overhead  expense  which,  by  the  very 
pressure  of  competition  and  the  very  necessitv  of  increasmg  at  the 
present  time  our  volume  of  unit  turnover,  would  compel  us  and  com- 
pel everyone  else  to  reduce  prices. 

Senator  Smoot.  Senator  McLean,  I  think  the  statement  as  to  the 

23  per  cent  is  as  follows — that  23  per  cent  now  added  to  the  cost  of 

-goods  can  be  greatly  reduced  by  the  sales  tax  through  the  elimination 

of  not  only  the  excess-profits  tax  but  the  taxes  that  can  be  repealed 

if  a  general  sales  tax  is  put  in  operation. 

Senator  Jones.  Mr.  Witness,  suppose  you  have  a  patented  article. 
We  will  take  a  patent  safety  razor,  for  mstance.  Assume  that  you 
are  the  manufacturer  of  that  patented  safety  razor.  What  factors 
would  enter  into  the  fixing  of  the  price? 

Mr.  Clark.  The  cost  of  its  production,  the  cost  of  its  distribution, 
and  the  profit  which  I  thought  I  was  entitled  to  in  my  investment,  the 

Frice  of  other  safety  razors;  and  if  I  were  introducing  it  undoubtedly 
would  be  content  to  make  profit  a  minor  consideration  for  a  cer- 
tain part  of  the  period  of  introduction. 

Senator  Jones.  Then  the  uncertain  factor  there  would  be  the 
-amount  of  profit  which  you  thought  you  were  entitled  to  make, 
Kvould  it  not  ? 
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Mr.  Clark.  I  think  that  would  be  governed  entirely  or  in  largfr 
part  by  my  own  personal  feeling  and  my  own  personal  need  of  profit, 
and  the  certainty  with  which  I  calculated  my  expenses. 

I  would  like  to  point  out,  Senator,  that  the  objection  in  the  present 
tax,  to  my  mind,  at  least,  is  its  element  of  uncertainty.  You  can 
not  anticipate  it. 

Senator  Jones.  There  is  no  element  of  uncertainty  about  it,  is- 
there  ? 

Mr.  Clark.  Let  me  illustrate.     I  will  say  this 

Senator  Jones.  There  is  an  element  of  uncertainty  as  to  amount 
but  not  as  to  percentage. 

Mr.  Clark.  Oh,  yes;  because  the  more  money^ou  make  the  more 
you  pay.  . 

Senator  Jones.  The  percentage  is  fixed,  is  it  not? 

Mr.  Clark.  Yes;  the  rates  are  fixed,  but  the  percentage  to  profit 
is  variable.  You  may  figure  in  advance  on  making  a  certain  amount 
of  money,  and  it  increases  and  your  rate  is  increased,  and  it  increases- 
not  only  on  that  amount  but  on  what  you  had  already  been  figur- 
ing on. 

Senator  Jones.  But  if  you  only  make  your  fixed  amount  of  profit, 
the  amount  which  your  conscience  or  business  judgment  would 
prompt  you  to  make — I  do  not  say  that  in  an  offensive  sense  at  all — 
you  know  what  your  tax  will  be,  do  you  not  ? 

Mr.  Clark.  Senator,  we  were  in  business  last  year  to  make  money. 

Senator  Jones.  All  business  men  are. 

Mr.  Clark.  We  did  not  make  money  through  the  operation  of  our- 
sales  departments. 

Senator  Jones.  You  did  not  pay  any  excess  profits  tax,  then? 

Mr.  Clark.  In  our  anticipation  of  expense  there  was  an  element 
of  profits  tax  which  we  expected  to  pay  which  did  not  materialize 
to  the  extent  we  had  expected.  That  is  the  point  I  am  continually 
trying  to  make — that  there  is  such  an  uncertainty  in  the  present 
taxes;  that  there  is  a  holding  of  overhead  not  only  by  the  retailer 
but  right  back  to  the  very  production,  every  process,  turnover,  and 
operation  down  to  the  distributor  and  the  consumer,  which  increases 
prices  even  though  the  consumer  pays  no  direct  tax.  This  uncer- 
tain element  of  overhead,  which  I  believe  is  8  to  10  per  cent,  increases 
his  cost. 

Senator  Jones.  You  are  continually  bearing  in  mind  your  total 
business.  I  am  trying  to^et  at  the  factors  that  enter  into  the  fixing 
of  the  price  of  a  monopoly  article  such  as  a  safety  razor.  You  say 
that  you  take  into  consicleration  how  much  profit  you  think  you 
ought  to  make.  That  profit  which  you  think  you  ought  to  make 
would  be  dependent  upon  the  further  condition  as  to  how  much  you 
could  charge  for  it  ana  bring  it  into  general  use,  would  it  not? 

Mr.  Clark.  Yes;  beyond  question. 

Senator  Jones.  Is  not  that  the  thing — how  much  you  can  charge 
for  it  and  still  bring  it  into  general  use?  Or,  in  other  words,  is  not 
that  back  to  the  same  proposition  advanced  by  the  Senator  from 
Connecticut,  that  as  to  such  articles  you  fix  your  price  by  charging 
what  the  trade  will  bear  ? 

Mr.  Clark.  That  undoubtedly  enters  into  it,  Senator;  but  a  busi- 
ness man  who  is  a  business  man  and  who  does  things  in  a  business- 
like way  really  conducts  his  business  somewhat  along  the  hne  I  have 
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spoken  of.  He  bases  it  upon  his  expense  and  he  builds  his  profit 
from  the  expense. 

Senator  Jones.  The  excess  profits  tax  is  not  a  fixed  expense,  is  it  ? 

Mr.  Clark.  That  is  the  trouble  with  it,  Senator;  it  is  not  a  fixed 
expense  because  it  is  so  uncertain  in  its  rate. 

Senator  Jones.  Take  a  commodity  where  there  is  competition. 
Do  you  not  think  that  in  your  competitive  price,  taking  into  con- 
sideration what  people  charge  for  that  article,  whether  they  pay  an 
excess  profits  tax  or  not,  you  have  to  compete  with  the  fellow  who 
does  not  pay  the  excess  profits  tax  ? 

Mr.  Clark.  We  do  in  certain  lines  and  for  limited  periods,  but  we 
would  not  continue  in  a  nonprofit  campaign  extending  over  any 
particular  length  of  time.  We  would  get  out  of  that  particular  line 
of  business. 

Senator  Jones.  There  is  a  profit,  even  if  there  is  no  excess  profit, 
is  there  not  ? 

Mr.  Clark.  No,  sir. 

Senator  Jones.  There  may  be  an  exemption. 

Mr.  Clark.  Certainly  we  sell  sometimes  articles  that  we  make  no 
profit  on;  but  of  course  we  can  not  and  it  would  not  be  economically 
possible  for  us  to  continue  indefinitely  to  make  no  profit  at  all. 

Senator  Jones.  But  you  can  carry  on  a  businass  in  this  country 
under  the  present  law  and  make  a  profit  without  paying  any  excess- 
profits  tax,  can  you  not  ? 

Mr.  Clark.  les;  but  the  consumer  will  pay  more  for  what  he  buys 
from  us  than  we  believe  he  should. 

Senator  Jones.  I  must  confess  that  I  can  not  understand  that 
proposition. 

Senator  McLean.  Do  you  think  the  surtax  on  incomes  has  any 
eflFect  on  prices  ? 

Mr.  Clark.  I  think  it  would  be  admitted  that  where  an  individual 
is  in  business  the  individual  surtax  would.  I  think  there  is  no 
cjuestion  that  it  has  an  influence  on  rents,  and  I  think  that  influence 
is  very  largely  the  same  with  reference  to  an  excess-profits  tax. 

Senator  McLean.  I  am  inclined  to  agree  with  you,  but  I  would 
like  some  of  the  witnesses  who  pretend  to  be  experts  in  this  matter 
to  enlighten  the  committee  as  to  what  the  efl'ect  is  going  to  be  if  the 
surtax  and  excess  profits  tax  are  removed  or  reduced. 

Mr.  Clark.  As  1  have  stated  above,  I  am  not  a  tax  expert,  but  I 
would  say  that  if  I  did  not  believe — and  I  think  I  can  speak  for 
my  two  associations  and  those  others  whom  I  represent — that  our 
plan  of  tax  revision  would  bring  about  a  lowering  of  prices  to  the 
constimer  I  would  not  advocate  it. 

Senator  McLean.  I  do  not  question  that  in  the  least.  Possiblv 
you  are  quite  right:  but  we  are  faced  here  with,  the  assertion  posi- 
tively made  that  the  elimination  of  the  excess-profits  tax  will  shift 
the  burden  from  the  rich  to  the  poor,  and  I  would  like  all  the  light 
I  can  get  on  that  question  because  it  is  a  very  important  one  so  far 
as  I  am  concerned  personally. 

Senator  Smoot.  Every  business  man  goes  into  business  to  make  a 
profit.     I  think  we  will  all  concede  that  ? 

Mr.  Clark.  Unquestionably. 

Senator  Smoot.  And  I  think  every  business  man,  when  he  starts 
in  the  year,  thinks  he  is  going  to  sell  his  goods  at  a  profit,  and 
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he  figures  out  his  expenses,  what  they  will  be,  and  yet  out  of  every 
hundred  men  that  go  into  business  there  are  ninety-two  of  them  fail. 

Mr.  Clark.  Yes,  sir. 

Senator  Walsh.  Suppose  the  Government  should  pass  a  law  com- 
pelling the  payment  of  all  incomes  or  profits  in  excess  of  a  certain 
amount  to  be  given  to  the  Government  for  taxation  purposes;  would 
that  have  a  tendency  to  increase  the  prices  of  goods  so  that  the  Gov- 
ernment could  get  all  the  money  it  needed  in  the  way  of  taxes  1 

Mr.  Clark.  No,  sir.  It  certamlv  would  drive  a  lot  of  men  out  of 
business.    It  would  result  in  no  particular  revenue  to  the  Government. 

Senator  Walsh.  Does  it  not  depend  on  what  the  rate  would  be, 
what  would  be  called  excess  profits  ?  Suppose  the  excess  was  all  over 
20  per  cent. 

Mr.  Clark.  The  idea  is  that  the  normal  tax  should  take  every- 
thing above  20  per  cent  figured  on  capitalization  ? 

Senator  Walsh.  Yes. 

Mr.  Clark.  That  is  an  academic  question. 

Senator  Walsh.  I  am  trying  to  confine  it  to  how  a  man  in  fixing 
the  price  of  goods  is  influenced  by  excess  profits.  He  is  not  in- 
fluenced at  All,  is  he  ? 

Mr.  Clark.  What  I  tried  to  explain — I  am  sorry  that  I  seem  to 
have  failed— is  that  he  is  influenced  in  the  beginning  of  his  year  and 
continually  through  that  year  by  his  anticipation  of  the  amoimt 
that  he  will  have  to  pay.  If  your  proposition  should  result  in  an 
increase  in  the  present  tax,  it  would  result  in  higher  prices  to  the  con- 
sumer without  any  question. 

Senator  Walsh.  Do  you  know  that  the  experience  of  the  State 
governments  that  have  recjuired  public  service  corporations  to  give 
up  all  profits  over  a  certain  percentage  has  been  that  it  resulted  in 
practically  no  money  being  given  to  the  government,  that  they  have 

Eroceedea  to  cut  their  profits  down  to  the  maximum  amount  allowed 
y  law  ?     Would  not  tnat  be  the  same  in  this  case  ? 

Senator  Smoot.  Rates  have  been  fixed  by  public  utilities  com- 
missions in  cases  like  that.  And,  Senator,  1  want  to  say  this,  and 
say  it  frankly,  that  if  there  were  a  20  per  cent  profit  fixed  there  are 
certain  businesses  in  this  country  that  would  not  be  developed  at 
all.  I  would  not  go  to  work  and  spend  money  in  a  mining  district 
to  develop  gold,  silver,  and  lead,  knowing  that  I  could  not  receive, 
if  I  was  successful,  over  20  per  cent;  and  yet  there  is  more  money 
spent  to-day  in  prospecting  for  precious  metals  than  there  is  money 
extracted  out  of  the  earth  m  dollars  and  cents. 

Senator  Walsh.  You  would  not  go  into  a  business  that  would 
give  you  20  per  cent  profit  if  there  were  included  in  that  profit  an 
item  of  depreciation  for  the  value  of  the  article  extracted  ? 

Senator  Smoot.  Certainly  I  would  not  in  the  mining  business. 
And  there  are  others.  As  I  say,  there  is  more  money  expended  in 
development  than  there  is  ever  taken  out  of  discovered  properties, 
and  the  man  who  goes  into  it  goes  into  it  with  nine  hundred  and 
ninety-nine  chances  out  of  a  thousand  against  him.  Nobody  is 
going  to  take  those  chances  at  a  20  per  cent  profit. 

Senator  Jones.  Mr.  Witness,  let  me  call  your  attention  to  a  situa- 
tion suggested  by  a  remark  of  the  Senator  from  Utah  a  while  ago. 
He  said  that  92  per  cent  of  business  men  made  failures.  Did  any  of 
them  ever  fail  by  reason  of  paying  an  excess-profits  tax  ? 
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Mr.  Clark.  I  do  not  know.    I  should  not  say  so. 

Senator  Joz^s.  Can  there  be  such  a  thing  as  a  failure  because  a 
man  is  paying  an  excess-profits  tax  ? 
(No  response) . 

Senator  Jones..  Can  you  figure  out  how  a  man  would  fail  through 
the  payment  of  an  excess-profits  tax? 

Mr.  Clask.  Yes,  I  can. 

Senator  Jones.  How? 
.  Mr.  Clark.  I  can  imagine  that  a  man  back  in  1917  or  1918  who 
did  a  tremendously  profitable  business  then  and  who  did  not  under- 
stand the  present  law  finds  now  that  he  is  assessed  $150,000  and  he 
has  not  the  money. 

Senator  Jones.  That  is  not  a  reply  to  my  question,  it  seems  to 
me.  That  is  because  of  some  fault  m  makmg  up  the  tax  returns, 
or  something  of  that  kind,  rather  than  the  law.  But  if  a  man  is 
doing  busineas  at  a  loss  and  he  has  to  pay  a  tax  on  his  business, 
would  not  that  contribute  to  his  failure  ? 

Mr.  Clabk.  If  he  had  to  pay  a  tax  whieh  was  competitive  in  any 
way;  yes.    But  if  he  had  to  pay  a  tax 

Senator  JConbs.  Would  not  this  1  per  cent  sales  tax  as  applied  to 
eanoems  which  are  doing  business  at  a  loss  contribute  to  their  bank* 
ruptoy? 

Mr.  Clark.  I  think  not,  Senator. 
-  Senator  Jonbs.  Why  not  ?  . 

Mr.  Claak.  Because  I  can  not  conceive  that  this  man  is  anything 
but  a  custodian  of  that  money  for  the  Government:  that  he  Knows 
just  exactly  what  he  has  to  do,  and  he  treats  it  exactly  as  an  element 
of  expense,  like  his  rent  or  any  other  expense.  He  would  simply  ^o 
aheaa  and  do  business  just  exactly  as  if  ne  had  to  pay  an  increase  m 
the  cost  of  merchandise  or  in  his  expense  which  all  of  nis  competitors 
also  had  to  bear;  that  is,  a  noncompetitive  increase. 

Senator  Jonbs.  Take  a  man  who  is  selling  a  herd  of  cattle  or  a  flock 
of  sheep.  He  gets  all  that  the  market  will  pay  him  regardless  of  the 
tax  he  nas  to  pay,  does  he  not  I 

Mr.  Clark.  I  assume  he  does. 

Senator  Jones.  Suppose  he  has  produced  those  cattle  and  sheep  at 
a  loss.  Is  not  the  tax  just  an  additional  burden  contributing  to  his 
disaster? 

Mr.  Clark.  It  might  be  if  the  men  in  competition  with  whom  he 
has  to  sdl  his  product  did  not  have  to  pay  it;  but  they  do. 

Senator  Smoot.  Everyone  has  to  pay  it. 

Mr.  Clark.  It  is  that  very  fact  that  everyone  has  to  pay  it 

Senator  Jonbs.  I  assume,  generally  speaking,  you  have  had  to  mark 
down  your  prices  and  sell  practically  your  whole  stock  at  somewhat 
of  a  loss,  have  you  not,  during  the  last  year  ? 

Mi".  Clark.  I  would  say  we  had,  Senator. 

Senator  Smoot.  Not  all  of  it. 

Senator  Jones.  If  you  had  to  pay  that  1  per  cent  on  all  of  yo^iA 
sales  would  not  that  be  a  contribution  to  your  loss  ? 

Mr.  Clark.  No,  I  do  not  think  so;  because  we  would  have  incluaou 
it  in  our  prices. 

Senator  Jot^as.  Have  you  not  sold  those  goodb  for  all  you  thought 
you  could  get  for  them  ? 
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Mr.  Clark.  Possibly;  but  if  everybody  in  the  whole  market  had 
a  burden  of  one-half  of  1  per  cent,  if  we  went  into  the  market  and 
found  that  they  had  to  pay  it 

Senator  Jones.  When  you  are  selling  goods  for  less  than  cost,  do 
you  not  get  every  penny  for  those  goods  that  you  think  you  can  get 
for  theml 

Mr.  Clark.  When  we  sell  them  at  a  loss  ? 

Senator  Jones.  Yes. 

Mr,  Clark.  We  certainly  do. 

Senator  Jones.  And  you  do  it  whether  you  are  making  a  payment 
of  tax  on  your  transaction  or  not,  do  you  not  ? 

Senator  Smoot.  There  would  not  oe  any  business  in  the  United 
States  very  long  if  it  were  run  that  way. 

Mr.  Clark.  No;  if  it  were  all  done  on  thai  basis,  Senator,  we  would 
be  out  of  business. 

Senator  Jones.  I  understand;  but  here  we  are  considering  a  situar- 
tion  where  people  are  operating  at  a  loss,  now,  to  a  vast  extent  in 
this  country.  There  are  millions  of  dollars'  worth  of  produce  being 
sold  for  less  than  cost,  and  they  are  certainly  gelling  for  all  tiiey  can 
get  for  it  and  trying  to  make  tneir  loss  as  small  as  possible.  To  put 
this  sale  tax  on  womd  simply  be  an  increase  of  the  loss,  would  it  not  f 

Mr.  Clark.  But  all  the  sellers  that  lost  would  have  an  equal 
privilege  of  adding  this  tax  to  their  price  ? 

Senator  Jones.  Yes,  but  that  is  poor  consolation,  is  it  not? — 
simply  because  other  people  have  to  bear  an  additional  loss  that  you 
should  bear  it  too  ? 

Senator  Smoot.  Everyone  selling  the  same  class  of  goods  would 
get  the  1  per  cent,  because  they  charge  it  and  collect  it  under  the  law. 

Senator  Jones.  But  everyone  in  such  a  case  would  be  bearing 
an  additional  1  per  cent  of  loss  because  they  are  getting  all  for  their 
goods  that  they  can  get,  anyhow. 

Mr.  Clark.  In  a  specific  case  there  would  be  an  increase  put  on, 
but  that  would  not  be  as  large  an  increase  as  it  is  at  the  present  time. 

STATEMENT  OF  MEYER  D.  ROTHSCHILD,  NEW  TOEX,  K.  Y.j_XBP^ 
BBSENTXKO  JEWELRY  INTERESTS  OF  THE  UNITED  STATES. 

Mr.  Rothschild.  My  name  is  Meyer  D.  Rothschild,  No.  6  West 
Forty-eighth  Street,  New  York.  I  am  retired  from  business  recently. 
I  was  in  the  precious  stone  business.  I  represent  the  entire  jewelry 
industry  of  the  United  States.  I  should  like,  Mr.  Chairman,  to  make 
a  very  brief  statement,  which  will  practically  give  the  basis  of  the 
ipatters  which  we  want  to  brin^  to  your  attention  this  morning. 

The  Chairman.  We  will  be  glad  to  hear  the  statement. 

Mr.  Rothschild.  The  revenue  act  of  1917  provided,  in  section 
600,  for  a  tax  of  3  per  cent  '^  upon  any  article  commonly  or  commer- 
cially known  as  jewelry,  whether  real  or  imitation,  sold  by  manufac- 
turer, producer,  or  importer  thereof. '' 

When  the  Treasury  Department  attempted  to  frame  rcugulations 
for  the  administration  of  this  section,  it  was  discovered  that  some 
of  the  most  important  articles  sold  by  jewelers  could  not  be  taxed 
u^der  section  600  as  framed,  because  tney  were  not  "jewelry"  under 
the  legal  definitions  given  to  articles  "commonly  or  commeirciaUy 
known  as  jewelry." 
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This  applied  to  all  unset  diamonds  and  other  precious  stones, 
so-called  '* semiprecious"  stones^  all  unset  or  unstrung  pearls,  and 
applied  also  to  all  imitations  of  precious  stones  and  pearls  as  long  as 
they  were  not  set  or  strung.  Settings  or  mountings  made  of  precious 
metals  or  imitations  thereof,  which  required  the  addition  of  material, 
stones,  or  other  parts  to  become  complete  articles  of  jewelry,  were 
likewise  excluded  from  operation  of  the  tax. 

This  state  of  facts  threatened  to  deprive  the  Government  of  a. 
large  part  of  the  revenue  which  section  600  was  expected  to  yieldJ 
The  jewelers,  however,  actuated  by  patriotism  and  keenly  alive  to 
the  Government's  urgent  need  of  funds  to  prosecute  the  war,  held 
meetings  of  representative  dealers  in  pearls  and  precious  stones  and 
unanimously  authorized  their  war  revenue  tax  committee  to  say  to  the 
Commissioner  of  Internal  Revenue  that  they  were  ready  and  willing 
to  accept  a  Treasury  ruling  which  would  make  the  sale  of  unset 
precious  stones,  pearls,  and  jewelry  settings  without  gems  subject 
to  the  3  per  cent  tax  when  sold  to  a  customer  for  personal  use. 

Such  a  Treasury  decision  (No.  2573)  was  issued  under  date  of 
November  1,  1917.  While  this  ruling  was  clearly  against  the  law 
and  therefore  could  not  have  been  enforced  against  any  protest,  and 
although  the  more  important  retail  jewelers  were  fully  aware  that 
they  were  voluntarily  paying  hundreas  of  thousands  of  dollars  to  the 
Treasury,  it  is  to  the  credit  of  American  jewelers  that  this  Treasury 
decision  was  never  questioned  or  opposed  through  legal  proceedings. 

When  the  revenue  act  of  1918  was  being  framed  the  jewelers 
cooperated  with  the  Committee  on  Ways  and  Means  of  the  House 
of  representatives  to  secure  a  maximum  tax  from  their  industry. 
TTie  suggestions  made  by  the  jewelers'  committee  were  so  thorougn- 
going  as  to  cover  in  section  905  practically  everything  a  jeweler  sells. 

During  the  World  War  the  jewelers  paid  these  discrmiinatory  taxes 
without  whining  and  without  evasion  because  they  knew — in  fact, 
they  were  assured — that  the  discrimination  would  cease  with  the 
return  of  peace,  when  these  unecual  taxes  would  be  speedily  repealed.- 
lliis  assurance  was  confirmed  by  the  message  of  the  President  to 
Congress  on  May  20,  1919,  in  which  he  said: 

Many  of  the  nnnor  taxes  provided  for  in  the  revenue  legation  of  1917  and  19X8, 
thou^  no  doubt  made  neceasary  by  the  pressing  neceBsities  ol  the  war  time,  can 
hardly  find  sufficient  justification  under  the  easier  circumstances  of  peace.  Among* 
these,  I  hope  you  will  agree,  are  the  excises  upon  various  manufacturers  and  the 
taxes  upon  retail  soles. 

Now  that  the  war  is  over,  the  need  for  revenue,  while  pressing, 
can  be  and  should  be  provided  for  along  lines  which  conform  to  the 
essentials  of  true  Americanism.  In  time  of  peace  there  should  be 
equal  taxation.  In  the  present  revision  of  the  revenue  laws  one  of 
the  most  important  points  for  Congress  to  consider  is  that  of  equality 
of  taxation.  In  time  of  peace  all  mdustries  are  essential  to  the  pros- 
perity of  the  country,  are  entitled  to  equal  opportunity,  and  should 
therefore  be  equally  taxed. 

A  score  of  mdustries  were  selected,  haphazard,  for  special  heavy 
taxation  during  the  war.  The  reason  given  was  that  these  indus- 
tries produced  luxuries  or  articles  whicn  were  not  essential  to  the 
prosecution  of  the  war.  With  the  advent  of  peace,  however,  the 
situation  was  instantly  reversed;  the  industries  which  had  been  essen- 
tial to  the  prosecution  of  the  war  immediately  became  noriessen- 
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tial,  and  the  industries  which  had  been  nonessential  to  the  prosecu- 
tion of  the  war  immediately  became  vitally  essential  to  the  pros- 
f verity  of  the  country.  They  absorbed  the  labor  which  was  dismissed 
rom  munitions  factories  and  shipyards  and  they  offered  employment 
to  released  soldiers.  They  manufactured  the  goods  which  our  people 
felt  free  to  buy  with  the  return  of  peace. 

Any  attempt  to  fasten  these  special  war  excises  upon  a  few  indus- 
tries during  peace  times  is  bouna  to  be  the  source  of  deep  resentment 
on  the  part  of  the  hundreds  of  thousands  of  dealers,  employing 
millions  of  wage  earners,  who  are  unwilling  to  be  compelled  to  pay 
special  excises  in  addition  to  all  the  taxes  which  other  business  men 
are  called  upon  to  pay. 

This  objection  rests  upon  a  foundation  as  solid  as  that  of  the 
American  colonists  when  they  rebelled  against  taxation  without  rep- 
resentation. The  jewelers  and  others  who  demand  the  repeal  of 
special  war  excises  in  peace  time  have  the  righteous  American  plea 
of  ^*  Equal  taxation  for  all  business." 

We  nope  and  trust  that  the  Congress  will  promptly  repeal  all  these 
unequal  taxes,  as  we  shall  never  feel  that  we  are  justly  treated  or 
that  American  traditions  of  equality  of  opportunity  are  being  upheld 
until  this  is  done. 

It  seems  to  be  a  foregone  conclusion  that  the  excess-profits  taxes 
will  be  repealed  and  that  the  higher  surtaxes  on  personal  incomes  will 
be  reduced.  These  changes  in  the  law,  with  tne  repeal  of  the  war 
excises,  may  make  it  necessary  to  seek  a  new  source  of  revenue,  and, 
if  this  is  the  case,  we  recommend  for  your  careful  consideration  a 
small  general  sales  or  turnover  tax,  not  to  exceed  1  per  cent.  We 
believe  this  to  be  the  fairest,  most  equitable,  widely  spread,  and 
easily  administered  tax  which  can  be  levied  upon  Dusmess.  We 
believe  also  that  it  should  be  the  sole  tax  on  business. 

This  form  of  tax  has  been  carefully  investigated  by  our  industry 
and  unanimously  indorsed.  We  believe  it  willproduce  enough  reve- 
nue to  fully  replace  that  lost  through  repeal  of  the  excess-profits 
taxes,  the  higher  surtaxes  on  personal  incomes,  all  the  war  excises, 
and  all  profits  taxes.  We  are  sure  that  it  will  greatly  lighten  the 
load  under  which  the  consumer  is  now  staggering.  We  believe  that 
it  should  be  the  only  tax  which  business  should  be  asked  to  pay,  and, 
as  we  have  already  intimated,  it  will  be  American  in  principle,  bearing 
equally  on  all  business  alike,  eliminating  Grovemment  interference 
with  business,  and  putting  more  buaness  in  Government.  Gradu- 
ated personal  income  taxes,  a  general  turnover  tax,  inheritance  taxes, 
and  duties  on  imports  should  serve  to  furnish  enough  revenue  for 
the  needs  of  our  Government,  even  in  this  period  of  huge  expenditures. 

The  statement  I  have  just  made  is  subscribed  to  by  the  chairman 


Association  of  Greater  New  York;  Mx.  Edward  H.  Hufna^el,  vice 
president  American  National  Retail  Jewelers'  Association;  Mr.  Jonal 
A^och,  Nati(mal  Wholesale  Jewelers'  Association;  Mr.  Harry  C. 
Larter,  chairman  Jewelers'  Vigilance  Couimittee;  Mr.  Arthur  Ijorsch, 
president  National  Jewelers'  Board  of  Trade;  Mr.  Lee  Reichmaiii 
^eaaurer  jewelers^  war-revenue  tax  committee  and  president  Jew- 
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elera'  24  Karat  Club  of  New  York;  and  Mr.  Frederick  P.  D.  Jenninge, 
president  New  York  State  Retail  Jewelers'  Association. 

I  therefore  can  say,  gentlemen,  that  I  have  the  honor  to  represent 
the  entire  jewelry  industry  of  the  United  States.  We  have  about 
25,000  people  who  deal  in  jewelry  in  this  country,  and  we  have  esti- 
mated this  morning — a  group  of  men  who  are  fairly  well  posted  with 
conditions — that  about  1,000,000  people  are  interested  in  this  indus- 
try. We  turned  in  something  over  $25,000,000  to  the  Government 
under  the  5  per  cent  sales  tax,  which  would  predicate  about  a 
$500,000,000  turnover  for  the  year  ending  June  20,  1920,  I  am  quite 
prepared,  if  you  gentlemen  wish,  to  go  into  the  Question  of  the  sales 
tax  and  to  give  you,  if  you  will  bear  with  me,  tne  tentative  figures 
upon  which  we  base  our  estimates  that  a  1  per  cent  turnover  tax  on 
all  turnovers  will  yield  the  amoimt  of  money  which  we  think  will  bo 
reauired  to  replace  the  money  lost  through  the  repeal  of  these  taxes, 

1  have  been  working  at  this  tax  matter  for  about  a  year,  practi- 
cally ^ving  all  my  time  to  it,  and  it  has  been  rather  difficult  to  estab- 
lish With  any  degree  of  certainty  how  much  income  would  be  brought 
in  from  a  1  per  cent  general  turnover  tax.  The  figures  have  varied 
all  the  way  from  $1,700,000,000,  which  we  understand  was  furnished 
by  Mr.  McCoy,  the  Treasury  expert,  to  something  over  $6,000,000,000, 
the  figure  arrived  at  by  the  tax  committee  of  tne  National  Associa- 
tion of  Manufacturers.  Mr.  Babson  and  several  other  gentlemen 
have  come  to  the  conclusion  that  $5,000,000,000  would  be  the  amounts 
We  from  our  study  believe  that  $3,000,000,000  would  be  a  conserva- 
tive figure.     We  do  not  believe  that  any  such  amount  will  be  needed. 

Senator  Smoot.  That  is,  however,  aside  from  any  exemptions  ? 

Mr.  Rothschild.  That  is  without  any  exemptions  whatever. 

I  have  taken  my  figures — ^I  have  not  had  the  chance  really  to  verify 
the  exact  conditions,  because  I  worked  out  this  yesterday  after^ 
noon — from  a  Government  report,  the  statistics  of  income  from  the 
returns  for  the  year  1917,  those  published,  I  think,  in  1919  by  the 
Treasury  Department.  Nineteen  nundred  and  seventeen  was  not  one 
of  the  heavy  years;  it  was  just  on  the  rising  peak,  and  we  believe  that 
that,  therefore,  is  a  very  good  time  to  make  a  comparison  on,  or  rather 
form  a  judgment  of,  tne  possible  yield  of  such  a  tax.  If  we  were  in 
nonnal  times  to-day,  I  believe  that  the  turnover  of  the  country  would 
be  greater  in  dollaxs  than  it  was  in  1917;  but  we  will  assume  it  is 
the  same. 

Senator  McCumber.  Do  you  not  regard  1917  as  rather  abnormal? 

Mr.  Rothschild.  Not  compared  with  the  yeare  that  followed,  sir^ 
We  believe  that  1917  was  just  the  beginning  of  high  prices. 

Senator  CuBTis.  The  war  broke  out  in  April,  and  there  were  a 
great  many  millions  of  dollars  expended  for  war  materials  in  1917. 

Mr.  lioTHSCHiLD.  A  great  many,  but  there  were  a  great  many 
businesses  which  really  suffered  in  1917  because  of  the  war.  They 
lost  workmen,  and  did  not  make  goods  immediately  essential  for  war 
purposes,  and,  of  course,  this  is  more  or  less  of  a  guess,  but  in  speak- 
mg  to  eight  or  nine  merchants,  members  of  our  committee  this 
morning,  we  came  to  the  oon<dusion  that  1917  would  be  probably 
a  smaller  year,  than,  let  ua  aay,  1922,  if  we  get  back  to  normal  conr 
ditions.  i  think  it  is  a  reasonable  proposition  to  say  that  1917  is  a 
fair  year  to  take  as  to  turnover  oi  the  country — uie  whole  year. 
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The  war  material  which  was  produced  was  not  produced,  of  course, 
before  the  war.  It  took  a  number  of  months  to  get  into  that  stride, 
and  jpossibly  the  net  result  would  be  less  than  that  of  a  normal  year 
commg  after  the  present. 

According  to  this  statement,  which  is  the  only  Treasury  statement 

1  have  seen  in  these  various  annual  reports,  which  gives  the  turnover 
of  the  country — I  am  only  giving  you  the  headlines  and  hundreds  of 
millions — ^we  have  a  report  of  351,424  corporations,  with  a  gross 
income  or  turnover  of  $84,693,000,000  and  then  we  have  the  report 
of  612,529  partnerships  and  sole  traders  reporting  on  the  same  fand 
of  businesses,  amounting  to  J  12,489,000,000,  or  a  total  of 
J97,182,000,000.    That  is  one  turnover. 

Of  course,  some  of  those  turnovers  were  duplicated.  It  is  con- 
ceivable that  a  corporation  in  a  certain  line  of  business  was  a  manu- 
facturing corporation;  that  another  corporation  might  be  a  wholesale 
corporation,  handing  those  goods  along,  and  a  tkird  corporation, 
a  retail  distributing  concern..  We  have  taken  that  into  considera- 
tion. I  have  analvzed  those  figures.  They  give  further  details, 
and  I  find  that  of  tm  corporations  reporting  on  the  agricultural  and 
related  industries  there  were  $776,745,000  of  turnover.  As  the 
agricultural  turnover  is  less,  as  the  movements  of  agriculture  will  be 
less  than  manufacture,  we  believe  we  were  quite  conservative  in 
estimating  two  turnovers  from  the  farmer  or  the  producer  of  these 
materials  until  it  reaches  the  consumer.  We  think  that  is  conserva- 
tive.   There  are  probably  more  than  two,  and  we  figure,  therefore, 

2  per  cent  on  that  turnover. 

The  figures  for  mining  and  quarrying  are  $3,914,000,000,  upon 
which  we  have  also  figured  only  two  turnovers.  Manufacturing,  by 
far  the  largest  of  all  the  reports,  $42,200,000,000.    We  figure  full 

3  per  cent  from  the  origin  of  tne  material  to  the  consumer. 

On  construction,  of  $1,525,000,000,  we  were  a  bit  puzzled,  because 
we  do  not  know,  of  course,  exactly  what  that  includes,  but  we  are 
assuming  there  was  only  one  turnover — construction  for  the  con- 
sumer— and  we  only  figured  one  turnover,  or  1  per  cent. 

Transportation  and  public  utilities,  $8,525,000,000,  we  figured 
one  turnover. 

Trade,  $21,265,000,000,  which  we  assume  to  be  the  retail  and 
wholesale  trade  of  the  country,  we  figured  two  turnovers. 

Personal  service  corporations  $1,234,000,000;  one  turnover. 

Finance,  $5,201,000,000,  one  turnover;  and  inactive  concerns  and 
small  concerns  of  $50,000,000,  one  turnover.  That  is  for  corpora- 
tions. 

We  found  that  as  to  the  sales  of  the  partnerships  and  sole  traders 
the  amount  was  14  J  per  cent  of  the  corporations,  treating  all  those  de- 
tails in  the  same  manner,  we  have  a  total  turnover  tax,  at  1  per  cent, 
at  $2,233,000,000. 

That  leaves  out  of  consideration  the  enormous  number  of  our  people 
who  sell  more  than  $6,000  of  merchandise  a  year,  who  do  not  report 
for  one  reason  or  another. 

You  will  notice  that  agriculture,  which  I  believe  in  1919  or  1920, 
I  am  not  positive,  came  to  $26,000,000,000  in  value — of  course,  at 
inflated  prices — are  only  reporting  less  than  $1,000,000,000,  corpora- 
tions and  partnerships  and  sole  traders.  So  we  feel  it  is  quite  safe 
from   these  figures,   which  are  Government  figures,  although   the 
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estimates  of  the  turnover  are  ours,  we  feel  quite  safe  in  estimating 
$3,000,000,000  at  a  1  per  cent  turnover. 

We  know  that  Canada  has  been  experimenting  with  a  kind  of  sales 
tax.  They  had  a  very  vicious  tax,  something  like  our  special  excise 
taxes,  only  more  so.  Those  taxes  have  all  been  repealed;  those  taxes 
were  not  placed  upon  commerce  in  Canada  primarily  to  get  revenue, 
but  they  were  enacted  to  injure  or  practicaUy  ruin  the  sale  of  goods, 
andpretty  well  succeeded  in  doing  that. 

With  your  permission  I  will  read  a  few  lines  from  the  speech  of  the 
minister  of  finance,  which  he  made  May  10  on  that  point: 

Extravagant  buyine  was  slowly  but  surely  checked,  and  in  November  declines  in 
commodity  prices,  both  manufacturers'  and  wholesale,  were  well  marked.  The  buy- 
ing public,  which  had  previously  been  so  well  accustomed  to  rising  markets  and 
then  bought  freely  in  the  fear  that  prices  would  be  higher^  were  convinced  that  the 
prices  of  commodities  were  on  the  downward  trend,  and  instead  of  buying  in  ad- 
vance of  their  needs  stopped  purchasing  as  much  as  possible  in  the  expectation  that 
prices  would  continue  to  fall. 

But  not  only  were  the  taxes  designed  to  check  wild  spending  on  the  part  of  the 
public,  they  were  also  calculated  to  check  unnecessarjr  purchases  by  the  trader,  so 
that  his  inventories  might  be  all  the  smaller  when  the  inevitable  drop  in  commodi- 
ties came  and  so  that  the  lower  level  might  be  reached  in  more  easy  stages  and  with 
little  gqods  on  hand. 

Having  served  these  main  purnoses,  the  so-called  luxury  taxes  were,  with  but 
trifling  exceptions,  abolished  on  the  18th  day  of  December,  1920. 

Senator  McCumbbb.  That  was  to  prevent  consumption  of  what 
they  regarded  as  luxuries  ? 

Mr.  Rothschild.  Yes;  and  to  break  down  the  prices.  They  felt 
there  was  a  lot  of  profiteering  during  the  war,  and  tneir  idea  of  break- 
ing  up  th*  profiteering  was  to  practicaUy  kiU  the  sale  of  the  goods, 
and  they  seemed  to  have  succeeded  beyond  their  fondest  expectations. 

Senator  Simmons.  Were  you  talkii]^  about  the  sales  tax  ? 

Mr.  Rothschild.  I  was  talking  about  the  so-called  luxury  taxes 
of  Canada.  They  had  two  kinds  of  taxes:  A  luxury  tax,  which  was 
all  the  way  from  10  to  20  per  cent,  part  of  which  was  on  excess  prices. 

Senator  Simmons.  I  understand  you  now.  I  did  not  understand 
you  at  first. 

Mr.  Rothschild.  I  would  like  to  say  that  the  minister  of  finance 
recently  stated  in  iiis  speech  on  financial  conditions  that  the  intent 
was  to  break  down  these  prices,  and  that  they  succeeded  far  beyond 
their  hopes;  not  only  the  retailer,  but  the  wholesaler  and  the  manu- 
facturer complainea  to  the  Oovemment  that  their  business  was 
being  actually  ruined.  They  started  r^ealing  most  of  those  taxes 
last  December,  and  they  have  recently  repealed  every  one  of  them. 

.  They  have  a  sales  tax  now,  or  have  haa,  as  you  gentlemen  know, 
of  2  per  cent  practically,  that  is,  1  per  cent  when  the  manufacturer 
sells  to  the  wholesaler  and  another  per  cent  when  the  wholesaler 
sells  to  the  retailer,  or  if  a  manufacturer  sells  directly  to  the  retailer 
2  per  cent,  which  amounts  to  2  per  cent  each  time;  and  that  has 
amounted,  for  the  10^  months  endmg  March  31,  to  $38,000,000,  which 
was  on  a  basis  of  $34,000,000. 

Senator  McCumbeb.    There  is  no  tax  on  the  retaU  sales ! 

Mr.  RoxHSCfiiLD.  No  tax  on  the  retail  sales;  they  have  all  been 
abolished. 

Senator  Simmons.  $44,000,000  is  the  amount 

Mr.  RoTHCDSiLD  (interposing) .  $44,000,000  a  year. 
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Senator  Sihmons  (continuing).  Is  the  amount  they  really  reaHzed 
during  the  first  year  of  the  operation  of  that  sales  tax  ? 

Mr.  Rothschild.  Yes,  sir. 

Senator  Simmons.  Do  you  know  how  much  they  estimated,  iust 
like  you  have  estimated,  it  would  yield  ?  My  impression  is  tney 
estimated  in  that  yield  pretty  nearfy  enough  revenue  for  the  Do- 
minion, which  required  about  $600,000,000;  and  the  actual  resuHs 
show  they  only  got  $43,000,000. 

What  reason  have  you  to  suppose  that  the  Govemment  is  going 
to  realize  from  these  sales  taxes  anything  like  $3,000,000,000? 
There  is  a  very  vast  differ^Qce  between  estimating  the  amount  that 
a  tax  of  this  kind  will  yield  on  paper  and  the  amount  ft  actually 

Jields  when  you  collect  the  tax,  as  the  Canadian  experience  on  thsi 
as  very  clearly  demonstrated.  I  would  like  to  hear  jk>u  on  that. 
Mr.  KOTHSCHILD.  I  would  like  to  answer  that,  then,  becftuae  I 
have  it  froin  the  very  best  authority,  and  that  is  from  tiie  •assistant 
deputy  minister  of  inland  revenue,  in  response  to  an  inquiry  dated 
December  6,  1920 — that  is,  when  that  tax  had  been  in  operation,  I 
should  say,  about  seven  months — from  Hon.  Joseph  W.  Fordney^ 
chairman  of  the  Committee  on  Ways  and  Means  of  the  House  ox 
Representatives.  This  is  from  Hon.  George  W.  Taylor,  assistant 
deputy  minister  of  inland  revenue,  dated  December  9,  in  part. 
[Readmg:] 

From  indicatioxiB  based  on  returns  of  collections  to  date,  it  appears  that,  iiBleis 
there  is  a  very  jgreat  reduction  in  the  volume  of  dome  .tic  trade  dtiring  the  balance  of 
the  present  fiscal  year,  the  total  amount  of  coHectionp,  throit^  the  medium  of  ^Is 
tax,  will  meet  the  expeotations  h^ld  by  the  Gov^DnBWBt  at  the  iitipofiddaB.  of  the  tax. 

It  has  been  found  that  the  levying?  of  the  ehXes  tax  has  caused  no  apprecial  le  dis- 
turbance of  markets  or  market-prices;  no  undue  enhancement  of  co^ta,  as  refie::ted  in 
index  figures,  U  di^xemiMe. 

Judinn^  from  the  paucity  of  ccnmplaint  and  the  iramber  of  comnaendaitioiis  expvea?edy 
Ite  principle  of  the  ssAei  tax,  being  Tirtually  a  tax  at  the  origiEa,  appears  to  be  ludver^ 
eiaUy  acceptable  to  the  Canadian  people.  As  a  aaatter  of  fact,  obE^rvations  of  the 
department  indicate  that  the  sale?  tax  is  a  popular  innovation  in  the  production  of 
revenue. 

The  initiation  of  bo  new  a  form  of  taxation  was,  as  might  be  expected,  attendefl  at 
the  outset  by  con^derable  difSculty,  which,  however,  has  now  been  almosl  endvely 
eliminated,  owing  to  the  close  cooperation  of  i^  public  with  the  department. 

I  have  information — I  have  been  m  Oamada  lately,  aad  I  had  the 

Pleasure  of  being  asked  to  speak  before  the  Oanadian  Ohib  aitd  the 
[ontreal  Board  of  Trade  some  time  ago,  where  I  canae  in  close  touch 
with  the  business  men  in  Montreal,  and  I  foimd  there  was  ta  very 
strong  hope  that  the  finance  minister  in  his  new  htidget  wouia 
adopt  the  general  turnover  tax.  But  it  seems  the  experience  of  the 
retailer  imder  the  gruelling  of  that  cruel  tax,  which  was  placed  on 
the  retailer  for  the  purpose  of  ruining  his  business,  is  so  fresh  in  the 
mind  of  the  retailer  that  there- was  considerable  objection. 

My  own  inwpression  is — and  I  will  give  it  to  you  for  whatever  it  ia 
worth — that  Uanada  is  on  the  road  to  a  turnover  tax.  They  exfiect 
to  get  $70,000,000  this  year  from  the  new  tax,  which  is  50  per  oent 
higher  than  the  old  tax. 

Senator  Simmons.  Can  you  give  the  <5ommittee  any  inlennatioii  as 
to  ofHcial  estimates  of  what  this  tax  would  yield  in  Canada  at  the  time 
it  was  imposed  ? 

Mr.  Rothschild.  No;  excepting  the  statement  of  the  aasis'tant 
finance  conunissioner,  who  said  it  had  yielded  all  they  estimated. 
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Senator  Simmons.  That  was  during  the  first  seven  months  ? 

Mr.  Rothschild.  I  can  not  give  you  any  further  official  statements. 

Senator  Simmons.  But  that  is  not  what  I  am  asking:  you  at  all;  I  am 
asking  you  if  you  can  give  the  committee  the  official  estimate  of  the 
Canadian  Government  at  the  time  this  tax  was  imposed  as  to  what  it 
would  yield  ? 

Mr.  KoTHSCHiLD.  I  do  not  beKeve  there  is  a  record  of  the  original 
estimate. 

Senator  Simmons.  In  this  country  we  never  impose  a  tax  unless 
it  is  the  result  of  some  estimate  made  by  the  department  as  to  what 
that  tax  would  yield,  and  I  was  concluding  that  the  same  thing 
Would  be  done  in  Canada;  in  fact,  I  have  seen  some  statements  in  the 
press  or  some  magazine  to  the  effect  that  they  did  make  an  estimate, 
and  that  the  actual  returns  from  the  tax  were  far  below  that  estimate, 
and  I  am  simply  asking  for  information.  I  wanted  to  know,  as  a 
matter  of  fact,  if  they  did  make  an  estimate  and  whether  the  tax  real- 
ized during  the  year  has  amounted  to  anything  like  the  amount 
estimated.     I  thought  possibly  you  had  some  information  on  that. 

Mr.  Rothschild.  I  nave  some,  which  I  will  read.  1  made  the 
same  inquiry,  Senator,  of  the  secretary  of  the  Montreal  Board  of  Trade. 
I  received  two  wires  from  him  in  Washington,  one  last  night,  to  the 
effect  that  he  had  wired  to  Ottawa,  the  seat  of  government,  for  in- 
formation, and  this  is  the  ansiwer: 

Bevenue  fiom  sales  tax  May  20  to  Maich  21,  1921,  $38,000,000;  estimated  revenue 
current  fiscal  yeaj- 170;000,000.    No  record  original  estimate  for  last  year. 

So  that  is  an  instance,  probably,  where  the  Government  did  not 
make  an  -estiaaate,  but  from  the  statemmit  of  the  assistant  minister 
of  finance  they  mrust  have  been  satisfied  when  he  wrote  Mr.  Fordney 
last  December. 

Senator  ^ioot.  Is  it  fair  to  think  that  if  the  collections  for  the  first 
7i  months  were  equal  to  what  they  anticipated  from  the  sales  tax 
that  the  other  4}  months  would  be  about  the  same  ? 

Senator  Simmons.  As  a  matter  of  fact,  Senator,  I  think  that  during 
the  last  few  months  the  collections  have  fallen  off  enormously  and  are 
hardly  one^half . 

Senator  Smoot.  I  suppose  business  there  is  the  same  as  in  this 
country? 

Mr.  lloTHBCSiLD.  I  could  not  tell  you  except  as  I  have  it  here  in  the 
speech  of  the  minister. 

S^^ator  McLean.  I  would  like  to  know  what  proportion  ? 

Mr.  Rothschild.  Roughly,  I  should  say  about  a  half  billion — very 
roughly. 

Senator  Dilunoham.  In  the  replv  made  to  Mr.  Fordney  which  you 
read,  I  thought  I  understood  that  tnere  was  a  statement  that  the  tax 
had  realized  what  they  expected  from  it.    Am  I  mistaken  ? 

Mr.  RoTHSCBiL£>.  The  letter  I  read  indicates  that  was  a  reply 
sent  to  Mr.  Fordiiiey  by  the  Hon.  Geoi^e  W.  Taylor,  assistant  deputy 
minister  of  internal  revenue.  Chairman  Fordney  evidmitly  made 
an  inquiry  regarding  the  tax. 

Senator  Dillingham.  Did  not  that  statement  as  you  read  it  con* 
tain  a  sentence  indicating  that  l^e  tax  had  produced  what  had  been 
anticipated  for  it  1 
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Mr.  Rothschild.  It  says  the  total  amount  of  collections  through 
the  medium  of  this  tax  will  meet  the  expectations  held  by  the  Gov- 
ernment to  be  the  result  of  the  tax. 

Senator  McCumber.  What  is  the  date  of  that  i 

Mr,  Rothschild.  The  date  of  the  letter  was  December  9,  1920. 

Senator  Simmons.  But  I  understood  you,  a  little  while  ago,  to  say 
that  the  first  seven  and  a  half  months  yielded  $38,000,000  ? 

Mr.  Rothschild.  Yes,  sir. 

Senator  Simmons.  And  estimated  for  the  balance  of  the  fiscal  year 
it  would  yield  enough  to  bring  it  up  to  $44,000,000  ? 

Mr.  Rothschild.  That  is  my  estunate. 

Senator  Simmons.  Did  not  what  you  read  there  a  little  while  ago 
indicate  that  the  original  estimate  was  $70,000,000  ? 

Mr.  Rothschild.  No,  sir;  the  estimate  for  the  new  tax,  which 
is  50  per  cent  higher  than  the  old,  for  this  coming  fiscal  year,  is 
$70,000,000. 

Senator  Simmons.  Let  me  just  ask  you  this  question:  You  esti- 
mate that  if  the  Government  gets  this  tax,  this  turnover,  you  have 
estimated  on  the  various  lines  of  business,  it  would  get  about 
$3,000,000,000? 

Mr.  Rothschild.  No,  sir. 

Senator  Simmons.  Do  you  not  think  it  would  be  fair  to  make  a 
quick,  sharp  cut  of  that  part  of  that  tax  which  the  Qoyernment  will 
never  get? 

Mr.  Rothschild.  I  believe  the  Government  will  get  a  larcer  per- 
centage of  that  kind  of  tax  than  of  any  kind  of  tax  which  tney  can 
levy  or  will  levy. 

Senator  Simmons.  There  is  a  laige  part  of  the  excess-profits  tax  they 
have  not  got  yet.  The  department  is  examining  these  returns, 
hoping  thev  will  be  able  to  check  them  up,  and  at  one  time  it  was 
indicated  tney  might  possibly  be  able  to  find  between  one-half  and  a 
billion  dollars  that  the  Government  had  not  gotten.  Now,  if  that 
happened  in  that,  could  it  not  happen  in  this  ? 

Mr.  Rothschild.  No,  sir;  that  is  one  of  the  vices  of  the  excess* 
profits 'tax;  that  is  the  vice  of  any  profits  tax. 

Senator  Simmons.  We  will  assume  it  can  not  happen  to  the  same 
extent,  but  do  you  not  think  it  would  happen  to  a  considerable  extent  ? 

Mr.  Rothschild.  No,  sir. 

Senator  Simmons.  Do  you  think  the  Government  is  going  to  get 
every  cent  of  this  turnover  tax  ? 

Mr.  Rothschild.  That  is  going  too  far  to  say  ''every  cent." 
Approximately)  we  believe,  wnen  you  get  the  ''old  horses"  out  of 
the  way,  when  you  get  these  disposed  of,  running  back  to  1917,  as  to 
whether  a  man  has  made  a  pront,  whether  he  has  a  right  to  deduct 
certain  things  or  not;  if  you  could  get  away  from  the  profits- tax 
idea  and  come  right  down  to  a  turnover  tax,  you  do  not  have  a 
question  of  profit.  A  man  can  not  say  "I  did  not  sell  any  goods," 
whether  he  oe  a  wholesaler,  retailer,  jobber,  or  middleman,  and  it  is 
rather  simple 

Senator  Simmons  (interposing) .  Can  not  he  say  "  I  have  not  sold  so 
many  goods"? 

Mr.  Kothbchild.  I  think  there  is  a  way  of  testing  that;  for  in- 
stance, in  the  Philippines  I  understand  the^  have  pretty  bright  men, 
although  I  do  not  think  they  are  any  brighter  than  men  in  this 
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country.  They  have  that  whole  country  charted,  showing  that  in 
certain  district  they  do  a  certain  amount  of  business  and  ouj^ht  to 
turn  in  a  certain  amount  of  tax.  Every  once  in  awhile  a  district, 
town,  or  city  falls  down  on  taxes,  and  they  go  to  find  out  why,  and 
they  ascertained  that  it  was  because  of  fever  or  some  other  trouble 
in  that  particular  district.  I  really  believe — I  am  not  fanatical  on 
the  subject — I  have  come  to  the  conclusion  that  if  a  turnover  tax 
could  be  levied  in  place  of  the  profits  tax  nine-tenths  of  our  troubles 
about  collection  and  as  to  the  amount  a  man  owes  the  Government 
would  disappear.  There  would  be  a  certain  tax,  and  men  doing  a 
business  of  $30,000  or  $40,000  a  year  who  to-day  may  not  turn  in  any 
return  at  all  because  they  feel  tney  have  a  right  to  charge  in  certain 
salaries  and  certain  losses,  and  to  handle  things  in  a  certain  manner, 
4knd  these  men  would  not  hesitate  to  turn  in  $300  to  $400  taxes.  They 
would  pay  the  penalty  for  not  turning  in  those  taxes,  and  the  chances 
of  being  caught  are  very  much  greater  than  with  the  profits  tax, 
because  there  is  a  Question,  a  dinerence  of  opinion,  as  to  whether  a 
man  makes  a  profit,  out  there  is  no  difference  of  opinion  as  to  whether 
he  has  made  a  sale;  and  a  little  investigation  and  a  few  jail  sentences, 
and  then  this  whole  country  would  come  pretty  near  getting  100  per 
cent  of  the  tax. 

Senator  Simmons.  I  think  if  they  would  get  three-fourths  of  it  they 
would  do  mighty  well. 

Mr.  Rothschild.  If  they  only  get  three-fourths  of  the  sales  tax, 
I  do  not  believe  the  Grovernment  is  getting  half  of  the  profits  tax. . 

Senator  Simmons.  I  do  not  know  that  it  is  getting  much  more  than 
that. 

Mr.  Rothschild.  I  do  not  know  whether  the  committee  cares  par- 
ticularly to  hear  me  anv  further  on  the  sdles  tax. 
*    Senator  McCumbbb.  "You  think  the  sales  tax  is  working  very  suc- 
cessfully in  Canada,  do  you  t 

Mr.  KoTHSCHiLD.  I  do;  I  believe  it  is  working  so  successfully  in 
Canada  that  the  Canadian  Government  is  headed  for  a  general  turn- 
over tax.  The  Montreal  Board  of  Trade  in  a  referendum  held  some 
time  ago,  I  think,  voted  90  per  cent  for  a  general  turnover  tax. 

The  Canadian  Government,  by  the  way,  had  just  repealed  their 
excess  profits  taxes.     They  have  disappeared. 

'  Senator  MoCumber.  If  we  had  a  turnover  sales  tax,  certainly  the 
Government  would  know  just  what  the  wholesaler  has  sold  in  a  year  ? 

Mi*.  Rothschild.  And  the  wholesaler  will  know  what  his  tax  is. 

Senator  McCuMBER.  And  the  Government  can  easily  ascertain  to 
whom  he  has  sold ;  that  is,  to  what  dealers.  Therefore  it  is  quite  easy 
to  ascertain,  when  the  retailer  makes  his  return,  whether  he  sold  those 
goods  which  he  bought  of  the  wholesaler  or  whether  he  has  them  in 
stock,  and  it  seems  to  me  it  would  be  very  difficult  for  him  to  escape 
making  a  full  and  honest  return  of  his  sales. 

Mr.  Kothschild.  He  would  have  to  be  guilty,  sir,  of  fraud.  He  is 
collecting  taxes  for  the  Government;  each  man  is. 

Senator  McCumbeb.  Worse  than  that;  he  would  have  to  be  guilty 
of  fraud  in  which  he  could  very  easily  be  caught. 

Mr.  Rothschild*  My  impression  is,  sir,  that  a  few  field  agents 
<sould  do  more  in  checking  up  turnover  tax  returns  than  600  could 
in  checking  up  the  returns  of  large  corporations  on  profits. 

Senator  McLean.  I  would  like  to  ask  the  witness  a  question. 
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You  are  jMrobably  familiar  with  the  stock  argument  that  is  advanced 
against  the  sales  tax,  that  if  we  eliminate  the  excess-profits  tax  and 
reduce  the  surtaxes  to  the  maximum,  say,  of  30  per  cent,  it  will  shift 
the  burden  of  taxation  from  the  rich  to  the  backs  and  the  bellies  of  the 
poor? 

Mr.  Rothschild.  I  am  very  familiar  with  that  argument,  sir. 

Senator  MjcLean.  Have  you  any  statement  to  make  to  the  com- 
mittee as  to  your  views  with  regard  to  the  validity  of  that  argument  f 

Mr.  Rothschild.  As  a  business  man  of  50  years'  experience,  I 
believe  that  business  men  do  and  are  forced  to  shift  all  important 
business  expenses  in  increasing  the  prices  of  their  merchandise.  That 
would  be  true  of  substantial  taxes  as  it  is  true  of  rent  or  operating 
expenses  of  any  kind  whatever. 

I  honestly  believe  that  if  Congress  would  ''go  the  whole  hos^'  and 
substitute  a  turnover  tax  for  all  profit  taxes  on  business,  the  burd^i 
on  the  consumer  would  be  more  than  cut  in  half. 

I  am  not  advocating,  now,  the  23  per  cent  which  is  supposed  to 
have  been  found  by  the  Department  oi  Justice  in  its  operation  of  the 
Lever  law  in  its  investigations.  We  might  cut  that  m  half,  if  you 
please.  It  is  the  consensus  of  opinion  among  business  mesx — and 
they,  after  all,  ought  to  know  what  they  are  doing — that  the  substan* 
tial  taxes  have  been  passed  along  in  most  instances,  aad  they  rest  on 
the  consumer. 

Senator  Simmons.  What  portion  of  the  three  billionfi  of  taxes  that 
you  are  talking  about  will  business  pay,  then  ? 

Mr.  Rothschild.  Business  will  not  pay  any  of  it  if  it  can  help  it. 
It  miist  pav  some  of  it,  for  reasons  which  it  has  no  control  over. 

As  you  Know,  as  a  business  man,  you  do  not  make  your  prices. 
You  are  governed  very  mudi  by  what  your  neighbor  or  competitor 
does,  where  everybody  in  the  same  industry  is  obliged  to  pay  the 
same  tax,  and  that  industry  is  one  which  is  conducted  on  a  very 
small  profit  and  a  very  laige  turnover,  it  is  absolutdiy  imperative  that 
evOTY  penny  of  that  tax  be  shifted. 

Where,  on  the  other  hand,  it  happens  to  be  an  industry  where  tha 
turnover  is  small  and 'the  profits  large,  that  1  per  cent  tax 

Senator  Simmons.  What  I  am  taking  to  get  at  is  this:  In  this 
enormous  trade  out  of  which  we  realise  this  turnover  tax  of  three 
billions  of  dollars,  as  I  understand  you  to  say,  business  will  pay  no 
part  of  that  or  practically  no  part  oi  that  i 

Mr.  Rothschild.  It  would  only  pay  that  which  it  would  be 
obliged  to  pay. 

Senator  Simmons.  And  it  would  be  obliged  to  pay  but  a  small  peiv 
centage,  probably.  If  we  get  three  billions  from  that,  that  leaves 
only  a  billion  to  be  raised  m  other  ways.  What  part  of  this  other 
biUion  would  the  profits  of  business  pay  ? 

Mr.  Rothschild.  The  ihree  billions,  sir,  if  we  are  right  in  our 
calculation: 

Senator  Simmons.  I  am  talking  about  iha^  business  out  of  which 
these  three  billions  of  sales  tax  come  and  of  which  business  does  not 
pay  anything. 

Mr.  Rothschild.  I  am  trying  to  address  myself  to  that. 

Senator  Sommokb.  What  part  of  the  balance  of  the  taxes  oolleeted 
would  be  profits  on  this  identical  kind  of  business  1 
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Mr.  Rothschild.  I  will  address  myself  to  that.  In  the  first  place, 
if  you  do  not  require  three  bilUons  1  do  not  think  the  tax  should  be 
assessed  at  such  a  point  as  to  raise  three  bUlions.  It  should  only  be 
assessed  at  a  point  to  raise  the  amount  which  is  necessary  to  fill  out 
the  amount  which  the  Government  needs  for  revenue  after  laying  a 
personal  income  tax  to  such  a  point  as  Congress  decides  can  be 
properly  collected,  taking  into  consideration  the  amounts  which 
would  come  in  from  duties  and  inheritance  taxes,  if  you  please,  and 
then  the  balance,  whether  that  be  1  per  cent  or  one-half  per  cent 
or  one-third  per  cent,  should  be  realized  from  the  turnover  tax. 

If  a  man  makes  $50,000  profits  and  withdraws  $40,000  or  $30,000 
from  his  business  as  his  personal  income,  he  will  pay  on  that  per* 
sonal  income  a  graduated  tax;  and  that  is  all  you  get  to-day. 

Senator  Simmons.  Have  you  niade  a  very  careful  estimate  as  to 
what  you  are  goin?  to  get  from  the  sales  tax  ?  Have  you,  in  your 
general  program — 1  suppose  it  does  not  confine  itself  to  the  sales 
tax — estnnated  how  much  we  would  get  from  the  income  tax  if  it  is 
&ced  according  to  your  idea  of  the  tax  that  ought  to  be  levied? 

Mr.  Rothschild.  We  have  not  attempted  to  do  everj^thing.  We 
have  not  attempted  to  figure  or  to  fix  the  Umits  of  an  income  tax. 
The  only  point  we  raise  as  to  a  personal  income  tax  is  that  the  opera^ 
tibn  of  our  present  law  has  created  a  class  of  nontaxpayers,  a  class 
which  ought  to  pay  taxes,  among  all  people  They  are  to  a  great 
extent  exempt,  th^e  people  of  very,  very  large  incomes  whose 
capital  is  fluid  and  who  have  been  enabled  to  put  their  money  into 
nontaxable  securities,  mostly  municipal  bonds. 
•  We  assume  that  CJongress  does  not  want  to  exempt  any  class  from 
the  burden  of  taxation,  especiaUy  our  wealthy  class  There  are 
other  reasons,  of  course,  why  they  are  going  to  put  their  money  in 
nontaxables. 

Senator  Simmons.  Yes;  I  see  that.  We  ought  to  catch  the  wealthy 
iAaaa  just  as  you  say  we  ought  to  catch  the  consumer.  But  what  1 
am  getting  at  is,  have  you  studied  out  to  what  extent,  if  your  program 
b  carried  out,  we  are  going  to  tax  the  profits  of  business  ?  Are  we 
going  to  let  that  go;  (»r,  if  we  are  not,  how  nmch  do  you  calculate  to 
take  from  them  t 

Mr.  Rothschild.  The  question  is:  Why  do  you  want  the  profits 
of  business  1  You  have  got  to  have  income.  Your  income  ought 
to  be  raised  in  such  a  manner  from  business  as  to  put  the  lightest 
harden  on  the  consumer. 

Senator  Simmons.  Why  do  you  think- that  i,  as  a  consumer,  ought 
to  pay  a  tax  on  what  I  consume,  while  you,  as  a  business  man  sellmg 
me  these  things,  ought  not  to  pay  any  tax  ? 

Mr.  Rothschild.  I  am  a  consumer  also;  and  you  are  paying  a 
bister  tax  under  our  present  sjrstem. 

Senator  Simmons.  If  I  have  un  income  I  will  have  to  pay  tax  on 
that  income. 

Mr.  Rothschild.  So  will  I. 

Senator  Simmons.  I  want  to  know  how  mud);  tax  you  and  I  have 
got  to  pay  on  our  incomes  under  your  plan. 

Mr.  KoTHSOHiLD.  Aceovding  to  our  incomes.  We  are  paying  more 
on  the  things  that  we  consume  to-day  thim  we  would  be  under  our 
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Senator  Simmons.  But  if  we  catch  the  consumer  to  the  extent  of 
three  billions,  and  if  we  catch  these  millionaires  who  are  investing 
their  money  in  nontaxable  securities,  it  looks  to  me  as  if  we  had  to 
raise  four  oillions.  There  will  be  a  mighty  small  amount  left  for 
the  profits  and  incomes  of  the  country  U>  pay,  especially  if  you  are 
going  to  retain  your  tobacco  tax  and  taxes  of  that  character. 

Mr.  Rothschild.  We  do  not  ask  that  the  old  excises  be  repealed, 
the  tobacco  and  liquor  taxes.  We  do  not  ask  that  they  be  repealed. 
Those  are  not  the  war  excise  taxes. 

Senator  Simmons.  If  you  retain  those  taxes  along  with  the  trans- 
portation tax,  as  the  Secretary  of  the  Treasury  advises  that  we  should, 
we  have  to  raise  nearly  a  billion  additional  from  that  source;  ana 
you  will  cut  your  incomes  down  to  a  minimum.  I  take  it  that  you 
gentlemen  who  have  worked  out  this  scheme  must  have  considered 
its  effect  upon  the  income  tax,  and  I  want  to  see  what  your  idea  is 
of  the  amount  we  ou^ht  to  collect  from  incomes. 

Mr.  Rothschild.  As  much  as  you  can.  After  you  have  collected 
all  you  can,  then  place  your  turnover  tax  on.  We  do  not  want  to 
collect  three  billions  if  we  only  require  two  bilUons.  If  you  only 
require  two  billions  or  eighteen  hundred  millions,  fix  your  rate  of 
turnover  to  bring  in  that  amount  of  money.  Get  all  you  can  on 
your  graduated  income  tax.  We  are  for  that.  We  beheve  that  is 
a  tax  which  is  properly  levied  as  to  ability  to  pay.  The  taxing  of 
business  or  of  corporations  simply  to  tax  profits  is  nothing  but  an 
indirect  way  of  taxing  the  consumer. 

Senator  Simmons.  What  do  you  say  about  the  surtaxes  ? 

Mr.  Rothschild.  My  personal  view  is  that  a  surtax  should  stop 
at  a  point  where  a  man  is  practically  forced  to  put  his  money  into 
nontaxable  securities. 

Senator  Simmons.  What  point  would  you  fix? 

Mr.  Rothschild.  That  is  a  question  of  interest.  That  is  a  ques- 
tion very  largely  of  calculation.  If  you  estimate  that  prime  muni- 
cipal bonds  will  pay  you  5  per  cent,  or  other  prime  mvestmente 
will  pay  you  7  per  cent  today,  that  is  simply  the  relation  between  5 
and  7.  There  are  people  to-day  who  can  get  as  much  money  out  of 
a  5  per  cent  nontaxable  security  as  they  could  get  out  of  a  17  per 
cent  taxable  security. 

That  is  a  situation  which  everybody,  of  course,  can  not  take 
advantage  of.  Every  man's  money  is  not  so  fluid  that  he  can  put 
his  money  into  nontaxable  securities.  If  it  were  there  would  not 
be  enough  nontaxables,  although  they  are  grinding  them  out  by 
the  millions  all  the  time.  I  thmk  there  is  somethmg  like  fifteen 
billions  now. 

Senator  Smoot.  Your  position  is  this,  that  you  desire  to  collect 
every  dollar  you  can  out  of  the  income  tax  ? 

Mr.  Rothschild.  Yes,  sir. 

Senator  Smoot.  And  cqjlect  all  that  you  can  out  of  ports  of  entry  ? 

Mr.  Rothschild.  Yes,  sir. 

Senator  Smoot.  And  collect  inheritance  taxes  i 

Mr.  Rothschild.  Yes,  sir. 

Senator  Smoot.  And  collect  tobacco  taxes? 

Mr.  Rothschild.  Yes,  sir. 

Senator  Smoot.  And  for  whatever  you  lack  of  making  up  four 
bilUons,  or  whatever  you  want  to  raise,  impose  a  sales  tax;  and  if 
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one-third  of  1  per  cent  will  raise  the  desired  amount,  put  it  at  one- 
third  of  1  per  cent.  If  one-half  of  1  per  cent  will  raise  the  desired 
amount,  make  it  one-half  of  1  per  cent  ? 

Mr.  Rothschild.  Yes,  sir. 

Senator  Simmons.  Senator  Smoot,.  as  I  have  understood  the 
witness — ^I  may  have  misunderstood  him — you  have  turned  hia 
proposition  around  completely. 

Senator  Smoot.  I  do  not  think  so. 

Senator  Simmons.  I  understood  that  the  witness  was  suggesting 
that  we  raise  $3,000,000,000  from  the  sales  tax. 

Mr.  Rothschild.  You  are  mistaken,  Senator. 

Senator  Simmons.  Now  I  understand  that  I  am  mistaken  about 
that,  that  you  did  not  suggest  that  we  raise  anything  by  the  sales  tax 
if  we  can  get  all  we  need  from  these  other  sources. 

Mr.  Rothschild.  Absolutely.  As  appearing  for  business  men 
here^  people  who  are  paying  special  excise  taxes,  our  main  reason  for 
coming  here  to-day  is  to  ask  to  be  relieved  from  war  taxation  during 
peace  times. 

Senator  Simmons.  What  tax,  then,  are  you  advocating  upon 
sales — 2  per  cent  or  1  per  cent  turnover  t 
^  Mr.  Rothschild.  Not  exceeding  1  per  cent.  If  one- third  is  suffi- 
cient, only  one-third  per  cent.  We  only  place  a  limit  of  1  per  cent 
because  we  believe  that  is  more  than  simcient  for  any  necessities  of 
the  Government;  and  if  you  place  it  too  high  it  will  lose  some  of  its 
qualities. 

Senator  Simmons.  Then,  if  I  understand  your  argument,  it  is  that 
if  we  make  it  1  per  cent  it  would  raise  $3,000,000,000,  and  that  we  do 
not  need  to  raise  that  much,  and  therefore  we  can  make  it  less  than 
that? 

Mr.  Rothschild.  Yes,  sir;  that  is  the  reason. 

Senator  Smoot.  That  is  the  position  he  has  taken  in  all  of  his 
articles  that  I  have  seen. 

Senator  Simmons.  I  was  not  here  when  he  began  his  testimony. 

A&.  Rothschild.  The  estimate  we  made  was  tnat  it  would  be  two 
billions  two  hundred  and  some  odd  millions,  based  simply  on  iSgures. 
given  by  the  department.  Of  course,  those  are  very  largelv  matters 
of  personal  estimate,  and  I  think  we  were  conservative  all  the  way 
through,  and  I  was  astonished  when  I  saw  that  estimate  yesterday 
afternoon  in  going  over  this  report  of  1919  on  the  1917  returns. 
Possibly  you  are  getting  very  close  information  from  the  Treasury 
Department,  and  the  Treasury  Department,  I  believe,  is  vastly 
better  able  to  estimate  a  possible  turnover  for  the  next  year  than  they 
are  to  estimate  profits  lor  the  next  year.  When  you  get  such  an 
estimate  honestly  and  carefully  worked  out  j^ou  may  find  that  one- 
third  of  1  per  cent  is  more  than  you  will  need  m  the  way  of  a  turnover 
tax. 

Senator  Simmons.  One-third  of  1  per  cent ) 

iSr.  Rothschild.  Yes,  sir.  The  turnover  in  this  country  is 
enormous. 

I  would  like  to  ask  permission — I  know  that  I  am  asking  a  great 
deal  of  the  committee.  I  have  been  at  this  work  for  one  year.  I 
am  going  away  in  a  month.     I  have  retired  from  business  and  I  have 

got  to  go  iway  for  recreation.    I  am  going  away  for  a  year — I  would 
ke  <t0  ask.  permission  to  put  in  this  tax  primer  which  some  of  you 


208  INTERNAL,  REVENUE. 

gentlemen  may  have  seen.  In  that  primer  I  have  tried  to  put  as 
many  arguments  as  I  could  find  against  the  sales  tax  as  well  as  those 
in  favor  of  the  sales  tax,  and  have  tried  to  meet  them  with  more  or 
less  success,  I  am  told.  I  believe  that  this  primer  is  practically  the 
meat  of  the  sales  tax  idea,  and  I  should  like  i>ermission  to  have  the 
primer  go  into  the  record.        ' 

The  Chairman.  How  inany  pages  is  it? 

Mr.  Rothschild.  It  is  quite  a  big  book.  It  contains  50  pages, 
but  I  think  it  is  possibly  of  more  real  value  than  some  of  the  thmgs — 
I  do  not  want  to  make  any  invidious  distinctions,  but  a  statement 
made  here  yesterday  was. called  to  my  attention  by  some  National 
Grange  man,  in  which  he  stated  that  I  have  been  financing  the 
Business  Men's  National  Tax  Committee.  I  should  have  been  very 
glad  to  finance  it  if  it  were  necessary,  but  it  was  not.  I  have  not 
financed  them  or  any  other  set  of  business  men;  but  those  are  the 
things  that  have  gone  into  the  record,  and  I  believe  this  statement 
will  be  helpful. 

Senator  Simmons.  You  are  giving  the  arguments  on  both  sides  i 

Mr.  Rothschild.  As  near  as  I  could. 

Senator  Simmons.  You  have  been  advocating  the  sales  tax  your- 
self? 

Mr.  Rothschild.  Yes,  sir,  absolutely.  But  I  have  given  the  other 
arguments.  In  fact,  I  have  asked  people  who  were  well  posted  to 
write  some  of  the  answers  where  we  disagreed  from  the  point  of  view 
of  workability. 

Senator  Smoot.  I  see  no  objection  to  having  it  go  into  the  record, 
Mr.  Chairman^ 

The  Chairman.  At  the  request  of  Senator  Smoot  the  primer,  so 
called,  will  be  printed  as  a  part  of  the  witness's  remarks. 

FuiMBR-— Gross  Sales  or  Turnover  Tax  Not  Exceeding  1  Per  Cent  and  No 

Other  Tax  on  Business. 

To  the  American  people  upon  whose  shoulders  all  business  taxes  finally  rest,  this 
primer  is  respectfully  dedicated. 

Business  Men's  National  Tax  Committee,  6  West  Forty-eighth  Street,  New  York 
City:  Chairman,  Meyer  D.  Rothschild.  Vice  chairmen,  Darwin  R.  James,  jr.,  prem- 
<i0nt  American  Chicle  Co. ;  H.  Boardman  Spalding,  vice  preeadent  and  treasurer  A.  G* 
Spalding  &  Bros.  Treasurer,  M.  L.  Moivent^au,  president  Mirror  Candy  Co.  Secre- 
tary, M.  L.  Heminway,  general  manager  Motor  &  Accessory  Manufacturers*  Association. 

PO  REWORD. 

For  the  past  two  years  the  question  of  relief  from  the  burden  of  heavy  taxation 
imposed  to  pay  the  costs  of  the  World  War  has  been  uppermost  in  the  minds  of  our 
people. 

Excess-profits  taxes,  the  higher  surtaxes  on  paisonal  incomes,  and  the  special  exciset 
on  manufactures  and  sales  were  either  grossly  inequitable  for  peace-time  taxation,  or 
were  rapidly  becoming  unproductive.  The  necessity,  however,  for  the  continued 
collection  of  huge  revenues  to  meet  the  estimated  expenditures  of  the  Grovemment  for 
some  years  to  come  has  prevented  the  prompt  repeal  of  all  these  discredited  taxes  and 
will  prevent  such  repeal  until  some  form  of  taixation  can  be  found  wiiidi  will  replace 
as  much  of  this  revenue  as  may  be  necessary  for  tiie  needs  of  the  Government. 

Many  tax  plans  and  suggestions  have  been  offered  by  Treasury  experts,  economists^ 
committees  of  business  organizations,  and  others,  but  none  of  them,  has  appealed  so 
-strongly  to  the  business  men  of  ^he  country  as  the  gross  sales  or  lumov^er  tax. 

Discussion  of  the  sales  tax  has-  been  couB<ry  wide.  The  wtoendn  of  the  Chamber 
of  Commafce  ol  the  United  States,  the  Nadonai  Associatien  of  Manulactureics,  and 
numerous  boards  of  trade  and  chambers  of  commerce  have  served  to  educate  businees 
men,  imtil  now  there  seems  to  be  an  almost  unanimous  demand  for  this  tax,  not  as  an 
Additional  tax,  but  as  a  substitute  tax  for  tfie  excess-profits  taxesy  higher  surtaxes  on 
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pereoDAl  incomeo,  spediil  oommodidefl  taxes,  taxes  on  transportation,  and  manyother 
of  the  special  taxes  and  surtaxes  which  are  an  unpleasant  legacy  of  the  World  War. 

There  has  been  much  light  shed  on  the  sales  tax,  as  well  as  much  confusion  created 
on  the  subject,  through  conferences,  discussions,  speeches,  and  literature,  especially 
during  the  past  year. 

In  order  to  state  as  convincingly  as  possible  the  ar^ments  for 'the  general  gross 
salee  or  tumov^  tax  favored  by  the  Business  Men's  National  Tax  Committee,  and 
to  meet  the  weightiest  arguments  offered  against  such  a  sales  tax,  this  primer  was 
partly  compiled  «id  submitted  to  over  200  friends  and  opponents  of  the  sales  tax 

principle  '  for  criticism  and  constructive  suggestions.  Many  helpful  criticisms  and 
suggestions  have  been  received  and  are  incorporated  in  the  primer  and  I  wish  to  take 
this  opportunity  of  expressing  my  Uianks  for  this  valuable  assistance. 

Prompt  and  thorough*goin^  tax  revision  is  a  business  and  social  necessity.  The 
progress,  comfort,  and  happine^  of  our  people  depend  largely  upon  the  fruits  of 
collective  labor,  which  we  term  busineas. 

The  iarmes  and  the  wage  earner  are  as  much  a  part  of  the  business  of  our  country 
as  the  merchant,  the  manufacturer,  and  the  banker.  Business  taxes  are  a  common 
burden  which  must  be  borne  by  all  in  proportion  to  actual  consumption. 

We  believe  that  this  burden  will  be  greatly  reduced  for  every  consumer  if  Congress 
will  enact  a  general  sales  or  turnover  tax  as  a  substitute  for  all  other  business  taxes  ■ 

Meyer  D.  Rothschild, 
Chairman.  Btairuss  Men*s  National  Tax  Committee. 

New  York  Cfty,  April  11,  1921. 

1.  Question.  What  is  a  general  gross  sales  or  turnover  tax? 

Answer.  A  general  gross  sales  or  turnover  tax  is  a  tax  upon  the  sales  or  turnover 
of  all  business. 

This  includes  a  tax  on  all  sales  or  leases  of  goods,  wares,  and  commodities. 
A  tax  on  the  gross  receipts  of  all  professionid  men  and  those  rendering  business 
service. 

(e)  A  tax  on  the  gross  receipts  of  land  and  water  transportation,  of  all  public  and 
private  service  utilities,  such  as  water,  gas,  and  electricity. 

(d)  A  tax  on  the  sale  of  rei^  property  and  on  the  rents  and  royalties  collected  for 
the  use  of  property. 

(e)  A  tax  on  the  sale  of  all  capital  assets,  excludir^  stocks,  bonds,  and  other  choses 
in  action. 

2.  Question.  How  would  the  banker,  broker,  commission  man,  architect,  lawyer, 
physician,  and  others  rendering  business  or  professional  services,  be  taxed  on  sales 
ol  such  services? 

Answer.  The  interest  received  by  bankers,  the  commissions  of  brokers  and  com- 
mission merchants,  the  lees  of  architects,  engineers,  lawyers,  and  physicians,  would 
be  taxed  at  the  same  rate  as  the  turnover  of  the  business  man. 

3.  Question.  Are  salaries  or  wages  to  be  subject  to  the  imposition  of  the  I  per  cent 
turnover  tax? 

Answer.  Professional  men  and  others  rendering  business  services  to  the  genera) 
public,  would  be  taxed  on  their  groas  receipts.  Salaries  and  ws^ges,  however,  are  not 
to  b3  subject  to  the  turnover  tax,  but  will  be  taxed  as  personal  income. 

4.  Question.  Would  the  banker,  broker,  commission  merchant,  architect,  en^eer, 
lawyer,  physician  and  others  rendering  business  or  professional  services  be  obliged  to 
pay  a  graduated  income  tax  on  their  net  personal  incomes  in  addition  to  the  turnover 
tax  on  their  business  or  professional  fees? 

Answer.  They  would. 

5.  Question.  Can  gross  receipts  for  services  be  separated  from  net  parsonal  income? 
Answer.  When  dividends  are  declared,  or  profits  distributed,  by  a  corporation, 

partnership  or  individual  person  selling  personal  services,  such  dividend  or  profit 
becomes  personal  income  and  must  be  accounted  for  in  the  personal  income  tax  return 
filed  by  me  parson  who  receives  the  dividend,  draws  the  money,  or  to  whose  personal 
account  sucn  dividend  or  profit  is  credited. 

6.  Question.  What  about  personal  service  corporations,  partnerships  and  sole 
traders  that  have  no  need  of  capital  and  therefore  nave  no  capital  account  to  which 
undistributed  earning?  can  be  credited? 

Answer.  In  such  cases  the  entire  net  income  will  undoubtedly  accrue  to  the  share- 
holders, partners,  or  sole  traders,  and  the  entire  amount  will  be  taxable  in  their  net 
personal  income. 

7.  Question.  Will  it  be  just  to  oblige  such  persons  and  corporations  to  pay  a  turn- 
over tax  in  addition  to  the  personal  income  tax  when  they  can  not  avail  themselves 
of  the  privilege  of  leaving  some  of  their  net  business  receipts  in  the  business? 

5a4oa— 21 — ^14 
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AoBwer.  It  will  not  be  juet.  In  such  cases  there  should  be  no  turnover  tax,  but 
only  the  graduated  personal  income  tax. 

8.  Question.  Why  collect  a  turnover  tax  on  rents  and  royalties  received  for  the  use 
of  property  and  on  the  sale  of  capital  assets? 

Answer.  There^  is  now  a  turnover  tax  of  one-tenth  of  I  per  cent  on  the  sale  of  real 
property,  in  addition  to  which  there  is  a  substantial  net  income  profits  tax  on  such 
sales  and  on  the  sales  of  capital  assets,  which  in  some  instances  is  almost  confiscatoiv. 

Real  estate,  or  capital  assets  of  other  kinds,  held  since  March  1,  1913,  and  now  sold 
at  an  advance  of  25  per  cent,  may  involve  a  payment  to  the  Government  in  profitB 
taxes  of  over  70  per  cent  of  that  sidvance,  notwithstanding  the  fact  that  the  average 
profit  for  each  year  in  the  eight  since  1913  has  been  but  3  per  cent. 

Timberlands,  oil  lands,  and  speculative  capital  assets  of  other  kinds  may  be  prac- 
tically unmarketable  for  a  numoer  of  years  and  involve  lazge  carrying  chaiges.  A 
demand  for  lumber,  the  discovery  of  ore  or  oil,  mav  suddenly  advance  the  value  of 
these  assets  to  substantial  figures,  and  the  owner  is  {hen  faced  with  the  alternative  of 
selling  and  paying  the  Government  a  huge  share  of  the  amount  offered,  or  of  declining 
to  sell  in  the  hope  that  more  equitable  tax  laws  will  make  such  a  sale  profitable  at 
some  future  time. 

The  recommendation  to  include  the  sale  of  real  property,  rents,  and  the  sale  of 
other  capital  assets  in  the  general  gross  sales  or  turnover  tax,  and  to  exclude  the  pro- 
ceeds of  such  sales  and  rents  from  the  operation  of  profits  taxes  is  made  as  a  matter 
of  justice  to  owners  of  real  property  and  other  capital  assets. 

9.  Question.  Why  should  the  1  per  cent  sales  tax  not  apply  to  sales  of  securities 
or  of  contracts  on  produce  exchanges? 

Answer.  Briefly  and  practically  because  the  rate  would  prevent  the  transaction 
and  not  produce  the  revenue.  Every  tax  has  a  maximum  revenue  point  beyond 
which  an  increase  in  the  rate  tends  to  diminish  the  revenue,  and  it  also  has  a  poteiitial 
maximum  where  it  is  actuall>r  destructive  of  the  object  of  the  tax.  The  purpose  of 
taxation,  generally  speaking,  is  to  produce  revenue  with  the  least  possible  injury  to 
the  business  or  transaction  taxed.  Sales  of  stock  are  now  taxed  one-fiftieth  of  I  per 
cent,  and  a  Treasury  expert  recently  testified  that  an  increase  in  the  rate  to  one-filth 
of  1  per  cent  might  pass  the  collection  point.  This  statement  might  indicate  that  an 
increase  to  one-mth  of  1  per  cent  would  reduce  transactions  in  securities  to  one-tenth 
of  their  present  volume.  This  is  undoubtedly  an  exaggeration,  but  the  point  is  that 
the  rate  should  be  adjusted  to  the  transaction  and  that  even  a  one>fifUi  ai  1  per  cent  tax 
on  sales  of  securities  woald  seriously  curtail  normal  transactions.  As  this  tax  in  on' 
present  declining  markets  would  have  to  be  borne  by  the  seller,  its  immediate  effect 
would  probably  be  a  serious  decline  in  security  values.  While  a  1  per  cent  tax  on  a 
commodity  passing  from  the  producer  to  the  consumer  is  n^ligible  in  its  e£fect  on  the 
demand,  any  such  tax  would  be  practically  destructive  of  security  transactions. 

10.  Question.  How  will  the  general  gross  sales  or  turnover  tax  be  collected? 
Answer.  The  tax  is  paid  to  the  Government  on  total  sales  of  commodities  or  business 

service. 

11.  Question.  When  is  the  tax  payable? 

Answer.  Either  monthly,  or  quarterly,  as  the  law  may  provide — ^preferably  monthly. 

12.  Question.  How  will  the  (rovemment  be  benefited  oy  mohthly  tax  returns  under 
the  proposed  turnover  tax? 

Answer.  The  Government  would  receive  hundreds  of  millions  of  dollars  each  month. 
It  would,  therefore,  no  longer  be  under  the  necessity  of  iasuing  short-term  Treasury 
certificates  at  high  interest  rates,  in  anticipation  of  taxes  to  he  collected  in  the  future. 

13.  Question.  In  what  manner  will  a  vendor  report  his  tax? 

Answer,  (a)  He  will  use  a  simple  form,  similar  to  the  one  now  in  use  in  the  revenue 
department  and  known  as  728 A,  on  which  he  will  enter  his  sales  for  the  taxable  period; 
(6)  taking  credit  for  any  returns  of  merchandise  and  send  this  return  with  a  check  for 
the  tax  due  to  his  local  collector  of  internal  revenue. 

14.  Question.  What  about  farmers,  small  dealers,  and  otheis  who  sell  only  a  nominal 
amount  of  goods,  wares,  and  commodities,  or  services? 

Answer.  Exemption  of  sales  amounting  to  $500  a  month  or  $6,000  a  year  will  exclude 
the  farmers  and  smaller  dealers  and  greatly  simplify  the  administration  of  the  proposed 
tax. 

15.  Question.  Is  there  any  way  in  which  the  returns  of  all  who  are  subject  to  the 
turnover  tax  can  be  readily  checked  and  controlled? 

Answer.  The  Philippine  law,  which  provides  that,  "each  merchant  and  manufac- 
turer shall,  on  the  1st  day  of  January,  1905,  or  on  the  date  thereafter  on  which  such 
merchant  or  manufacturer  engages  in  any  mercantile  or  manufacturing  pursuits,  either 
on  his  own  account  or  on  commission,  pay  a  tax  of  2  pesos,"  can  be  suostantially  fol- 
lowed, thus  obliging  everyone  subject  to  "the  turnover  tax  to  take  out  a  license  to  do 
business,  for  the  nominal  fee  of  $1. 
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This  license  can  I e  issued  by  local  collectors  of  internal  revenue,  who  will  thur  have 
knowledge  of  every  individual  who  i:  legally  authorized  t")  do  l.ufine  s  within  his 
district. 

16.  Question.  What  are  the  other  varieties  of  eale^  taJC-.? 

Answer,  (a)  A  limited  general  sales  or  turnover  tax,  generally  called  the  com- 
modities sale"?  tax:  A  tax  to  paid  on  the  sales  of  all  goods,  wares,  and  commodities. 

(&)  A  wholesale  sales  tax:  A  tax  to  be  paid  by  the  manufacturer,  producer,  or 
importer. 

(c)  A  retail  ealej  tax:  A  tax  to  be  paid  by  the  retail  di^tril  utor  of  goods,  wares,  and 
merchandise. 

{d)  The  excise  taxei  now  levied  on  certain  specified  commodities  are  also,  of  course, 
special  sales  taxe;. 

17.  Question.  How  do  these  differ  from  the  general  gross  sale 3  or  turnover  tax? 
Answer,  (a)  A  tax  on  gross  sales  of  goods,  ware%  and  merchandiFe  would  not,  of 

course,  apply  to  '*  sales''  of  services,  real  property,  capital  a  rets,  etc. 

(6)  The  wholesale  sales  tax  is  confined  to  sales  made  by  manufacturers,  producers, 
and  importers. 

(c)  Tne  retail  sales  tax  is  confined  solely  to  sales  made  at  retail. 

18.  Question.  Is  there  any  difference  between  sales  tax  and  a  turnover  tax? 
Answer.  A  sales  tax  can  be  applied  to  each  sale  or  business  transaction,  while  a 

turnover  tax  is  what  its  name  implies;  a  tax  on  .the  aggregate  business  for  a  month 
or  any  other  specified  period. 

19.  Question.  What  are  the  objections  to  a  retail  sales  tax? 

Answer.  The  managing  director  of  a  great  national  association  of  retailers  states  the 
following  ob j  ections : 

"1.  It  would  be  discriminatory,  placing  upon  the  shoulders  of  retailers  the  unequal 
burden  of  responsibility  for  a  uirge  share  of  Government  revenues  and  exempting 
other  forms  of  business  from  a  like  responsibility. 

*'2.  The  tax,  ii  a  retail  tax,  would  have  to  be  substantially  larger  than  a  tax  on  all 
operations.  Such  a  laiger  tax  would  be  embarrassing  to  retailers  by  increasing  the 
spread  between  wholesale  and  retail  prices. 

''3.  The  tax  could  not  be  wholly  passed  on  because  of  competition.  There  are 
many  articles  in  retail  stocks  which  sell  for  fractional  parts  of  a  dollar,  the  sales  prices 
being  pretty  well  established.  It  would  be  impossible  to  distribute  the  tax  evenly 
over  all  merchandise  and  because  no  two  retailers  would  distribute  it  alike  over  the 
same  merchandise  and  because  retailers'  prices  in  the  long  run  are  determined  by 
competition  there  would  be  part  of  the  tax  that  could  not  be  passed  on.  This  would 
be  true  of  any  form  of  sales  tax  except,  of  course,  a  specific  tax  collected  from  the 
customer  at  the  time  of  sale  which  is  not  desirable  because  of  the  large  amount  of 
work  involved.  If  the  sales  tax  is  applied  to  aU  operations  from  producer  to  consimier 
the  retailer  is  willing  to  be  responsible  for  that  part  of  the  tax  on  his  operation  which 
could  not  be  ^used  on,  but  he  objects  to  being  made  the  goat. 

''4.  The  difficulty  of  detennining  the  incidence  of  the  tax  if  it  is  placed  on  sales 
for  final  consumption  alone." 

20.  Question.  What  is  the  position  of  some  advocates  of  the  gross  sales  tax  on  goods, 
wares,  and  merchandise? 

Answer.  They  believe: 

(a)  That  with  the  anticipated  changes  in  the  excises,  profits  and  income  taxes, 
approximately  $2,000,000,000  must  be  raised  from  other  sources; 

(b)  That  a  sales  tax  confined  to  ^ds,  wares,  and  merchandise  will  yield  approxi- 
mately $1,500,000,000,  and  that  it  is  now  necessary  to  raise  this  amount  from  a  gen- 
eral sales  tax; 

(c)  That  goods,  wares,  and  merchandise  represent  the  natural  scope  of  the  sales  tax ; 
(a)  That  this  is  essentially  the  Philippine  sales  tax  and  substantially  the  Canadian 

tax,  but  is  not  the  French  tax; 

(e)  That  the  conception  of  a  low-rate  sales  tax  on  successive  turnovers  as  generally 
understood  and  discussed,  is  that  of  a  sales  tax  following  the  raw  material  through  to 
the  finished  article  sold  to  the  consumer,  upon  whom  the  tax  is  normally  *' shifted"; 

(J)  That  such  a  conception  does  not  apply  to  capital  assets  which  are  continually 
sold  and  resold  between  individuals  and  for  which  there  is  no  shifting,  nor  to  "sales  ' 
miscalled  of  purely  personal  service,  e.  g.,  professional  or  business,  wliich  really  con- 
stitute gross  mcome  of  the  recipient. 

21.  Question.  Are  there  any  serious  objections  to  a  tax  on  every  sale? 

Answer.  A  tax  on  every  sale  will  result  in  greatly  increased  work  and  expense  for 
the  taxpayer  in  keeping  account  of  his  indebtedness  to  the  Government.  It  will  also 
result  in  loss  of  revenue  to  the  Government  because  of  the  volume  of  sales  that  are 
made  at  less  than  $1  and  sales  made  in  dollars  and  cents. 
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22.  Question.  Is  it  not  practicable  to  consider  all  sales  of  from  50  cents  to  $1  aa 
dollar  sales,  and  regard  sales  under  50  cents  as  nontaxable? 

Answer.  Such  a  provision,  if  the  tax  was  on  each  sale,  would  exempt  the  entire 
sales  of  the  5  and  10  cent  stores,  and  many  of  the  chain  stores,  of  street  cars,  jitneys, 
motion-picture  houses,  etc.,  and  would  open  the  door  to  fraud  because  it  would  be 
difficult  to  establish  what  percentage  of  a  taxpayer's  business  was  in  nontaxable  frac- 
tions of  a  dollar.  On  the  other  hand,  under  a  turnover  tax  on  the  entire  sales  of  the 
month,  every  sale,  large  and  small,  would  bear  its  percentage  of  tax. 

23.  Question.  What  is  the  Philippine  sales  tax? 

Answer.  According  to  the  Hon.  Lebbeus  L.  Wilflev,  who  was  attornev  general  in 
the  Philippine  Islands  under  Gov.  Tait,  a  limited  sales  tax  was  enacted  in  19C5,  and 
was  strongly  opposed  by  a  lar^^e  element  of  the  Philippine  people  at  that  time.  The 
arguments  advanced  against  it  were  identical  with  the  arguments  raised  against  it 
here.  This  tax  was  originally  one-third  of  1  per  cent  and  is  now  I  per  cent.  A  Icohol 
and  tobacco  products  are  taxed  at  comparatively  high  rates;  all  other  commodities  are 
taxed  1  per  cent  on  each  turnover. 

The  following  are  exempt  from  the  sales  tax: 

(a)  Imijorters,  on  foreign  goods  imported  by  them: 

(b)  Agriculturists,  on  produce  actually  raised  by  them;  consumed  by  them,  or  sold 
to  local  dealers  or  exporters! 

(c)  Exporters,  on  all  goods  exported; 

(d)  Merchants  whose  annual  sales  do  not  exceed  in  value  $250.    (See  also  Q.  90.) 

24.  Question^.  What  is  the  Canadian  sales  tax? 

Answer.  This  tax  is  applicable  to  sales  by  manufacturers,  wholesalers  or  jobbers, 
and  is  payable  on  all  goods  or  articles  which  are  not  specifically  exempted.  The  ' 
sales  tax  is  cumulative  in  effect,  the  rate  of  tax  being  1  per  cent  on  sales  and  deliveries 
by  manufacturers;  wholesalers  or  jobbers;  but,  in  respect  to  sales  by  manufacturers 
direct  to  retailers,  or  to  consumers,  and  on  importations  by  a  retailer  or  consumer, 
the  rate  is  2  per  cent.    Exports  are  exempted  from  the  sales  tax. 

25.  Question.  Is  the  Canadian  sales  tax  meeting  the  expectation  of  the  Canadian 
Government  and  i&  it  acceptable  to  the  Canadian  people? 

Answer.  In  response  to  an  inquiry  dated  Decemoer  6,  1920,  from  the  Hon.  Joseph 
W.  Fordney,  Chairman  of  the  Committee  on  Ways  and  Means  of  the  House  of  Repre- 
sentatives, Eon.  George  W.  Taylor,  assistant  deputy  minister  inland  revenue,  wrote 
on  December  9,  in  part: 

"From  indications  based  on  returns  of  collections  to  date,  it  appears  that,  unless 
there  is  a  very  great  reduction  in  the  volume  of  domestic  trade  during  the  balance  of 
the  present  fiscal  year,  the  total  amount  of  collections,  through  the  medium  of  this 
tax,  will  meet  the  expectations  held  by  the  Government  at  the  imposition  of  the  tax. 

"It  has  been  found  that  the  levying  of  the  sales  tax  has  caused  no  appreciable  dis- 
turbance of  markets  or  market  prices;  no  undue  enhancement  of  costs,  as  rePected  in 
index  fi.s|ure8,  is  discernible. 

"Judging  from  the  paucity  of  complaint  and  the  number  of  commendations  ex- 
pressed, the  principle  of  the  sales  tax,  being  virtually  a  tax  at  the  origin,  appears  to 
De  universally  acceptable  to  the  Canadian  people.  As  a  matter  of  fact,  observations 
of  the  depaitment  indicate  that  the  sales  tax  is  a  popular  innovation  in  the  production 
of  revenue. 

"The  initiation  of  so  new  a  form  of  taxation  was,  as  might  be  expe:*ted.  attended 
at  the  outset  by  considerable  difficulty,  which,  however,  has  now  been  almost  en- 
tirely eliminated,  owing  to  the  close  cooperation  of  the  public  with  the  department. " 

26.  Question.  Have  the  Canadians  any  other  form  of  sales  tax? 

Answer.  On  December  18,  1920.  Canada  practically  abolished  the  so-called  "lux- 
ury ta^es, "  retaining,  however,  the  tax  on  liquors,  perfumer,  playing  cards,  and 
some  kinds  of  confectioner\^ 

27.  Question.  Wliat  are  the  existing  sales  taxes  in  the  L'nited  States? 

Answer.  On  sales  by  the  manufacturer,  producer,  or  importer  of:  Automobiles, 
motorcycles,  accessories, and ecuipinents;  automobile  trucks,  and  automobile  wagons, 
tires  parts,  and  accessories;  tires,  inner  tubes,  parts  or  accessories;  musical  instru- 
ments sporting  goods,  chewing  gum.  cameras,  candy,  firearms.  kniveS;  electric  fans, 
thermos  bottles  and  thermostatic  containers,  pipes,  vending  machines,  liveriefl, 
hunting  garments;  fur  articles;  pleasure  boats;  photopaphic  films  and  plates;  toilet 
soaps;  playing  cards;  distilled  spirits;  fermented  liquors,  wines,  soft  beverages; 
humidors  and  smoking  stands,  cigars,  cigarettes,  tobacco;  snuff;  narcotics;  oleo- 
margarine; adulterated  butter;  renovated  butter;  ifilled  cheese;  mixed  flour;  white 
phosphorus  matches. 

2.  On  sales  for  consumption  or  use  by  anyone,  on  the  amount  in  excess  of  certain 
specified  prices  of  the  following  goods.    This  is  the  so-called  luxury  tax;  Boots, 
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fihoes.  pumpB,  and  elippers;  men's  and  boye'  caps  and  hate;  carpets  and  rugs;  pic- 
ture frames;  tninlrs,  valiFes,  traveling  bags,  etc.;  purees,  pocketbooks,  hand  bags; 
lamps  and  portable  lighting  fixtures;  umbrellaa,  paraeols.  and  sunebades;  fans;  bouse 
coats  and  loungint^  robes;  waistcoats;  hats,  bonnets,  and  hoods  (women's  and  misses') 
neckties  and  neckwear;  silk  stockings;  shirts;  underwear,  pajamas  and  nightgowns; 
kimonas.  waist i.  and  petticoats. 

3.  On  sales  for  consumption  or  use  by  anyone  of:  Jewelry,  watches,  clocks,  silver- 
ware, plated  ware,  optical  goods,  etc.;  patent  medicines;  ice  cream  and  soda  water; 
toilet  articles. 

4.  On  sales  by  anyone  to  anyone  of;  Statuary,  sculpture,  and  paintings,  art  porce- 
lains, and  bronzes;  real  estate. 

5.  On  sales  of  tl&e  use  of  property  by  the  lessor  of:  Automobiles;  pieasiire  boats; 
motion-picture  films;  dues;  pullman  accommodations. 

6.  On  admissions  to  places  of  amusement. 

7.  On  sales  of  choees  in  action  by  the  issuer  of:  Stock;  corporate  securities;  indem- 
nity bonds;  time  drafts;  promissory  notes;  marine  insurance;  fire  insurance;  life  insur- 
ance; casualty  insurance;  future  deliveries  of  produce;  futiure  delivmes  of  cotton. 

S.  On  sale  of  stocks. 

9.  On  sales  of  services  of:  Ocean  passage;  parcel  post;  transportation  b>^  freij^ht; 
transportation  by  express;  passenger  transportation;  transportation  by  pipe  line; 
telegraph  and  telephone  service. 
28.  Question.  What  are  the  various  rates  of  existing  sales  taxes  in  the  United  States? 
Answer.  On  manufacturers  of: 

Automobile  trucks  and  wagons per  cent . .  3 

Other  automobiles  and  motor  cycles  and  accessorieB do 5 

On  automobile  tires,  tubee»  and  accessories  sold  to  anyone  but  a  manufac- 
turer  percent..  5 

On  manufacture  of: 

Pianos,  organs,  phonographs,  records,  etc do 5 

Sporting  goods do 10 

Cnewing  gvm  or  substitutes do 3 

Gamerss .do 10 

Films  and  plates,  exclusive  of  motion-picture  film do 5 

Candy do 5 

Firearms,  shells,  etc do 10 

Huntinff  knives  and  bowie  knives do 10 

Dirks,  aaggers,  sword  canes,  stilettos,  brass  knuckles do 300 

Portable  dectric  fans , do 5 

Thermos  bottles  and  other  thermostatic  containers do 5 

Cigar  or  cigarette  holders  composed  wholly  or  in  part  of  meerschaum  or 

amber,  humidors,  smoking  stands,  etc percent..  10 

Automatic  slot  vending  machines do 5 

Liveries,  livery  boots  and  hats do 10 

Hunting  and  shooting  garments  and  riding  habits do 10 

Yachts,  motorboats.  pleasure  boats,  and  pleasure  canoes  over  $l5.w  .do 10 

Toilet  soaps  and  toilet  powders do 3 

Articles  niade  of  fur  or  chiefly  fur do 10 

On  works  of  art  when  sold  by  anybody  (sales  by  the  artist  to  anyone  and  sales  to 

educational  institution  or  public  museum  are  exempt) per  cent. .  1 0 

The  so-called  luxury  taxes,  referred  to  in  subdivision  2  of  question  27 . .  .do 10 

Jewelry,  precious  or  semiprecious  stones,  imitations  thereof;  watches,  clocks, 
opera  glasses,  lorgnettes,  marine  glasses,  field  glasses,  binoculars;  articles 
made  of  or  ornamented,  mounted  or  fitted  with  precious  metals  or  imitations 
thereof  or  ivory  (not  including  surgical  instruments,  but  including  spectacle 

and  eyeglasses),  when  sold  for  consumption  or  use per  cent. .  5 

Toilet  preparations  sold  at  retail 1  cent  on  each  25  cents  or  fraction  thereof. 

Medicinal  preparations  (excluding  physicians'  prescriptions)  sold  at  retail, 

per  cent 3 

Express per  cent. .  5+ 

Freight do 3 

I^a^  wires do 10 

Passenger  fares do 8 

Pipelines do 8 

Seats,  berths,  or  staterooms  in  sleeping  or  parlor  cars  or  on  vessels do 8 

Telegraph,  telephone,  cable,  or  radio  dispatches do . .  10-20 

Life,  health,  and  accident  insurance do . . .  i-lj 

Marine,  inland,  and  fire  insurance do I 
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^-  -"•-    rss^ruice percent.,  1 

^      .     '  t<      do 10-1- 

:'.:. 'J  \:\>i«,  leas  the  one-half  per  cent do 15 

5^d  ?:T*pe  juice do 10 

\    -  •  •>.  %-^TVTst.  \ip  to do 20 

'*   s».-  -A.:!^!^!^!^ do 10 

-••  ^* :-  -r*.  xsok<*t»  sold  by  proprietors,  employees,  or  by  scalpers  in  excess  of 

*^-.  A.-  r«riv>^!^:  tAx  on  such  excess per  cent. .  50 

■'W*-**?>*j<  »>K  ;\rict>  paid  for  refreshments do 15 

'^^-r^v  .-<-  '^^At$  j^f  opera — on  rej?ular  performance  price do 10 

\.  V.  s,\->^,;»\  du^d — initiation  fees do I  j 

UCBNSE   AND  SPECIAL  TAXES   PAYABLE   ANNUALLY. 

^T>«w*n^fe  Miniinobiles  for  hire: 

*  ."  ro  7  passenjters $10 

» ^xye  "  i^a^vienffere $20 

>v^^    'xc  aIWn*:*  and  billiard  rooms: 

*  jK->t  »l  It^y  or  table $10 

*  '^^^Muhouse $50 

1^%«i $100 

5v^.V $50 

>v  .vK  Mid  produce $50 

V  «s;i>Ihm>s  01  stock,  produce  exchanges,  etc $100  to  $150 

*X.^  ^;  *i*vk  tax $1  X>er  $1, 000 

^^tvwt^ss  X  v<:mnteR  and  tobacco $4  to  $24 

^^ '  w  «^\ViX)0  ciifars 10  cents  additional  per  1,000 

^^vtfcv^j^^B* 6 cents p«r  10,000 

*  >v*xNv $6  to  $24 

*  ^K*Av  over  200,000  pounds 16  cents  additional  for  each  1,000  pounds 

^^A^tt>  ; , $100 

^Vv>u^^  dorivatives $3  to  $24 

xN.^Hiw  \U\rivative3  additional 1  cent  an  ounce 

Y*  Nhx  exhibitions $15 

>^  '"^uc  *t  ademies $100 

NV,\>«»i\jj  ifallerios $20 

V>jAAUMr*,  museums,  concert  halls: 

v\paoi tv  not  over  250 $50 

^ >\  w  2fib  and  not  over  500 $100 

l^\  or  f)00  and  not  over  800 $150 

i>v*»r8()0 $200 

\*x"*Kt^,  motor  boats,  etc.: 

\  onjjth  not  over  50  feet per  foot. .  $1 

i>vt»r  50  feet  and  not  over  100  feet do $2 

Ovor  100  feet do $4 

M>^\Mp  boats  not  over  5  net  tons  with  fixed  engines $10 

STAMP  TAXES. 

^^xixdn,  debentures  or  certificates  of  indebtedness per  cent . .     1/20 

IVmuIs,  indemnity  and  surety,  giiaranty  and  fidelity  insurance,  50  cents  each 

l^us  l  per  cent  of  premium, 
l^nivitiil  stock,  original  issue,  pai  or  actual  value  where  there  is  no  par.  .per  cent. .     1/20 

\>ii)>ital  stock  and  rights;  sales  or  transfers do 1/50 

^Vwveyances  of  real  estate do 1/10 

limits  or  checks  not  payable  at  sight do 1/50 

Kwtry  of  merchandise  at  customhouse do.  1/5  to  1/4 

Ki^try  for  withdrawal  of  merchandise  at  customhouse  bonded  warehouse $0.  50 

!>ircel  pa<«t  packages per  cent. .      4+ 

l\tt8age  ticket;  vessels  to  destination  not  in  United  States,  Canada  or  Mexico, 

V>er  cent 3J  to  8 

Playing  cards,  per  pack $0. 08 

Fire,  lightning,  tornado,  and  other  like  insurance 8  per  cent  of  premium 

Power  of  attorney $0. 25 

Promissory  notes  and  each  renewal per  cent. .     1/50 

Sales  of  produce  on  exchange  for  future  delivery do 1/50 

Proxies each..  $0.10 
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29.  Questioii.  How  much  revenue  is  derived  from  eziiting  sales  taxes  in  the  United 
States? 
Answer.  For  the  year  ending  June  30, 1920,  from: 

Documentary  stamps $24, 437, 893 

Bonds,  capital  stock  issues,  conveyances,  etc 35, 277, 437 

Capital  stock  transfers 13, 372, 163 

Sales  of  produce  (future  deliveries) 8, 171, 870 

Playing  cards 3,088,462 

Transportation  of  freight 130, 785, 810 

Transportation  of  express 17, 597, 637 

Transportation  of  persons 98, 786, 635 

Seats,  berths,  staterooms 6, 074, 556 

Oil  by  pipe  lines 8,426,405 

Telegraph,  telephone,  and  radio  messages 26, 631, 837 

Leased  wires  or  talking  circuits 1, 045, 203 

Insurance — ^life,  marine,  inland,  and  casualty 18, 421, 754 

manufacturers'  excise  tax. 

Automobile  trucks  and  automobile  wagons ^ 14, 471, 464 

Other  automobiles  and  motor  cycles 76, 315, 814 

Tires,  parts,  or  accessories  for  automobiles,  etc 53,135,513 

Pianos,  oigans,  etc 13,624,121 

Tennis  rackets,  sporting  goods,  etc 2, 944, 912 

Chewing  gum 1,124,943 

Cameras. 876, 212 

Photographic  films 7 16, 903 

Candy 23,142,033 

Fire  arms,  shells,  etc 4, 644, 793 

Hunting  and  bowie  knives 15, 835 

Dirk  knives,  daggers,  etc 4, 144 

Portable  electric  fans 174, 084 

Thermos  bottles 218, 304 

Cigar  holders,  pipes,  etc 142, 373 

Automatic  slot  device  machines 88, 875 

Liveries,  livery  boots,  etc . . .  .■" 136, 020 

Hunting  garments,  etc 224, 756 

Articles  made  of  fur 15, 311, 214 

Yachts,  motor  boats,  etc 212,684 

Toilet  soap  and  toilet-soap  pocrders 1, 919, 398 

Motion-picture  films  leased 4, 381, 276 

Miscellaneous  revenue 2, 318, 688 

CONSUMERS*  OR  DEALERS^  EXCISE  TAX. 

Sculpture,  paintings,  statuary,  etc 1, 543, 133 

Caipets,  rugs,  picture  frames,  trunks,  wearing  apparel,  etc 17, 903, 610 

Jewelry,  watches,  clocks,  opera  glasses,  etc 25, 863, 607 

Perfumes,  cosmetics,  and  medicinal  articles 6, 427, 881 

Beverages,  nonalcoholic,  including  soft  drinks,  mineral  water,  etc 57, 460, 956 

Brokers,  etc.  (occupational) 2, 121, 312 

Theaters,  museums,  circuses,  etc 2, 048, 806 

Bowling  allevs,  billiard  and  pool  tables 2, 782, 156 

Shooting  galleries 35, 165 

Riding  academies 23, 359 

Passenger  automobiles  for  hire 2, 040, 243 

Yachts,  pleasure  boats,  power  boats,  etc 862, 236 

Admissions  to  theaters,  concerts,  cabarets,  etc 76,720,555 

Dues  of  clubs  (athletic,  social,  and  sporting) 5, 198, 001 

1  806,311,041 

&  The  flgureB  In  snswera  39  and  30  have  been  taken  from  the  Annual  Report  of  the  CommiaBioner  of 
Internal  Revenue  for  the  fiscal  year  ended  June  ao,  1990. 
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30.  Question.  What  o^er  internal  revenue  was  collected  by  the  Government  for 
the  year  ended  June  30,  1920? 

(a)  Income  and  profits: 

Individuals,  partnerships,  and  corporations |3, 956, 936, 003 

(b)  Estates: 

Transfer  of  estates  of  decedents 102, 635, 563 

(c)  Distilled  spirits: 

Distilled  spirits,  vdnes,  cordials,  etc 97, 905, 275 

{d)  Fermented  liquors: 

Barrel  tax  and  special  taxes 41, 965, 874 

(c)  Tohacco : 

Tobacco  and  cij^arettes 295, 809, 355 

(/)  Capital-stock  tax  on  corporations 93, 020, 420 

(g)  Miscellaneous  taxes,  opium,  adulterated  butter,  oleonmi^rins, 

child  labor,  etc 7, 500, 775 


1 


4, 596,  773, 265 


Total  internal-revenue  receipts 5, 403, 084, 306 

31.  Question.  What  is  the  principle  under  which  these  special  excise  taxes  ^ete 
included  in  the  revenue  acts  of  1917  and  1918? 

Answer.  The  revenue  acts  of  1917  qnd  1918  were  framed  while  we  were  engaged  in 
the  Great  War.  Huge  revenues  were  required  without  loss  of  time  and  it  was  there- 
fore considered  proper  in  such  an  emergency  to  select  a  limited  number  of  industiies 
for  special  taxation.  The  object  in  taxing  these  industries  heavily  was  twofold;  ono 
was  to  get  revenue,  and  the  other  was  to  discourage  the  production  and  use  of  goods 
which,  during  war  times,  were  deemed  to  be  nonessential  or  luxuries. 

32.  Question.  Is  there  any  -'principle"  under  which  a  few  commodities  can  prop- 
erlv  be  selected  for  special  taxation  in  peace  times? 

Answer.  The  tax  committee  of  the  national  industrial  conference  board  in  its 
special  report  cm  the  Federal  tax  problem  rejects  the  test  of  luxury  or  nonessentiatity 
of  commodities  and  proposes  a  test  which  is  stated  to  be  the  real  criterion  of  this  form 
of  taxation. 

33.  Question.  What  is  this  ''new  principle"  under  which  this  committee  has 
suggested  that  a  few  selected  commodities  be  taxed  at  high  rates? 

Answer.  The  committee  says: 

"  The  principle  of  this  form  of  taxation  has  been  misimderstood  by  many.  The  test 
is  not  wnether  the  commodity  is  a  luxurv  or  nonessential,  but  on  the  contrary,  the 
real  criterion  is  a  very  different  one.  The  preliminary  test  (Si  the  availabilit>'  oi  a 
commodity  for  such  a  tax  is  whether  its  use  is  so  widespread  and  general,  and  its  dis- 
tribution so  well  established  that  neither  will  be  substantiallv  curtailed  by  the  imposi- 
tion of  the  tax,  and  the  tax  will  normally  be  passed  on  to  the  consumer.  The  other 
condition,  of  but  slightly  less  importance,  is  that  the  commodity  be  one  which  can  be 
readily  kept  under  supervision,  and  preferably  throu^  those  which  at  some  one  point 
narrow  down  to  a  comparatively  small  number." 

The  test  points,  therefore,  are  six: 

1.  Use:  Widespread  and  general. 

2.  Distribution:  Well  estw>lishcd. 

3.  Neither  use  nor  distribution  will  be  materially  curtailed  by  the  imposition  of 
the  tax. 

4.  The  tax  will  normally  be  passed  on  to  the  consumer. 

5.  Distribution  through  channels  which  can  readily  be  kept  under  supervision. 

6.  Preferably  through  channels  which  at  some  point  narrow  down  to  a  compara- 
tively small  number. 

34.  Question.  What  do  we  find  after  applying  these  six  tests  first  to  candy,  artides 
made  of  fur,  watches  and  jewelry,  and  sporting  goods,  all  of  which  are  now  specially 
taxed  on  sales,  and  then  to  typewriters,  sewing  machines,  saws,  and  agricultural  imple- 
ments, none  of  which  now  pays  special  excise  taxes  under  the  revenue  law  of  1918? 

Answer.  Test  No.  1.  This  applies  as  fully  to  the  untaxed  group  as  to  the  taxed 
group;  the  same  can  truthfully  oe  said  of  tests  Nos.  2,  3,  and  4. 

Test  No.  5.  This  applies  more  fully  to  the  untaxed  group  as  the  goods  in  that  group 
are  produced  by  much  larger  oifisinizations,  which  are  also  limited  as  to  number. 

Test  No.  6.  This  shows  the  following  interesting  results: 

Assuming  that  the  "narrow. point"  at  which  all  these  commodities  are  to  be  taxed 
to  be  sales  by  manufacturer,  producer,  or  importer,  we  find  that  in  the  case  of  the 
taxed  group  there  are  great  numbers  of  actual  or  potential  manufacturers  or  producers. 

1  The  figures  in  answers  29  and  30  have  been  taken  from  the  Annual  Report  of  the  CommlsaioiMr  of 
Internal  Revenue  for  the  fiscal  year  ended  June  30, 1920. 
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For  instance,  nearly  every  candy  merchant  manufacturefl  some  of  the  candy  which  he 
sells.  Thousands  of  dealers  in  fur  articles  do  custom  w<M'k  or  make  up  some  of  their 
^  goods.  Every  jeweler  of  the  thirty-odd  thousand  dealers  in  such  wares,  when  he 
follows  the  custom  of  the  trade  and  buys  a  watch  movement  from  one  dealer  and  a 
watchcase  from  another,  becomes  the  producer  of  a  taxable  article  when  he  places  the 
movement  in  the  case.  The  same  thin^  happens  when  he  buys  his  diamonds  of  a 
dealer  and  either  manufactures  the  setting  or  buys  a  partially  finished  setting  and 
completes  the  iewel. 

The  golf  professional  who  buvs  his  handles  and  heads  and  produces  a  finished  club 
is  as  much  a  manufacturer  to-clay  under  the  Treasury  regulations  as  a  manufacturer 
who  turns  out  completed  golf  clubs  by  the  thousand. 

Now,  apply  the  important  administrative  test  No.  6  to  the  untaxed  typewriters, 
sewing  machines,  saws,  and  agricultural  implements.  We  do  not  find  many  small 
manufactiu-ers  or  producers  of  these  eoods;  hence,  under  this  test,  the  untaxed  group 
should  promptly  be  substituted  for  tne  taxed  group. 

Such  comparisons  are  capable  of  being  indefimtely  extended.  In  fact,  with  the 
exception  of  a  small  percentage  of  artides  of  commerce,  Bome  of  them  now  in  the  taxed 
group,  all  commodities  would  answer  as  readily  and  fully  to  this  so-called  ** principle'' 
of  taxation  as  the  commodities  which  are  now  specially  and  unjustly  taxed. 

Any  attempt  by  Congress  to  fairly  apply  this  so-called  ''principle' '  of  taxation  would 
result  in  a  tax  on  virtually  all  commomties;  in  other  words,  in  a  genend  sales  or  turn- 
over tax. 

35.  Question.  Is  there  any  justification  in  peace  times  for  continuing  to  tax  this  list 
of  Selected  commodities? 

Answer.  If  Congress  should  decide  that  it  is  eqmtable  and  necessary  to  continue  to 
place  heavy  taxes  on  some  industries  and  exempt  most  other  industries  from  siidi 
special  taxation^  it  will  be  necessary  for  Congress  to  find  some  just  principle  for  the 
selection  of  the  industries  so  taxed. 

36.  Question.  If  such  a  principle  could  be  found,  i^at  would  be  the  restdt? 
Answer.  Smne  of  the  commodities  now  taxed  under  the  act  of  1918  would  be 

promptly  romoved  from  the  special  taxable  list  and  many  commodities  not  now 
subject  to  special  excise  taxes  would  undoubtedly  have  to  be  included  in  such  a 
special  taxable  list. 

37.  Question.  If  Congress  decides  that  rovenue  requiroments  demand  the  con- 
tinuation of  excise  taxes,  what  is  the  logical  and  proper  course  to  pursue  in  times  of 
peace? 

Answer.  To  tax  all  sales  of  all  business  equally. 

38.  Question.  Why  should  taxes  which  produce  suQh  large  amounts  of  revenue  be' 
repealed? 

Answer.  Because  war  taxes  should  be  discontinued  when  the  emergency  is  past. 
These  taxes  were  enacted  at  a  time  when,  in  the  midst  of  war,  the  country  needed 
enormous  sums  of  money  and  had  to  have  funds  without  delay.  These  twenty-odd 
industries  were  selected  for  the  reason  that  they  jn'oduced  goods  which,  for  the  time 
being,  were  looked  upon  as  comparatively  nonessential. 

However,  they  are  all  just  as  essential  to  th«  general  prosperity  and  happiness  of 
the  country  as  any  other  industries.  They  have  billions  of  dollars  of  capitsi  invested 
and  employ  millions  of  men  and  women.  If  ^ey  are  discriminated  against  by  the 
continuance  oi  tius  special  taxation,  while  other  business  is  not  so  hampered,  they 
are  at  a  serious  disadvaatage  at  a  time  when  the  best  interests  of  the  country  demand 
that  all  busiiiesB  be  kept  going  at  full  capacity. 

The  industries  thus  taxed  believed  that  these  special  tax  burdens  would  be  removed 
when  the  war  ended,  and  the  President  confirmed  this  understanding  by  twice  recom- 
mending to  Congress  that  these  special  excise  taxes  be  promptly  repealed. 

In  his  message  to  Congress  on  May  20,  1919.  the  President  said: 

''Many  of  the  minor  taxes  provided  for  in  the  revenue  le^slation  of  1917  and  1918, 
thoufth  no  doubt  made  necessary  by  the  pressing  necessities  of  the  war  time,  can 
hardly  find  sufficient  justification  under  the  easier  circiunstances  of  peace.  Among 
these,  I  hope  you  will  agree,  are  the  excises  upon  various  manufacturers  and  the 
taxes  upon  retail  sales.'' 

The  principle  of  "equal  taxation''  should  appeal  as  strongly  to  the  American 
people  to-day  as  the  principle  of  '^no  taxation  witbout  representation"  appealed 
to  the  colonists  nearly  150  years  ago. 

39.  Question.  What  is  the  ethical  principle  of  equal  taxation? 

Answer.  Ptof.  £.  R.  A.  Seligman,  in  an  address  to  the  second  national  industrial 
tax  eonference  said:  ''Finally,  we  must,  I  think,  all  be  agreed  as  to  the  importance  ' 
of  the  ethical  implications  of  a  system  of  taxation.    We  should,  as  has  been  several 
times  stated  to-aay,  demand  equality,  and  we  must  demand  equality  from  two 
points  of  view;  we  must  demand  that  kind  of  equality  which  is  inherent  in  the 
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unifonnity  among  the  different  members  of  the  same  class  who  pay  the  tax.  If  it 
is  imposed  on  the  business  man,  it  must  be  uniform  among  all  business  men;  if  it 
is  levied  upon  the  consumer,  it  ought  to  be  uniform  among  all  consumers;  and  so 
forth.  The  other  aspect  of  this  ethical  principle  of  taxation  is  that  the  equality 
must  be  predicated  also  as  among  the  different  classes  in  .Hie  community.** 

40.  Question.  What  are  profits  taxes? 

Answer.  Profits  taxes  are  taxes  levied  on  profits.  In  the  case  of  corporations  they 
are  levied,  so-called,  on  normal  profits,  and  on  profits  exceeding  those  normal  profits. 
In  the  latter  case  they  are  callea  ''excess-profits  taxes." 

In  the  case  of  partnerships  and  sole  traders,  they  are  levied  on  income  derived 
from  the  profits  oi  business  and  from  all  other  sources,  and  consist  of  normal  income 
taxes  and  surtaxes. 

41.  Question.  Who  pa^s  these  profits  taxes? 

Answer.  They  are  paid  ultimately  by  the  consumer  because  they  are  included, 
whenever  and  wherever  possible,  in  the  cost  of  production  and  distribution  of  raw 
material  and  finished  goods.  As  the  gpods  pass  from  hand  to  hand  these  tax  costs 
are  included  in  the  price  all  along  the  une,  until  they  reach  the  consumer  when  sold 
at  retail  over  the  counter. 

42.  Question.  Why  should  profits  taxes  be  shifted  to  the  consumer? 

Answer.  The  purpose  of  all  business  is  profit.  Producers  of  raw  material,  manu- 
facturers, wholesalers,  and  retailers  are  all  in  business  to  make  a  profit.  This  profit 
can  be  realized  only  when  raw  material  or  finished  goods  are  sold  at  a  price  which  will 
return  to  the  seller  some  margin  above  his  cost. 

Cost  includes  every  item  of  expense;  raw  material,  labor,  freight,  rent,  traveling 
expenses,  office  expenses,  interest,  selling  expenses,  losses,  etc.  It  also  includes  all 
taxes. 

Failure  to  include  any  substantial  expense  item  in  a  dealer's  cost  may  result  in 
the  disappearance  of  profit.  To  get  a  desired  profit,  therefore,  all  taxes  as  well  as 
other  expense  items  must  be  taken  into  the  account  in  marketing  goods.  This  results 
in  the  ''shifting"  of  taxes,  as  well  as  the  shifting  of  every  other  cost  item. 

43.  Question.  Will  not  the  general  sales  or  turnover  tax  be  also  shifted  to  the 
consumer? 

'  Answer.  Substantial  profits  taxes  are,  and  must  be,  shifted  in  most  instances,  while 
a  ver^  small  turnover  tax,  not  exceeding  1  per  cent,  must  be  shifted  only  where  the 
margm  of  profit  is  small.  This  small  tax  may  be  absorbed  in  part  or  wholly  by  the 
seller  where  the  margin  of  profit  ia  large. 

The  absorption  of  a  very  small  turnover  tax  will  depend  very  Isixgely  upon  the  nature 
of  the  business  and  upon  competitive  conditions.  Although  shi^ed,  this  small  turn- 
over tax  is  not  as  apt  to  be  loaded  as  the  heavv  profits  taxes  usually  are. 

44.  Question.  Are  there  any  conditions  under  which  a  small  turnover  tax  will  not 
be  shifted? 

Answer.  Business  depression,  overproduction,  or  other  conditions  which  bring 
about  a  "  buyer's  "  market  reduce  sellmg  prices  materially  and  losses  are  then  made 
which  may  be  so  substantial  that  the  small  item  of  the  turnover  tax  will  be  n^ligible. 

45.  Question.  Is  it  probable  that  a  small  turnover  tax  can  not  be  shifted  by  business 
men  in  normal  times? 

Answer.  Biisiness  is  conducted  for  profit  and  therefore  all  substantial  items  entering 
into  the  cost  of  commodities  or  into  operating  expenses  must  be  provided  for  in  the 
mark  up.  Where  the  profits  of  an  inaustry  are  large,  the  1  per  jcent  turnover  tax  is 
not  a  substantial  item  and  may,  under  strong  competitive  conditions,  be  wholly  or 
partially  absorbed  by  dealers.  Whero  profits  are  small,  however,  every  bit  of  the 
smallest  tax  must  and  will  be  shifted  to  the  buyer. 

46.  Question.  Does  the  experienced  business  man  fear  that  any  definite  tax  can 
not  be  shifted  if  it  is  to  his  interest  to  shift  it? 

Answer.  He  does  not.  He  has  been  shifting  taxes,  rent,  salaries,  and  other  oper- 
ating expenses  in  the  past,  and  the  adoption  of  a  small  turnover  tax  in  place  of  all 
other  taxes  on  business  will  simply  mean  that  he  will  shift  the  small  definite  tax 
instead  of  a  large  and  indefinite  tax. 

47.  How  would  the  consumer  benefit  by  the  adoption  of  the  general  gross  sales  or 
turnover  tax  in  place  of  the  profits  taxes? 

Answer.  Under  our  present  system  of  profits  taxes,  and  tmder  any  system  of  taxa- 
tion which  imposes  substantial  profits  taxes,  these  pyramided  taxes  grow  as  each 
turnover  is  made  from  raw  material  to  the  sale  of  the  finished  goods  to  tne  consumer. 

The  Department  of  Jiisti<  e,  in  making  investigations  under  the  Lever  Act,  came 
to  the  conclusion  that  the  pyramided  profits  taxes  added  23.2  per  cent  to  ihe  price 
to  the  consumer.    The  taxation  committee  of  the  National  Retail  Dry  Goods  At 
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elation,  composed  of  treasurers  and  controllers  of  some  of  the  largest  department 
stores  in»the  country,  has  published  the  statement  that  every  dollar  spent  by  the  con- 
sumer pays  for  75  cents  of  merchandise  and  25  cents  worth  of  pyramiaed  profits  taxes. 

The  general  gross  sales  or  turnover  tax  not  exceeding  1  per  cent,  which  is  offered 
as  a  substitute  for  the  present  system  of  complicated  profits  taxes,  will  not  take  over 
Si  cents  of  the  consumer's  dollar  for  taxes. 

This  statement  is  substantiated  by  the  following  examples  worked  out  by  dealers 
in  goods  of  universal  use: 

ON  ORANULATBD  SUGAR. 

[Fomldied  by  Seeman  Bros.  o{  New  York.] 

Tax. 

1.  Raw  sugar,  if  bought  by  refiner  from  importer,*  110  pounds,  at  16  cents, 

$17.60 $0,176 

2.  Refined  granulated  sugar  from  refiner  to  wholesaler  (based  on  10  pounds 

loss  in  refining),  100  pounds,  at  21  cents,  $21 210 

^  Wholesaler  to  retailer,  based  on  $1  per  100  for  gross  profit  and  50  cents  per 

100  for  average  freight  from  refinery,  100  pounds,  at  22^  cents,  $22.50. . .  .  225 
4.  Retailer  to  consumer,  based  on  $2.25  per  100  for  gross  profit  and  25  cents 

per  100  for  average  freight  from  wholesaler,  100  pounds,  at  25  cents,  $25 .      .  250 . 

Total  tax  on  100-pound  price  for  consumption 661 

Tax  on  1  poimd  selling  at  25  cents,  $0.00861,  or  3.44  per  cent  of  the  price  to  consumer. 

ON  BBBAD. 

[Compiled  by  Mr.  William  C.  Comvell,  editor  of  the  Baclie  Review,  from  informaticn  obtained  from  various 
wholesale  and  retail  dealers  in  New  York  City.  Printed  in  the  Bache  Review,  April,  1020,  special 
edition.] 

In  estimating  the  effect  on  the  price  of  a  loaf  of  bread,  the  tax  would  be  levied 
first  when  the  wheat  leaves  the  producer;  second,  when  it  leaves  the  miller;  and, 
third,  when  it  leaves  the  retail  grocer  or  the  baker.  Prices  and  taxes  would  be  as 
follows: 

When  it  leaves  the  farm :  Tax. 

One  bushel  of  wheat  would  be  sold  for,  say,  $2. .  4 $0. 02 

When  it  leaves  the  miller: 

4}  bushels  of  wheat  to  the  barrel,  with  flour  averaging  $12  per  barrel, 

would  make  1  bushel  of  wheat  in  fiour,  worth  $2.67 0267 

When  it  leaves  the  baker: 

A  barrel  of  flour  makes  from  260  to  270  loaves  of  bread.  One  bushel  of 
wheat  is  two-ninths  of  a  barrel  of  flour.  This  would  make  60  loaves  to 
a  bushel  of  wheat.  Figurine  these  60  loaves  at  an  average  of  8  cents  to 
9  cents  per  loaf,  price  would  be  $5.10 0510 

This  would  make  the  total  tax  on  all  sales  of  a  bushel  of  wheat,  from 
wheat  to  flour  to  bread 0977 

This  tax  is  2  per  cent  of  the  price  paid  by  the  consumer. 

This  tax  thus  far-— approximately  10  cents— is  the  total  price  to  be  added  to  the 
60  loaves  of  bread  on  account  of  the  1  per  cent  tax  on  salos  progressively  from  the  farm 
to  the  consumer. 

This  total  tax  if  passed  along  is  so  small,  amounting  to  less  than  one-sixth  of  a  cent 
per  loaf,  that  it  could  not  be  added  to  the  price  per  loaf  to  the  consumer.  It  would 
probabl^r  be  passed  on  by  the  miller  and  be  paid  bv  the  baker,  but  would  be  such  a 
infinitesinial  reduction  nom  his  profits  that  he  would  be  almost  totally  unaffected. 

These  calculations  are  based  on  only  three  sales,  from  farmer  to  consumer;  but  if 
one  or  two  more  sales  of  the  wheat  take  place  it  would  still  leave  the  tax  at  a  small 
fraction  of  a  cent  to  the  loaf. 

Further  than  this,  it  is  stated  that  bakers  do  not  bake  half  the  bread  used.  Many 
domestic  users  buy  flour  from  grocers  and  make  their  own  bread .  This  further  reduces 
the  individual  tax. 

>  If  the  raw  ragar  is  Imported  direct  by  the  refiner,  as  it  usually  is,  the  total  tax  would  be  reduced  to 
•0.685  aD  100  pounds  granulated,  or  2.74  per  cent  of  selling  price  to  consumer. 
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ON   BEEF. 

[Printed  ia  the  Bache  Review  for  April,  102  >,  special  edition,  founded  upon  figures  furnished  by 

Armour  &  Co.] 

In  the  same  way  the  tax  result  on  beef  may  be  estimated,  as  follows: 

Result  on  steer  killed  July  17,  1919,  lot  SOI. 

COST  OF  LIVE  ANIMAL  AND  EXPENSE  IN  KILLING  AND  DISPOSING  OF  RESULTING  PRODUCTS 

• 

Live  weight  1,202  pounds,  at  $16.34  per  hundredweight $196. 41 

Expense  and  labor,  buying,  Idlling,  driving,  yarding,  feeding,  refrigeration, 

etc 8.85 

Cost  of  selling  (branch  house  expense)  86  cents  per  100  pounds 6. 10 

Freight  to  branch  house  710  pounds,  at  69  cents 4. 90 

Total  cost 214.26 

AMOUNTS  RBCBIVED  FOR  PRODUCTS  SOLD. 

Fats,  85.8  pounds,  at  $18.81  per  100  pounds $16. 14 

&ide,  78  pounds,  at  $32.71  per  100  pounds 25.  51 

Offal,  edible  and  inedible,  at  41  cents  per  hundredweight,  live  weight 4. 93 

Dressed  beef,  720  pounds  less  shrink  10  pounds,  net  710,  at  $23.99  per  hundred- 
weight  170.33 

Total  selling  price 216. 91 

BOW  THE  TAX   WOULD  AFFECT  THE  CONSUMER. 

If  we  analyze  these  figures,  we  find  that  the  cost  to  the  packer  of  1  steer  would 
be  $196.41;  the  tax  of  1  per  cent,  to  be  paid  by  the  farmer  or  the  seller, 
would  accordingly  be $1. 96 

Following  up  the  720  pounds  (net  710  poimds)  of  dressed  beef,  the  selling  price 
of  this  would  be  $170.33;  on  which  tne  tax  paid  by  the  packer  would  be 1. 70 

The  total  tax  which  might  be  added  to  the  beef,  first  by  the  fanner  and 
then  by  the  packer,  would  thus  be,  when  the  beef  reached  the  retailing 
butcher 3. 66 

Dividing  this  tax  up  among  the  net  710  pounds  of  dressed  beef,  we  find  that  the 
tax  on  each  pound  would  be 005 

If  the  butcher  sold  the  beef  at,  say,  an  average,  all  cuts,  of  40  cents  per  pound, 
his  tax  would  be  four-tenths  of  a  cent  per  pound,  or  two*fifths  of  a  cent 004 

The  total  tax  thus  far,  if  added  to  the  price  to  be  paid  by  the  consumer, 
would  thus  amount  to 009 

which  is  a  little  less  than  1  cent  a  pound  on  beef.  This  includes  all  taxes  from  the 
farm  to  the  packer,  to  the  butcher,  and  to  the  consumer,  and  comes  to  2}  per  cent 
of  the  price  paid  by  the  consumer. 

ON  PORK. 

[Printed  in  the  Bache  Review  for  April,  1920,  special  edition,  founded  upon  figures  fumiabed  by 

Armour  6l  Co.] 

We  have  obtained  also  from  official  sources  figures  on  the  cost  of  hogs  and  hog 
products,  and  have  estimated  the  tax  which,  under  this  plan,  would  be  levied  from 
the  time  the  animal  was  sold  by  the  farmer  until  the  various  products  reached  the 
consumer. 

ResuU  on  hoy,  Oct.  17,  1919. 

Live  wei^t,  306  pounds,  at  14.3  cents $43. 76 

Expense  and  labor,  buying,  yarding,  driving,  killing,  feeding,  refrigeration, 
etc 4-59 

Total  cost 48.36 


• 
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Value  of  products  resultinj  from  hoj. 

Hams,  14  per  cent  of  live  weight,  42.84  pounds,  at  20i  cents $8.  78 

Bacon  and  fat  backs,  31  per  cent  of  live  weight,  94.86  pounds,  at  211  cents. . .  20. 16 

Shoulders,  12i  per  cent  of  live  weight,  38.25  pounds,  at  22i  cents S.  61 

Lard,  8  per  cent  of  live  weight,  24.48  pounds,  at  29  cents 7. 10 

Leaf  lard,  3  per  cent  of  live  weight,  9.18  pounds,  at  29^  cents 2. 71 

Other  products,  4.02  per  cent  of  live  weight 1. 44 

Total 48.  80 

72.52  is  the  per  cent  of  marketable  products  to  live  weight. 

HOW   THE  TAX   ON   SALES   WOULD  AFFECT  THE   CONSUMER. 

Tax. 

• 

If  we  analyze  these  figures,  we  find  the  cost  to  the  packer  of  one  hog  would 
be  $43.76;  the  tax  of  1  per  cent  to  be  paid  by  the  former  or  the  seller, 
would  accordingly  be $0.  44 

Following  up  the  approximate  217  pounds  of  consumable  products  of  one  hog, 
the  selling  price  of  this  would  be  $48.80,  on  which  the  tax  paid  by  the 
packer  in  selling  this  would  be 488 

The  total  tax  which  might  be  added  thus  for,  first  bv  the  former  and 
then  by  the  packer,  would  be,  when  the  hog  readaed  the  retailing 
butcher 928 

Dividing  this  tax  through  the  217  pounds  of  consumable  products  we  find  a 
tax  on  each  pound  of 0043 

The  tax  thus  far  on  the  217  pounds  of  consumable  products,  is,  as  we  have 
seen,  about  93  cents,  or  at  the  rate  of  less  than  one-half  of  1  cent  on  each 
pound.  If  the  butcher  sold  the  pork  products  at  retail  prices,  he  would 
receive  about  $107,  on  which  his  tax  would  be  about  one-half  of  1  cent 
per  pound,  namely 0049 

The  total  tax,  if  added  to  the  price  to  be  paid  by  the  consumer,  would 
in  all,  amount  per  pound  to ^ 0092 

which  is  a  little  less  than  1  cent  a  pound  on  p(vk  and  pork  products,  or  1.87  per  cent 
of  the  price  paid  by  the  consumer. 

ON  A  SUIT  OF  men's  CLOTHING  RSTAILINO  AT  $40. 

[Fornidied  by  Mr.  WllUam  OoIdinaD>  of  New  York,  and  revised  as  of  May  1, 1921. | 

Tax. 

1.  Raw  wool  in  the  grease,  value  about  $2.45 $0. 0245 

2.  The  wool  dealer  nas  the  wool  scoured  and  sells  it  to  the  spinner,  at  say 

$2.80 0280 

3.  The  spinner  converts  it  into  yam  and  sells  it  to  the  cloth  manufacturer, 

for  say  $3.50 ».  0350 

4.  The  cloth  manufacturer  weaves  it  into  cloth  which  he  sells  for  about  $2.62^ 

a  yard,  3J  yards 0875 

5.  Trimmings,  linings,  etc.,  have  a  value  of  about  50  per  cent  of  the  value  of 

the  cloth  and  have  gone  through  the  same  processes  of  conversion  as  the 
wool  has  to  the  finiBhed  cloth.  The  tax  on  these  would,  therefore,  be 
50  per  cent  of  the  sum  total  of  the  foregoing  taxes,  or 0875 

6.  These  materials  are  converted  into  a  suit  of  clothes  by  the  manufacturer, 

who  sells  it  for  $27.50 2750 

7.  The  suit  is  sold  at  retail  for  $40 4000 

Total  tax  on  price  for  consumption 9375 

Or  2.34  per  cent  of  the  price  to  the  consumer.' 

1  More  than  50  per  cent  of  all  cloth  does  not  go  through  the  process  of  spinning  (the  third  step  in  the  fore- 
t^ng  table).  The  majority  of  cloth  used  is  known  as  "wool  goods,"  which  is  carded  at  the  mill,  which 
conducts  all  tiie  processes  from  raw  wool  to  finished  cloth. 

*  The  jperoeatage  has  been  reduced  from  that  shown  in  the  original  estimate  made  a  >-ear  ago.  This  is 
due  to  toe  faet  that  raw  materials  are  now  abnormally  low. 
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ON  A  SUIT  OF  OVERALLS  AND  JACKET  RETAIIJNO  AT  |8 — ^STANDARD  2.20  INDICO   DENUf. 

[Furnished  by  Sweet-Orr  &  Co.  (Inc.).] 

Tax. 

1.  Cotton  in  the  bale,  4}  pounds,  at  40  cents;  overall,  fO.fiO:  jacket,  tO.90..  $0.0180 

2.  Spinners  and  weavers:  Denim,  7}  yards,  at  44  centfi;  overalls,  $1.65; 

jacket,  $1.65 0330 

3.  Dealers  in  trimmings:  Pocket  drill,  overall,  10.1100;  thread,  overall, 

$0.0500;  jacket,  $0.0425;  buttons,  overall,  10.0250;  jacket.  $0.0350: 
buckles,  overall,  $0.0103;  totals,  overall,  $0.1953;  jacket,  $0.0775;  grand 

total 2728 

The  imposed  tax  on  these  items  added  from  the  source  will  probably  total 

2J  percent,  or 00682 

4.  The  overall  manufacturer  sells  the  garments  to  the  retailer  at,  overall,  $3; 

jacket,  $3 *  .  0600O 

5.  The  retailer  sells  the  garments  to  the  consumer  for,  overall,  $4 ;  jacket,  $4 .       .  O800O 

Total  tax  on  price  for  consumption 19782 

Or  2.47  per  cent  of  the  price  to  consumer. 
August  10,  1920. 

ON   A   PAIR   OF  men's   SHOES   RETAILING   AT  17. 

[Furnished  by  Mr.  R.  P.  Haszard,  of  Gardiner,  Me.,  Jan.  11, 1921.] 

Tax. 

1.  Rawhide,  raw  material,  etc.,  $1.56 .* $0. 0156 

2.  Tanner  sells  leather  for  $2.82 0282 

3.  Leather  and  findings  are  sold,  $3.13 0313 

4.  Manufacturer  sells  pair  of  shoes  to  jobber,  $3.88 0388 

5.  Jobber  sells  to  the  retailer,  $4.67 0467 

6.  Retailer  sells  to  consumer  $7 0700 

Total  tax 2306 

Or  3.3  per  cent  of  the  retail  price  to  the  consumer. 

ON   A  PAIR  OF  HEAVY  SERVICE  GLOVES  RETAILING  AT  S2.23  PER  PAIR. 

[Famished  by  a  prominent  manufacturer  of  gloves,  Aug.  20, 1920.] 

Tax. 

1.  Raw  horsehide  value  as  sold  to  tanner  by  rendering  company,  or  hide 

dealer  about  $0.32 $0.0032 

2.  Tanning  materials  sold  to  tanner,  $3.10 0010 

3.  The  tanner  converts  the  hide  into  leather  and  sells  to  the  manufacturer, 

$0.70 0070 

4.  Supplies  sold  to  the  manufacturer:  Thread,  $0,015;  canvas,  $0,025;  bind- 

ing, $0,010,  $0.05 OO0& 

5.  1  pair  gloves  sold  by  manufacturer  to  jobber,  $1.26 *.  0125 

6.  1  pair  gloves  sold  by  jobber  to  retailer,  $1.65 ■  0165 

7.  1  pair  gloves  sold  by  retailer  to  consumer,  $2.25 0225 

Total  tax  on  price  for  consumption 0632 

Or  2.8  per  cent  of  price  to  consumer. 
August  20,  1920. 

ON   A  YARD  OF  TAFFETA   SILK  RETAILING   AT  t2.2&. 

[Furnished  by  a  prominent  silk  manufacturer,  Aug.  19, 1930.] 

Tax. 

1.  Raw  silk  thrown,  value  about  $0.6564 $0,0066 

2.  Cost  of  dyeing,  $0.1652 0017 

3.  The  silk  manufacturer  winds  warps  and  weaves  the  dyed  silk  which  he 

sells  for  about  $1.45  per  yard 0145 

4.  The  retailer  sells  this  material  for  $2.25  per  yard 0225 

Total  tax  on  price  for  consumption 0453 

Or  2  per  cent  of  tne  price  to  the  consumer. 
August  19,  1920. 

1  If  the  goods  were  sold  by  the  manufacturer  to  the  Jobber  before  reaching  the  retailer  there  would  be 
an  added  step  entailing  an  additional  tax  of  S0.05,  making  the  total  tax  to  the  consumer  10.3478,  or  a 
shade  over  3  per  cent  of  the  entire  selling  price. 

s  In  some  instances  the  manufacturer  sells  direct  to  the  consumer;  this  eliminates  the  1  per  cent  on  5 
and  6. 

•  In  other  cases  the  manufiicturer  sells  to  the  retail  trade;  this  eliminates  the  1  per  cent  on  5. 
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ON   A  RUBBER  TIRB,  30  BY  8)  COltD  TIRE,   RETAILmO  AT  S35.10. 

[Funiiabed  by  Mr.  Horace  DeLisaer,  president  of  the  Ajax  Bubber  Co.,  Aug.  18, 1S20.] 

Tax. 

1.  Crude  rubber  used  at  importation  cost,  $5.35 $0.  0535 

2.  Haw  cotton  used  as  imported,  $3 .' 0300 

3.*  Raw  cotton  used,  domestic  growth,  40  cents 0040 

4.  Imported  cotton  into  yam,  $4.20 0420 

5.  Domestic  cotton  into  yam,  80  cents 0080 

6.  Yam  into  fabric,  $5.50 0550 

7.  Yam  into  fabric,  $1 0100 

8.  Miscellaneous  pigments,  70  cents 0070 

9.  The  above  materials  converted  into  tires  by  the  manufacturer,  who  sells 

them  to  the  franchise  dealer,  $28.46 2845 

10.  Franchise  dealer  sells  them  to  the  dealer,  $29 .90 2990 

11.  Dealer  sells  them  to  consumer,  $35.10 3510 

Total  tax  on  price  for  consumption 1. 1440 

Or  3.259  per  cent  of  the  price  to  the  consumer. 
August  18,  1920. 

ON  32-INCH  COTrON  TISSUE  RBTAIUNO  AT  45  CENT8. 

[Taken  from  Oaley  &  Lord's  pamjihlet  entitled  "Federal  Taxes  and  the  Farmer."] 

Tax. 

1.  Cotton,  l^inch  fl}  x>ound8),  sale  by  grower  to  factor  at  31  cents,  $0.51 . .  $0. 0051 

2.  Cotton,  l^'incb  (If  x>ounds),  sale  by  factor  to  spinner  at  33  cents,  $0.55. .      .  0055 

3.  Yam  (1  pound)^  sale  by  spinner  to  weaver  at  95  cents,  $0.95 0095 

4.  Dyee  ana  supplies  other  tnan  yam,  $0.20 0020 

5.  Oloth  (10  yards),  sale  by  weaver  to  jobber  at  26  cents,  $2.60 0260 

8.  Cloth  (10  yards),  sale  by  jobber  to  retailer  at  31  cents,  $3.10 0310 

7.  Cloth  (10  yards),  sale  by  retailer  to  consumer  at  45  cents,  $4.50 .  0450 

.1241 

From  this  table  we  leam  that  although  the  cotton  passed  through  seven  hands  in 
the  course  of  its  manufacture  into  cloth  and  distribution,  and  paid  a  sales  tax  each  time, 
vet  the  total  tax  represented  but  12.4  cents  on  $4.50  worth  of  cotton  cloth,  or,  as  stated. 
less  than  3  per  cent.  The  question  is,  Can  we  bear  to  know  that  such  a  tax  is  included 
in  the  price  we  pay  for  what  we  buy,  or  would  we  prefer  to  continue  to  have  something 
like  23  per  cent  taken  from  us  in  a  disguised  form? 

FARMING  IMPLEMENTS  AND  MACHINERY. 

One  of  the  largest  manufacturers  of  farming  implements  and  machinery  has  given 
us  the  following  information: 

"Owing  to  the  variety  of  materials  entering  into  the  manufacture  of  the  bulk  of 
our  products,  it  is  not  possible  to  furnish  you  with  a  detailed  statement  similar  to  that 
submitted  to  vou  in  tne  case  of  a  suit  of  clothee. 

"We  have,  however,  carefully  analyzed  some  of  our  principal  machines  and,  taking 
all  the  various  factors  into  consideration,  we  assume  that  the  total  turnover  tax  in  our 
complicated  industry  will  be  equivalent  to  about  3  to  3}  per  cent  of  the  retail  price 
of  our  machines  to  the  consumer." 

48.  Question.  If  the  profits  taxes  are  shifted  by  the  dealer  in  raw  materials,  the 
nuinufacturer,  the  whola^aler,  and  the  retailer,  wh]^  do  these  dealers  object  to  them? 

Answer.  There  are  several  sound  reasons  for  this  objection: 

Profits  taxes  are  uncertain,  because  they  can  not  te  determined  until  the  profits 
are  computed  at  the  end  of  the  year. 

They  are  payable  in  the  year  following  that  in  which  the  profit  was  realized. 

They  must  be  paid  in  cash,  although  the  profits  are  often  paper  profits  included  in 
inventories  and  outstanding  accounts. 

Thoughtful  business  men  do  not  regard  as  sound  a  system  of  taxation  which  compels 
them  to  shift  a  heavy  burden  of  taxation  to  the  consumer,  because  this  lessens  the 
buying  power  of  the  consumer  and  so  lessens  the  sales  of  business  men. 

The  problem  now  facing  us  is  how  to  increase  the  purchasing  pov\  er  of  the  consumer, 
in  order  that  facilities  for  increasing  production  and  distribution  inauguiated  during 
the  war  may  be  maintained  and  continued.  The  lower  the  prices  the  more  the  con- 
sumer can  a£ford  to  buy.  One  of  the  simplest  ways  to  reduce  prices  is  to  repeal  the 
profits  taxes  and  substitute  the  gross  sales  or  turnover  tax  at  1  per  cent,  thus  greatly 
reducing  the  tax  content  of  the  consumer's  dollar. 
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49.  Quejtion.  Can  taxes  be  shifted  in  a  period  of  falling  priceA — in  a  buyer's  market? 
Answer.  Business  taxes  form  part  of  merchandise  costs.     In  a  period  of  falling 

prices  dealers  are  often  obliged  to  sell  at  smaller  margins  of  profit  ana  may  be  obliged 
at  times  to  sell  at  less  than  cost.  Under  these  conditions  taxes,  as  such,  do  not  affect 
the  selling  price  of  goods  any  more  than  rent,  salaries,  or  any  other  overnead  expense 
affects  it.    Sales  are  then  often  made  without  any  detinite  relation  to  cost. 

50.  Question.  Are  prices  materially  affected  by  taxes  in  a  period  of  rising  prices — 
a  seller's  market? 

Answer.  In  a  moderate  seller's  market,  substantial  business  taxes  must  be  consid- 
ered a?  part  of  the  cost  of  goods. 

In  a  wild  seller's  market,  where  the  supply  of  goods  is  limited  and  the  demand 
unlimited,  neither  taxes  nor  any  other  cost  items  operate  in  a  normal  way.  Increased 
profits  are  then  often  taken  without  any  definite  relation  to  cost. 

51 .  Question.  Wliat  is  the  effect  of  violent  price  fluctuations  on  Government  revenue 
derived  from  profits  taxation? 

Answer.  "Boom"  years,  with  rising  prices,  will  greatly  increase  the  revenue  from 
profits  taxes. 

Normal  years,  following  "boom"  years,  will  show  greatly  decreased  revenue  from 
profits  taxes. 

A  period  of  business  depression,  such  as  we  are  now  passing  through,  may  cut  down 
the  revenue  from  profits  taxes  to  such  an  extent  as  to  make  it  difliciilt  for  our  Govern- 
ment to  maet  its  obligations,  because  anticipated  revenues  from  profits  can  not  be 
realized. 

52.  Question.  How  are  dealers  affected  by  substantial  profits  taxes? 

Answer.  Substantial  business  taxes  must  be  includea  in  cost  of  goods  and  must 
therefore  be  provided  for  in  the  selling ' '  mark  up. "  As  date  amount  of  these  taxes  will 
depend  entirely  upon  the  profits  realized  during  the  year,  and  as  there  is  no  way 
of  determining  until  the  end  of  the  year  what  those  taxaole  profits  will  be,  dealers  are 
obliged  to  provide  in  their  selling  prices  for  the  anticipatea  maximum  share  of  their 
profits  to  which  the  Government  may  be  entitled, 

53.  Question.  If  normal  and  excess  profits  taxes  on  corporations  and  normal  income 
and  surtaxes  on  pirtnarships  and  sole  traders  are  abolished,  in  what  manner  will  the 
GoYemment  be  able  to  tax  profits  made  by  corpDrations,  partnerships,  and  sole  traders? 

Answer.  OorpDration  profits  will  be  taxed  as  pdrsonal  income  when  the  profits  reach 
the  stockholders  in  the  shapa  of  dividends;  and  the  profits  of  partnerships  and  sole 
traders  will  be  taxed  as  parson al  income  when  they  are  withdrawn  from  the  business. 

54.  Question.  Can  not  ths  payment  of  parBonal  income  taxes  on  the  profits  of  a 
corporation  be  evaded  by  tho  simple  expadient  of  not  declaring  dividends  and  will 
not  this  be  a  mathod  by  which  corpDrations  ownod  or  controllwl  by  a  few  wealthy 
parsons  can  accumulate  large  profits  upon  which  neither  profits  taxeJ  nor  porsonal 
incoma  taxes  are  piid? 

Answer.  This  will  be  possible;  but  the  benefit  to  business  and  to  the  consumer 
arising  from  a  most  desirable  accumulation  of  new  capital,  which  generally  will  be 
used  in  commercial  enterprises,  will  greatly  outweigh  the  disadvantages  of  tax  which 
may  make  such  practices  possible. 

55.  Question.  Can  such  accumulation  of  profits  by  corporations  be  prevented  or 
discouraged  by  placing  a  special  tax  on  the  undistributed  profits? 

Answer.  This  could  probably  be  done,  but  the  cure  would  oe  woree  than  the  disease. 
There  is  no  equitable  basis  upon  which  a  law  could  be  framed  Which  would  be  ^ust  to 
more  than  a  small  minority  of  all  the  corporations.  One  corporation,  might  without 
Injury,  distribute  all  its  profits  in  one  year,  half  of  its  profits  another  year,  and  find 
itself  the  third  year  in  a  position  where  any  distribution  of  even  very  large  profits 
would  be  detrimental  to  tne  business,  and  therefore  detrimental  to  its  stockholders. 
To  penalize  such  a  corporation  in  order  to  force  distribution  of  its  profits  when  it  is 
bad  business  to  make  such  distribution,  is  to  injure  the  corporation,  its  stockholders, 
and  the  public. 

56.  Question.  How  would  the  public  be  injured  if  corporations  were  forced,  by 
means  of  punitive  taxation,  to  distribute  all  their  profits? 

Answer.  Corporations  and  all  other  forms  of  business  should,  as  far  as  that  is  possible, 
provide  for  necessary  increases  in  working  capital  by  retaining  in  business  part  of 
their  annual  profits.  This  is  the  normal,  intelligent,  and  business-like  way  of  building 
up  business.  Any  law  which  discourages  or  prevents  this  accumulation  of  additions 
capital  necessarily  forces  increased  borrowing  for  legitimate  business  expansion  and 
to  that  extent  contracts  the  amount  of  investment  capital  which  is  always  in  demand 
by  the  public  or  new  business  enterprises. 

67.  Question.  How  will  partnerships  and  sole  traders  separate  their  business  profits 
ftom  other  income  in  order  to  make  tax  returns  of  their  personal  income? 
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Aabwqt.  FaitaenbipB  and  aole  tfadera  ihould  be  tsqated  in  the  same  way  as  corpo- 
ntioBfl.  They  shcwld  not  be  tsaxed  on  the  pro&tB  of  a  bumneas  which  pays  the  tnm- 
over  tax  until  audi  pvo&tB  are  d»wn  from  the  buaineaa. 

58.  Questian.  Will  it  be  piacticable  to  lEame  a  tax  law  which  will  enable  the  Gov- 
ernment to  collect  the  graduated  personal  income  tax  ^m  the  memb^s  of  a  partner- 
ship or  from  a  sole  trader? 

Answer.  Personal  income  taxes  are  now  taxes  on  gross  income.  The  new  revenue 
law  can  be  framed  to  provide  for  the  keepings  of  accurate  books  of  account  b^  every 
person  who  wishes  to  avail  himself  of  the  right  to  separate  gross  personal  income 
nom  anv  profits  which  are  actually  retained  in  business.  The  tentative  pkns  worked 
out  by  the  Treasury  experts  in  connection  with  the  suggestion  of  ex-Secretsffy  Houston 
to  differentiate  taxation  in  favor  of  saved  income  reinvested  in  taxable  investments. 
can  probably  be  applied  to  a  condition  where  the  business  profits  of  partnerships  ana 
sole  traders  will  be  placed  in  the  same  category  as  those  of  corporations  and  are  there- 
foie  taxable  as  perscMial  income  only  if  and  when  they  are  reduced  to  possession  as 
personal  income. 

69.  QuestLtm.  How  would  the  gross  sales  or  turnover  tax  operate  under  the  same 
conditions? 

Answer.  The  sales  tax  would  be  paid  to  the  Grovemment  by  the  dealer  each  month 
on  his  turnover  for  the  month,  regardless  of  any  profit  or  loss  which  he  was  making 
on  his  buiinMB.  On  a  25  per  cent  decline  in  sales  the  revenue  from  sales  tax  would 
decrease  25  per  cent;  on  a  25  per  cent  decline  in  profits,  most  of  the  profits  taxes 
would  disappear. 

60.  Question.  Are  profits  taxes,  when  included  in  selling  prices,  always  paid  to  the 
Government? 

Answer.  Every  dealer  expects  to  make  money,  and  although  he  shifts  his  anticipated 
business  taxes  to  the  purchaser  of  his  goods,  he  may,  by  reason  of  an  \inusual  number 
of  bad  debts,  reduced  sales,  or  other  business  misfortunes,  end  his  business  year 
without  a  profit. 

In  such  a  case  the  consumer  has  paid  the  anticipated  profits  tax  which  the  Govern- 
ment has  not  received  and  can  zK>t  claim. 

61.  Question.  How  is  the  consumer's  dollar  affected  by  the  taxes  now  in  force? 

Answer.  The  excess  profits  taxes  and  profite  taxes  now  in  force  are  generally  in- 
cluded in  the  selling  pnces  of  raw  material  and  manufactured  goods,  and  where  the 
goods  are  handled  bv  whoJeaalers  and  retailers,  their  profits  taxes  are  also  added. to  the 
selling  price,  until  the  entire  pyramided  load  la  taken  out  of  the  consumer's  dollar. 

62.  Question.  Assuming  that  the  normal  and  excess  profits  taxes  on  corporations 
will  be  replaced  by  a  profits  tax  of  about  15  per  cent,  and  that  the  higher  surtaxes  on 
personal  incomes  will  oe  reudced  to  a  fiat  percentage  not  exceeding  30  per  cent,  how 
will  these  chanpes  affect  tibe  tax  content  of  the  consumer's  dollar? 

Answer.  While  the  rsduction  of  the  higher  surtaxes  on  business  incomes  of  partner- 
ships and  sole  traders  will  benefit  the  consumer  somewhat,  a  flat  tax  of  15  per  cent  or 
16  per  cent  on  corporations  in  place  of  normal  and  excess  profits  taxes  will  increase 
the  tax  burden  of  many  corporations  which,  because  of  their  lar^^  capitalization,  have 
not  been  obliged  to  pay  taxes  amounting  to  15  per  cent  of  their  profits.  Tliis  addi- 
tional tax,  therefore,  will  be  shifted  to  the  consumer  and  wilfnatmully  increase 
rather  thlm  decrease  his  burden.  The  tax  content  in  the  consumer's  dollar  will  then 
be  greater  than  the  3  per  oent  which  it  would  average  imder  a  general  sales  or  turnover 
tax  levied  as  the  sole  tax  on  business,  and  in  addition  to  that  it  would  in  many 
instances  be  greater  than  it  is  under  out  present  normal  and  excess  profits  taxes. 

63.  Question.  If  a  sales  or  turnover  tax  is  substituted  for  profits  taxes  on  business, 
ought  the  exemptions  on  personal  incomes  be  increased? 

Answer.  Farmers,  wa^  earners,  salaried  persons,  and  other  persons  of  limited 
income,  though  now  paying  very  much  more  in  indizect  consumption  taxes  than  they 
would  pay  under  a  small  turnover  tax,  are  nevertheless  entitled,  as  a  matter  of  social 
justice,  to  incraased  specific  exemptions  on  their  personal  incomes. 

64.  Question.  If  their  tax  burdens  will  be  materially  decreased  by  the  substitution 
of  a  turnover  tax  for  the  present  profits  taxes  on  business,  why  give  them  further  relief? 

Anawer.  The  revenue  law  of  1013  exempted  incomes  of  $4,(if00  and  $3,000  of  married 
Mid  single  persons  respectively.  At  that  time  we  were  not  at  war,  and  it  is  therefore 
reasonable  to  suppose  that  the  figures  then  fixed  were,  after  mature  deliberation,  con- 
sidered the  proper  limit  for  tax-free  incomes.  We  are  again  at  peace  and  have  passed 
the  emergency  for  immediate  and  huge  war  revenues.  The  war  expenses  must  be 
paid,  of  course,  but  we  can  now  aff(»d  to  take  more  time  about  it.  The  cost  of  living 
18  still  high  and  will  probably  c(mtinue  so  for  some  time  to  come.    It  is  therefore  fair 
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to  apply  the  rule  of '  'ability  to  pay ''  to  persons  of  small  income,  because  under  a  turn- 
over tax  the  man  of  limited  income  will  continue  to  pay  his  full  share  of  taxes  in  hJB 
daily  expenditures,  which  will  generally  consume  most  of  his  income. 

65.  Question.  What  are  the  increased  specific  exemptions  on  personal  income  which 
are  now  suggested  to  replace  the  present  exemptions  of  12,000  and  $1,000. 

Answer.  $5,000  for  married  persons  and  $2,500  for  unmarried  persons. 

66.  Question.  Did  not  the  increased  prices  which  the  fanner  received  for  his  crops 
and  the  increased  wages  and  salaries  paid  to  wage  earners  and  salaried  persons  justify 
this  decrease  in  specinc  personal  exemptions? 

Answer.  The  advantage  which  the  farmer  may  have  had  by  reason  of  good  prices  for 
crops  has  disappeared.  Values  are  in  process  of  reduction,  and  the  salaried  man  and 
woman  did  not  enjoy  any  substantial  increase  in  revenue  duriag  war  times. 

67.  Question.  Were  not  salaries  advanced  during  the  period  of  the  war? 

Answer.  The  cost  of  rent,  clothing,  food,  and  all  the  necessities  and  comforts  of  life- 
advanced  by  leaps  and  bounds.  Salaries  were  practically  stationary  and  no  class  of  our 
people  has  been  forced  to  make  such  substantial  sacrifices  as  the  so-called  "white 
collar  brigade. ' '  This  includes  Federal  Government  employees,  professional  men  and 
women,  stenographers,  bookkeepers,  clerks,  and  business  assistants  of  all  kinds. 

68.  Question.  What  is  the  objection  then  to  coupling  the  small  turnover  tax  with 
increased  exemptions  on  personal  incomes? 

Answer.  None.  •  It  will  decrease  the  nimiber  of  persons  subject  to  personal  income 
tax;  but  as  these  persons  must  spend  most  of  their  limited  incomes  for  food,  clothing, 
and  rent,  and  as  personal  income  taxes  should  be  levied  on  the  principle  of  ''ability 
to  pay, ''  it  woula  seem  fair  and  In  the  interest  of  social  justice  that  CJongress  should 
increase  the  present  specific  exemptions. 

69.  Question.  Will  not  this  relieve  a  great  many  persons  from  the  payment  of  their 
just  share  of  the  national  tax  burden? 

Answer.  Under  the  proposed  turnover  tax  the  small  taxpayer  must  spend  most  of 
his  earning  and  will  tnerefore  pay  about  3  per  cent  in  indirect  taxes  on  practically 
his  entire  income.  While  this  is  much  less  than  he  is  now  paying  in  indirect  taxes 
on  consumption,  the  best  interests  of  the  country  demand  that  workers,  whether  with 
brain  or  brawn,  be  not  overburdened  with  taxes. 

70.  Question.  Do  the  farmers  and  wage  earners  know  that  their  indirect  couBump- 
tion  taxes  have  been  very  large  because  of  the  economic  fact  that  substantial  business 
taxes  must  be  shifted  from  dealer  to  dealer  until  they  rest  on  the  final  consumer? 

Answer.  Farmers  and  wa^e  earners  are  rapidly  awakening  to  the  actual  facts  of 
taxation  and  it  is  becoming  increasingly  difficult  to  continue  the  pleasing  fiction  that 
business  taxes  are  borne  entirely  by  corporations,  partnerships,  and  sole  traders. 

71.  Question.  As  it  is  clearly  shown  m  the  answers  to  question  47  that  the  burden 
on  the  consumer  of  the  turnover  tax  will  be  much  lighter  than  under  the  present 
profits  taxes,  why  do  friends  of  the  farmer  and  the  wage  earner  oppose  the  levy  of  a 
small  turnover  tax  in  place  of  all  other  taxes  on  business? 

Answer.  Profits  taxes  are  favored  by  some  legislators  because  they  are  indirect 
taxes  and  are  therefore  unnoticed  by  their  constituents.  Sales  taxes  are  opposed  by 
them  because  they  are  afraid  their  constituents  will  object  to  them. 

72.  Question.  Do  these  legislators  admit  that  their  constituents  are  being  indirectly 
taxed  at  a  very  heavy  rate? 

Answer.  In  the  April  number  of  The  Nation's  Business,  Congreasman  James  W. 
Good,  chairman  of  the  House  Committee  on  Appropriations,  said: 

"I  am  opposed  to  a  sales  tax.  In  the  event  that  there  is  unemployment,  and 
there  will  be  at  an  increasing  rate,  such  a  levy  would  cause  great  unrest.  How  woi^d 
the  laboring  man  feel,  if  asked,  while  out  of  emplovment  with  a  small  or  scarcely  no 
income,  to  pay  a  tax  on  ever^'tning  that  he  eats  and  on  everything  that  he  wears,  not 
realizing  that  the  excess  profits  tax  has  been  passed  on  to  the  consumer  and  that  in 
the  past  he  has  been  comnelled  indirectly  to  pay  it?  He  will  become  bitter  in  his 
resentment  at  a  Congress  tnat  repealed  a  tax  required  out  of  excess  earnings,  only  to 
substitute  a  direct  consumption  tax  which  he  must  pay." 

73.  Question.  As  it  is  conceded  that,  together  with  all  other  consumers,  the  farm^* 
and  the  laboring  man  have  in  the  past  been  compelled  indirectly  to  pay  heavy 
p>Tamided  excess  profits  taxes  and  otner  taxes  and  Congress  recognizes  this  fact,  is  it 
good  politics  to  continue  these  heavy  indirect  burdens  when  the  very  much  lighter 
burden  of  the  turnover  tax  can  be  substituted? 

Answer.  The  farmers  and  the  wage  earners  are  beginning  to  study  taxation  as  it 
affects  them,  and,  when  the}^  are  in  possession  of  the  facts,  they  will  insist  that  tax 
revision  shall  be  honest  revision  downward  in  the  interest  of  the  consumer.  To  pan^ 
phrase  a  saying  of  Abraham  Lincoln:  You  can't  fool  all  the  farmers  and  wage  earners 
all  of  the  time. 
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74.  Question.  What,  then,  ia  the  point  at  issue  between  the  friends  of  the  farmer, 
the  wa^  earner,  and  the  consumer  generally,  who  favor  a  turnover  tax  and  those 
other  friends  who  oppose  a  turnover  tax? 

Answer.  The  point  at  issue  is  really  a  question  of  ^'fact"  which  Congress  can 
definitely  establish.  Intelligent  men  in  and  out  of  Congress  know  that  the  tax  burden 
on  the  consumer  caused  by  the  normal  and  excess  profits  taxes  on  corporations  and 
normal  income  and  surtaxes  on  partnerships  and  sole  traders  is  very  heavy.  On  the 
other  hand,  we  have  demonstrated  that  the  tax  burden  under  the  turnover  tax  at  X 
per  cent  is  very  light. 

The  opponents  of  the  turnover  tax  assert  that  it  has  many  failings,  but  they  do  not 
squarely  meet  the  issue  which  interests  the  farmer  and  the  wage  earner.  That  issue 
is  the  size  of  the  large  pyramided  profits  tax  as  compared  to  the.  size  of  the  small 
pyramided  turnover  tax. 

We  may  pertinently  quote  from  the  Galey  &  Lord  pamphlet  on  federal  Taxation 
and  the  Farmer: 

**The  question  is,  Can  we  bear  to  know  that  such  a  tax  is  included  in  the  price  we 
pay  for  what  we  buy,  or  would  we  prefer  to  continue  to  have  something  like  23  per 
oent  taken  from  us  in  disguised  form?  " 

We  give  the  farmer  and  the  wage  earner  credit  for  average  intelligence  and  feel 
certain  that  when  they  know  the  facts  they  will  all  clamor  for  the  proposed  small 
turnover  tax  as  the  sole  tax  on  business. 

75.  Question.  What  advantage  has  ike  ''integrated"  or  "  self-contained"  business, 
under  the  present  act,  over  its  competitor  who  performs  fewer  operations? 

Answer.  Under  our  present  system  of  profits  taxes,  a  great  self-contained  business, 
performing  all  operations  ^m  tne  production  of  raw  materials  to  the  sale  of  the  finished 
product  to  the  retail  distributor,  or  to  the  consumer,  need  load  its  selling  prices  with 
its  own  estimated  taxes  only. 

The  smaller,  or  lesser-contained  business,  must  buy  its  raw  materials,  and  sometimes 
even  manufactured  parts,  from  producers  and  manufacturers.  It  is  therefore  at  a  dis- 
advantage as  compared  to  the  self-contained  industry,  because  the  prices  paid  for  these 
purchases  generally  include  the  profits  l^xes  of  the  sellers.  The  lesser-contained 
industry  is  therefore  obliged  to  include  in  its  selling  prices  these  shifted  taxes,  as  well 
as  its  own  estimated  profits  taxes. 

76.  Question.  Will  this  disadvantage  be  increased  or  diminished  by  the  substitution 
of  a  small  general  eross  sales  or  turnover  tax  in  place  of  the  present  profits  taxes? 

Answer.  The  advantage  of  the  great  ''self-contained"  business  will  naturally  be 
greatly  diminished  if  a  small  turnover  tax  is  substituted  for  substantial  business 
profits  taxes. 

17.  Question.  Will  a  general  gross  sales  or  turnover  tax  give  the  great  "self- 
contained  "  business  any  added  advantage  over  its  smaller  competitor? 

Answer.  Smaller  deafers  have  often  decided  advantages  and  sometimes  certain  dis- 
advantages, Quite  apart  from  taxes.  They  nevertheless  perform  important  economic 
functions  ana  have  no  apparent  difficult v  in  remaining  in  business  and  prospering 
often  much  better  ^an  the  "self-contained"  competitor. 

A  small  turnover  tax  will  not  in  any  material  manner  increase  the  advantage  of  the 
laiger  dealer.    On  the  contrary,  it  win  often  materially  decrease  that  advant^. 

78.  Question.  Are  there  any  other  reasons  for  behoving  that  a  turnover  tax  not 
exceeding  1  per  cent  will  not  discriminate  against  the  concern  which  is  not  self- 
containea? 

Answer.  A  very  prominent  economist  who  has  carefully  studied  the  question,  says: 

"The  objection  that  the  sales  tax  discriminates  against  the  concern  which  is  not 
self-contained  is  not  serious  because: 

"1.  Frequently  the  self-contained  concern  has  its  disadvantages  compared  with 
concerns  that  are  not  self-contained  (e.  g.,  the  successful  assembling  plant  compared 
with  the  manufacturer  of  all  the  parts).  The  concern  which,  in  order  to  be  self- 
contained,  ein>ands  its  business  by  taking  over  subsidiajy  lines,  freauently  goes  into 
things  it  coula  not  do  as  well  as  concerns  which  have  specialized  in  making  such  things, 
and  presently  finds  that  the  products  cost  more. 

"  2.  Where  this  is  not  so,  the  difference  between  the  self-contained  and  the  other 
concern  is  usually  comparatively  small  and  is  insignificant  compared  with  the  dis- 
criminations between  concerns  in  the  same  line  of  trade  which  are  made  by  the  excess 
profits  tax  whidi  it  is  proposed  to  repeal.  If  the  excess  profits  tax  can  be  repealed 
and  the  sales  tax  substituted  therefor,  the  net  result  will  be  to.give  us  a  tax  law  which 
ia  much  more  equal  than  the  present  law  in  its  operation  upon  different  classes  of 
producers. 

"  3.  It  is  not  true  that  any  difference  which  the  sales  tax  may  give  to  integrated 
concerns  will  lead  during  the  next  few  years  to  any  significant  changes  in  methods 
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of  doing  buBinesB.    The  condition  of  the  money  market  is  such  that  they  are  not  going 
to  branch  out  into  new  lines  of  trade. 

'^  4.  Even  if  money  could  be  obtained,  there  would  be  little  or  no  likdihood  of 
concerns  reorganizing  their  business  if  the  sales  tax  were  imposed  for  a  period  of  three 
years,  as  the  measure  is  designed  to  help  the  Government  in  a  temporary  emeigency 
and  with  the  imderstanding  that  the  continuing  or  discontinuing  of  the  tax  at  the  end 
of  the  three  years'  period  would  depend  upon  the  satisfactory  operation  of  the  measure. 
Business  is  not  going  to  readjust  itself  to  any  material  d^ee  for  a  tax  that  is  limited 
in  operation  to  three  years. 

"  0.  Even  if  the  above  considerations  have  less  weight  than  is  here  contended,  there 
is  no  reason  why  Congrees  should  not  proceed  to  enact  a  sales  tax,  because,  if  Congreas 
believes  that  such  a  tax  would  otherwise  give  self-contained  concerns  a  material 
advantage,  it  could  perfectly  well  provide  ror  imposing  a  tax  upon  all  the  raw  ma- 
terial and  other  thii^  entering  into  the  finished  product  which  the  sd^f-contained 
concerns  manufacture^  thus  putting  such  concerns  upon  a  parity  with  competiton 
who  are  not  s^f-contamed , " 

79.  Question.  Apart  from  the  fact  that,  under  our  pree^it  system  of  profits  taxes, 
the  self-contained  ousiness  has  a  greater  advantage  over  its  small  competitor  than  it 
would  have  under  a  small  turnover  tax — ^what  will  that  ad\'antage  amount  to  tinder  a 
1  per  cent  turnover  tax? 

A.  Analyzing  the  figures  furnished  by  Sweet-Orr  &  Go.  (Inc.),  set  forth  in  this 
primer  in  question  47,  we  find  that  this  self-contained  textile  plant  makes  and  sells 
a  suit  of  overalls  and  jacket  direct  to  the  retailer  for  $6. 

The  plant  has  loaded  into  its  cost  price  1  per  cent  on  $1.80  worth  of  cotton 
purchased,  or sales  tax. .  $0. 018 

Its  operations  pay  no  further  tax  on  sales  imtil  the  suit  is  sold  to  the  retailer 
at  $6,  of  which  1  per  cent  is sales  tax. .      .  060 

Making  a  total  sales  tax  of 078 

Which  it  passes  along  to  the  consumer,  making  the  retail  cost  price 6. 078 

On  the  other  hand,  we  have  the  small  competing  wholesaler  who  must  buy 
his  overalls  and  jackets  from  a  manufacturer.  This  wholesaler  has  the 
burden  of  the  combined  taxes  on  steps  1,  2,  and  3,  or 05782 

Plus  ti^e  sales  tax  of  the  manufacturer 05 

.  10782 
He  then  seUs  to  the  retailer,  adding  his  own  tax 06 

Making  the  tax  to  the  retailer. 16782 

The  difference,  therefore,  between  the  sales  taxes  of  the  self-contained  textile  plant 
and  the  wholesaler  is  the  difference  between  10.16782  and  90.078,  or  $0.08982,  or  about 
9  cents  on  his  sale  price  to  the  retailer.  This  is  less  than  1}  per  cent  on  the  selling 
price  of  the  suit  of  overalls  and  jacket  to  the  retailer. 

80.  Question.  Is  it  conceivable  that  a  great  self-contained  textile,  shoe,  steel,  or 
other  plant  would  assume  the  ride  and  trouble  of  performing  all  the  operations  from 
production  of  raw  material  to  distribution  to  the  retail  desder  with  a  miirrmnm  ad- 
vantage of  only  1)  per  cent  over  the  smaller  fellow? 

Answer.  The  advantage  of  the  self-contained  plant  over  a  leaser  contained  com- 
petitor under  a  1  per  cent  turnover  tax  will  rarelv  be  more  than  one-third  or  one-half 
of  1  per  cent:  but  in  the  extreme  case  illustratea  in  the  foregoing  answer,  where  the 
advantage  is  1^  per  cent  over  the  whtdesaler,  the  wholesaler  in  cotton  goods  who  could 
compete  with  a  great  self-contained  manufacturer  by  simply  reducing  his  gross  selling 
prc^t  from  20  per  cent  to  18  per  cent  would  soon  have  tbiat  self-containeid  producer 
on  the  run. 

81.  Question.  What  other  factors  are  of  jjeater  importance  in  business  than  a  slig^ht 
advantage  which  a  general  turnover  tax  nught  give  tne  self-contained  concern  over  its 
lesser  contained  competitor? 

Answer.  It  is  a  matter  of  common  knowledge  among  practical  business  men  that 
productian  costs  vary  considerably  and  plants  which  are  at  a  disadvantage  because 
of  higher  production  costs  sometimes  overcome  it  through  lower  operating  expenses. 

82.  Questioii.  Do  operaldng  expenses  in  the  same  Hne  of  business  show  any  cou- 
nderable  variation? 

Answer.  The  Harvard  Bureau  of  Buaness  Researdi  has  published  surveys  of  sales 
fliAde  in  1919  by  wholesale  grocers,  retail  grocers,  retail  shoe  etches,  and  retail  hard- 
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mae  stares.  The  oompntatkma  were  made  fiom  139  to  197  stores  in  each  group,  in 
from  35  to  40  States  and  Canada.  The  opecating  expenses  in  each  group  showed 
very  wide  variations. 

83.  Question.  What  were  the  lowest,  highest,  and  common  or  average  operating 
expenses  on  the  net  sales  in  each  of  these  rour  lines? 

Answer: 


WlioleMle  groetry  storaB. 

Retail  grooerv  stores 

Betail  shoe  stores 

Betailbvdimra«tons .^ 

•  t  * 


Lowest. 


4.85 

0.57 

13.62 

11.42 


Bluest. 


Percent. 
14.71 
2S.S5 
35.63 
36.03 


CammoD. 


Per  emu. 

9.10 

14.06 

24.00 

21.00 


84.  Question.  Did  the  Harvard  Bureau  of  Business  Research  find  any  adjustment 
between  expense  and  profit? 

Answer.  The  bureau  states: 

*'The  wholesale  grocer  who  showed  the  lowest  gross  profit  in  1919  also  had  the 
lowest  total  expcoise  in  percentage  of  net  sales;  the  company  with  the  highest  gross 
profit  had  the  nighest  total  expense.  Although  such  adjustment  does  not  appear 
in  every  case,  nevertheless  the  tendency  clearly  is  for  the  wholesale  grocers  to  adjust 
their  mark-ups  and  their  gross  profits  in  accordance  with  the  expenses  that  they 
incur. " 

85.  Question.  'What  bearing  have  these  surveys  on  the  turnover  tax? 

Answer.  The^  clearly  indicate  that  even  very  wide  differences  in  operating  ex- 
penses, greatly  in  excess  of  1  per  cent,  are  not  snflicient  to  give  to  the  most  econom- 
ically cooducted  business  a  dominating  advantage  over  a  competitor  whidi  is  not 
ao  emcientljr  conducted. 

86.  Question.  What  conclusion  may  be  drawn  from  these  illustrations? 

Answer.  It  is  evident  that,  apart  from  the  demonstrable  fact  that  |>rolit8  taxes  g^ve 
the  self-contained  industry  greater  advantage  over  its  lesser  contained  competitor 
than  a  1  per  cent  turnover  tax  would  give,  other  factors  in  competitive  business  are 
of  far  greater  influence  than  small  tax'difFerences  in  determining  the  advantage  of  th# 
big  over  the  little  business  in  the  same  line. 

87.  Question.  What  are  some  of  the  objections  to  excess  profits  and  other  profits 
taxes? 

1.  Inequitable  taxation,  because  of  difference  in  form  of  corporation,  or  because 
business  is  conducted  by  partnership  or  sole  trsder. 

2.  Amount  of  tax  uncertain  until  end  of  year. 

3.  The  Government  must  have  its  share  in  cash  within  year  after  ascertainment  d 
tax,  although  profits  of  business  are  not  usually  in  that  form,  but  are  generally  tied 
up  in  book  accounts,  raw  materials,  machinery,  and  merchandise. 

4.  Hie  Government  sometimes  collects  large  tax  payments  on  book  profits  which 
have  turned  into  a  loss. 

5.  In  prosperous  years  inventories  can  not  be  taken  conservatively  in  anticipation 
of  the  poor  years  which  recur  from  time  to  time. 

6.  There  is  great  temptation  for  wasteful  expenditure  in  advertising,  exploitation 
of  doubtful  nuurkets,  risky  investments,  and  other  forms  of  business  waste,  because 
the  Government  is  paying  a  large  part  of  such  wasteful  expenses. 

7.  Dependence  by  Government  upon  excess  profits  and  other  business  profits 
for  large  sums,  which  can  not  possibly  be  realized  during  a  period  of  business  deprss* 
sion,  strikes  the  business  man  as  extremely  ha:?ardous. 

8.  The  American  business  man  is  concerned  with  larger  and  more  durable  business 
aspects Uian  profiteering;  he  looks  with  disfavor  upon  a  peace-time  tax  systom  which 
forces  him  to  greatly  increase  his  profits  to  an  extent  which  seriously  hampers  the  power 
of  his  customer  to  buy  his  goods.  Reduced  prices  to  the  consumer  is  the  surest  way 
to  hold  and  extend  consumption. 

9.  Successful  business  must  be  conducted  for  profit,  therefore  all  substantial  busi- 
ness tAxes  must  form  part  of  the  seller's  cost.  Lvery  sale  carries  the  burden  of  this 
tax  to  be  paid  by  the  seller,  thus  forming  a  part  of  the  price  to  the  purchaser,  who  in 
turn  adds  ids  own  business  tax  when  he  sells. 

The  result  is  that  on  an  aveigae  of  five  or  six  turnovers  it  is  possible  that  the  pyra- 
mided normal  tax,  excess  profits  tax,  capital  stock  tax,  and,  in  come  cases,  special 
exdee  tax,  mav  amount  to  an  increase  of  25  per  emit  (x  more  in  the  price  to  the  con- 
sumer.   The  Government  may  get  only  two- thirds  of  this  increase. 
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10.  While  oiif  excessive  and  complicftted  buflineflB  taxes  are  not  the  sole  cause  of 
the  high  cost  of  living,  they  are  indisputably  one  of  its  greatest  contributing  factors. 
.  ,^  88.  Question.  Can  a  general  gross  sales  or  turnover  tax  be  administored  without 
increasing  the  burden  on  the  Internal  Revenue  Department? 

Answer.  The  adoption  of  a  turnover  tax  in  place  of  profits  taxes  would  greatly 
simplify  the  work,  and  therefore  greatly  decrease  the  burden  of  the  Department  of 
internal  Revenue.  -  - 

.  Checking  the  books  of  corporations,  partnerships  and  sole  traders,  to  determine 
whether  or  not  tax  returns  have  been  made  in  strict  accord  with  the  law  and  with 
Treasury  rulings,  has  proven  an  almost  impossible  task  imder  the  present  tax  sj^tem. 
Where  it  now  requires  days  of  continuous  work  to  check  the  ''profits  tax"  return  of  a 
large  corporation,  a  tax  return  by  thfe  Same  corporation  based  on  a  turnover  tax,  could 
be  checked  in  a  few  minutes. 

Dr.  Thomas  S.  Adams,  formerly  chairman  of  the  tax  advisory  board  of  the  United 
States  Government,  in  an  article  published  in  the  New  York  Evening  Post  on  August 
4,  1920,  said: 

** Existing  tax  laws  must  be  simplified;  it  would  be  worse  than  folly  to  add  new 
complexities.  This  has  a  most  important  bearing  on  th6  sales  tax  proposal.  In  tiie 
long  run  a  general  sales  tax  in  place  of  the  income  and  profits  taxes  would  greatly 
simplify  the  work  of  the  Bureau  of  Internal  Revenue. " 

89.  Question.  Would  a  turnover  tax  at  a  rate  not  exceeding  1  per  cent  tend  to  bring 
about  undesirable  changes  in  business  practice  by  avoidance  of  technical*  sales  for 
the  purpose  of  getting  around  the  tax? 

Answer.  The  deliverv  of  goods  on  memorandum  or  consignment  to  selling  agents 
instead  of  to  wholesale  distributors,  and  contracts  for  future  sales,  leases  and  rentals, 
will  not  avoid  the  turnover  tax,  because  all  such  sales  become  taxable  sales  as  soon 
as  title  passes  to  the  purchaser. 

Under  the  {nreeent  revenue  law  taxes  ranging  in  rate  from  3  per  cent  to  10  per  cent 
are  being  CbUected  on  such  transactions.  Even  these  high  rates  have  not  caused  any 
imdesirable  change  in  busineBS  practices  and  it  would  therefore  seem  safe  to  assume 
that  a  rate  not  exceeding  1  per  cent  would  have  no  such  result.  The  only  way  in 
•which  payment  of  the  turnover  tax  can  be  avoided  is  by  absolute  fraud. 

90.  Question.  Will  the  work  of  the  Bureau  of  Internal  Revenue  be  simplified  if  all 
profits  taxes  are  repealed  and  our  only  taxes  are  a  graduated  income  tax  and  a  turn- 
over tax? 

Answer.  It  would  undoubtedly  relieve  the  bureau  of  a  great  strain  and,  when  it 
had  caught  up  in  its  audit  of  the  last  four  years'  business  tax  returns,  it  will  undoubtedly 
be  possil^e  to  dispense  with  the  services  of  a  substantial  part  of  the  army  of  accountants 
who  are  now  employed. 

91.  Question.  What  has  been  the  experience  in  the  Philippine  Islands  regarding 
administration  of  the  sales  tax? 

Answer.  In  reply  to  an  official  inquiry  made  by  Secretary  Houston  some  time  ago, 
the  Philippine  Government  stated  that:  "The  sales  tax  is  the  most  satisfactory, 
accurate,  economical,  productive,  and  equitable  tax  in  our  system." 

As  this  tax  has  been  in  force  in  the  Philippines  since  1905,  and  is  a  proven  success, 
this  opinion  is  significant. 

92.  Question.  What  has  been  the  experience  in  Canada  regarding  the  administration 
of  the  sales  tax? 

Answer.  See  answer  to  question  25  on  page  13. 

93.  Question.  Can  a  general  gross  sales  or  turnover  tax  not  exceeding  1  oer  cent  on 
each  turnover  be  relied  upon  to  produce  the  revenue  required  to  replace  tne  revenue 
lost  through  repeal  of  tlie  profits  taxes  and  the  special  excise  taxes? 

Answer.  The  Treasury  Department  can  make  more  reliable  estimates  of  the  probable 
income  procurable  from  a  general  turnover  tax  than  it  can  possibly  do  to-day  from 
profits  taxes. 

94.  Question.  What  are  the  estimates  of  the  probable  revenue  yield  from  a  general 
gross  sales  or  turnover  tax  at  1  per  cent? 

Answer.  The  following  estimates  have  been  made: 

Tax  committee,  National  Association  of  Manufacturers $6, 720, 000, 000 

Roger  Babson,  statistician 5,000,000,000 

Bache  Review,  April,  1920 5, 000, 000, 000 

Business  Men's  National  Tax  Committee 3, 000, 000, 000 

Dr.  Thomas  S.  Adams,  former  chairman  Advisory  Tax  Board,  United 

States  Government 2,000,000,000 

Joseph  S.  McCoy,  Treasury  Department,  United  States  Government. .  1, 700, 000,  OOO 

It  seems  safe  to  assume,  therefore,  that  $3,000,000,000  is  a  conservative  estimate. 
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95.  Question.  If  the  turnover  tax  is  shifted  in  every  instance,  does  it  not  become 
a  tax  on  consumption? 

Answer.  All  substantial  business  taxes  become  taxes  On  consumption.  The 
turnover  tax  will,  however,  be  a  much  lighter  tax  on  consumption  than  the  present 
profits  taxes  are.      ^ 

96.  Question.  Is  it  not  an  innovation  in  our  tax  system  to  levy  consumption  taxes 
which  may  produce  a  large  percentage  of  the  Federal  income? 

Answer.  Consumption  taxes  were  me  mainstay  of  our  Federal  revenue  previous  to 
the  Great  War.  In  1913,  95  per  cent  of  the  entire  Federal  revenue  came  from  con- 
sumption taxes,  viz,  duties  in  imports  and  excises  on  alcoholic  beverages  and 
tobacco. 

97.  Question.  Why  designate  these  taxes  "consumption"  taxes? 

Answer.  Duties  on  imports  immediately  become  part  of  the  coet  of  the  merchandise 
imi>orted,  and  are  shifted,  plus  the  gross  profit  of  the  importer,  to  other  dealers.  The 
duties  are  then  further  shifted  to  the  consumer,  plus  the  gross  profit  of  the  final 
distributor. 

This  applies  also  to  taxes  on  tobacco  and  alcoholic  beverages. 

98.  Question.  If  it  is  true  that  95  per  cent  of  the  entire  Federal  revenue  in  1918 
was  derived  from  consumption  taxes,  was  there  at  that  time  any  objection  to  or  protest 
against  that  form  of  taxation? 

Answer.  The  public  has  long  been  accustomed  to  duties  on  imports  and  excises  on 
alcohol  and  tobacco,  and  does  not  object  to  that  form  of  taxation. 

99.  Question.  Would  a  gross  sales  or  turnover  tax  levied  as  an  excise  tax  on  all 
sales  be  constitutional? 

Answer.  The  special  committee  on  taxation  of  the  chamber  of  commerce  of  the 
United  States,  in  its  report  on  tax  referendum  No.  34,  unfortunately  questioned  the 
legality  of  such  a  tax.  This  doubt  was  nullified,  however,  by  the  recommendation 
that  excise  taxes  should  be  levied  on  a  few  selected  commodities,  made  by.  this  same 
committee  in  the  same  report.  The  committee  evidently  did  not  believe  that  this 
.  objection  was  valid  as  there  is  no  doubt  that  Congress  has  the  right  to  le-vy  an  excise- 
safes  tax  in  the  shape  of  a  general  turnover  tax. 

100.  Question.  Would  the  American  fanner  who  sells  his  grain  for  export  at  prices 
established  in  Liverpool,  and  the  American  exporter  who  competes  with  foreign 
exporters  from  countnes  which  have  no  sales  tax,  be  injured  by  the  1  per  cent  turnover 
tax? 

Answer.  The  turnover  tax  could  not  be  applied  to  exports  of  any  kind  because  of 
the  provision  contained  in  Article  I,  section  9,  of  the  Constitution  of  the  United  States, 
which  provides  that  no  tax  or  duty  shall  be  laid  on  articles  exported  from  any  State 
in  the  union. 

101.  Question.  Is  it  possible  under  our  present  tax  law  to  make  returns  which  are 
correct  both  from  the  standpoint  of  the  Government  and  of  the  taxpayer? 

Answer.  Judging  from  the  experience  of  the  past  two  years,  it  is  almost  impossible 
to  do  so.  Corporations,  partnerships,  and  individuals  have  hired  attorneys  and 
expert  accountants  to  make  up  their  tax  returns,  and  in  spite  of  this  the  Qovemment 
has  collected  hundreds  of  millions  of  dollars  due  to  incorrect  tax  returns,  which  it 
has  stated  are  not  fraudulent  but  merely  mistaken.  It  has  announced  that  it  expects 
to  collect  many  hundreds  of  millions. more  when  back  returns  have  been  checked  up. 

102.  Question.  Why  should  the  Government  collect  such  huge  amounts  of  arrears 
of  taxes  as  it  is  now  collecting  under  the  revenue  acts  of  1917  and  1918? 

Answer.  The  revenue  act  ia  so  difficult  to  understand  that  even  the  advice  of 
h  ighly  paid  experts  has  not  protected  the  taxpayer  against  errors  in  making  his  returns. 

103.  Question.  Who  would  be  benefited  by  the  substitution  of  a  1  per  cent  turnover 
tax  in  place  of  all  other  taxes  on  business? 

Answer.  1.  The  consumer  would  be  benefited,  because  the  tax  conte&t  of  his  dollar 
would  be  greatly  reduced.  He  would  therefore  be  able  to  save  this  difference  or  to 
buy  more  goods  with  the  same  amount  of  money. 

2.  The  business  man  would  be  benefited,  because  the  consumer  could  buy  more 
goods  and  so  increase  the  sales  of  the  merchant.  He  would  be  further  benefited 
because  he  would  no  longer  have  to  pay  for  expert  advice  in  making  his  tax  returns. 
He  would  simply  pay  1  per  cent  on  nis  monthly  sales,  which  could  be  computed  by 
his  own  bookkeeper. 

3.  The  Government  would  be  benefited,  because  this  tax  would  be  much  simpler 
and  therefore  much  less  costly  to  collect  than  the  taxes  now  levied  on  the  profits  of 
business. 

4.  Public  service  corporations  and  other  business  enterprises  would  be  benefited, 
because  persons  of  great  wealtb  would  not  feel  compelled  to  invest  in  tax-exempt 
securities,  and  investment  capital  would  flow  into  constructive  channels,  the  income 
fnnn  which  would  be  taxable  as  personal  income. 
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104.  Question.  Who  would  be  injured  by  the  substitution  of  a  1  per  cent  turnover 
tax  in  plsoe  of  all  other  taxes  on  business? 

Answer.  Mr.  Daaiel  C.  Ropw,  form»  Commissioner  of  Internal  Revenue,  pubHcly 
stated  that,  while  the  Government  is  spending  $25,000,000  annually  to  collect  the  tax, 
the  taxpayen  of  the  country  are  pending  $100^000,000  annually  in  preparing  their 
tax  returns. 

It  is  safe  to  assume  that  most  td  this  $100,000,000  represents  fees  paid  by  taxpayers 
to  attorneys  and  expert  accountants,  many  oi  whom  now  specialize  in  tax  work,  for 
necessary  assistaace  in  interpreting  a  tax  law  which  is  unintelligible  to  the  aveiage 
citizen  and  upon  which  these  experts  are  themselves  often  in  disagreement. 

The  turnover  tax  at  1  per  cent  would  be  so  simple  that  every  taxpayer  would  be 
able  to  compute  his  own  taxes  without  this  hi^-pnced  assistance. 

105.  Question.  What  other  sources  of  revenue  would  the  Federal  Government  pos- 
sess in  addition  to  a  general  gross  sales  or  turnover  tax  if  levied  in  place  of  all  other 
business  taxes? 

Answer.  Taxes  on  personal  incomies,  duties  on  imports,  inheritance  taxes,  stamp 
taxes  now  in  force  on  sales  of  stocks,  and  such  other  stamp  taxes  as  may  be  retained 
by  Congress. 

106.  Question.  Does  the  time  and  the  energy  reauired  for  a  business  man  to  com- 
ply with  our  present  complicated  profite-tax  law  suotiact  from  hk  busixiess  initiative 
and  constructive  capacity  and  tend  to  retard  business? 

Answer.  Under  date  of  March  22,  1921,  Roger  W.  Babson  makes  the  following 
statement  under  the  heading  **Tax  returns  curtail  March  business '^ 

'  *  One  very  important  factor  in  the  recent  slowing  up  oi  business  was  the  tax  returns. 
People  little  realize  how  serious  a  loss  in  time  the  filing  of  returns  under  the  pKsent 
system  involves.  Bank  clearings,  building  permits,  and  other  figures  now  comiiv 
out  for  the  two  weeks  preceding  March  15  (when  the  Federal  statements  were  due) 
indicate  that  the  time  which  our  5,000,000  people  have  given  simply  to  preparing 
these  reports  resulted  in  a  loss  of  about  $1,000,000,000  in  sales,  $550,000,000  in  manu- 
facturing, and  $500,000,000  in  other  lines.  If  we  add  to  these  figures  the  time  of 
bookkeepers,  accountaDts,  Grovemment  tax  ofl^ials,  collectors,  and  inspectors,  whose 
work  is  unproductive  from  the  econoimst's  point  of  view,  we  have  4w  greater  loss/' 

107.  Question.  Do  business  men  favor  the  retention  of  our  present  system  of  profits 
taxes? 

Answer.  Business  men,  \MXf^  and  smaU^  would  welcome  the  repeal  of  our  present 
system  of  profits  taxes  and  the  substitution  thereCor  of  a  small  gross-sales  or  turn- 
over tax. 

0TATBHBNT  OF  0.  P.  XiANDBBTO,  PHUiADXLPHIA,  PA. 

Mr.  Landreth.  My  name  is  Clarence  P.  Landreth,  41  North  T^nth 
Street  and  Fifteenth  and  Lehigh  Avenue,  Philadelphia,  Pa. 

The  Chaibman.  What  is  your  business  t 

Mr.  Landreth.  I  am  engaged  in  the  development  and  api>lie»- 
tion  of  electrochemical  processes  for  the  treatment  of  water  for  cities, 
etc.,  and  in  the  manufacture  and  application  of  apparatus  with  which 
to  carry  them  out.  The  nature  of  my  business  is  tnerefore  immaterial, 
and  my  views  are  not  aflFected  thereby. 

The  Chairman.  Only  as  bearing  on  your  general  qualifications. 

Mr.  Landreth.  I  speak  for  various  people,  by  the  way. 

The  Chairman.  Your  business  has  to  do  with  municipal  filtra- 
tion? 

Mr.  Landreth.  Municipal  works  of  various  kinds.  It  therefore 
affects  the  issuing  of  mumcipal  bonds. 

The  Chairman.  Do  you  represent  any  association,  Mr.  Landreth, 
or  just  yourself  ? 

Mr.  Landreth.  I  represent  no  special  interest,  but  I  am  authorized 
to  speak  for  the  memoers  of  the  Business  Science  Club  of  Philadel- 
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phia,  and  I  speak  for  myself  and  other  American  citizens  having  an 
mterest  m  the  opmnng  of  the  f actonea  of  this  country. 
Mr.  liAiTDUrrar  (reading): 

It  dees  not  leeai  clear  as  to  the  difltinctioo  between  "income ''  and  proftts. 

Aff  will  be  ihown^  all  tranmctionfl,  within  itfi  broad  meaning,  for  money  or  it» 
eoiumdent,  BteitiBg  at  50  cents,  Nsultinff  in  the  txaafller  of  ownerahii)  or  benefits, 
which  include  many  transactions  other  than. purchase  or  sales,. excepting:  those  in- 
volving personal  services  or  laeer  and  gifts,  may  be  advantageously  considered  as  a 
basis  fev  taxation  purposes.    The  transaction  is  the  only  common  basis. 

Qoes^ons: 

m  Will  it  produce  the  aeedecUieveniiiel    Yes« 

(2)  Would  it  tax  the  "poor  man's  breakfast  table"?  No  (not  unless  he  so  wishes); 
because  ol  the  50  ee»ls  exemption, 

(3)  Will  it  be  popular?  Yes ;  it  will  take  the  tax  off  the  **  movies, ^  ice-cream  cones, 
soil  drinks,  etc 

(4)  Would  it  tax  labor?    No;  net  ef  any  kind. 

(5)  Would  it  reduce  prices?  Yes;  by  reducing  profit  taxes,  now  estimated  to  add 
an  average  of  23  per  cent. 

(6)  Would  it  reduce  business  profit  taxes?  Yes;  to  an  estimated  avenge  mari  mum 
of  5  per  cent. 

(7)  Would  it  leduoe  income  taxes?    Yes. 
8)  Okd  any  avoid  it  who  should  pay?    No. 
[9)  Does  it  tax  the  small  sale?    No. 

flO)  Will  it  tax  therich  who  now  invest  in  tax-free  bonds?    Yes. 
ill)  Will  it  tax  bonowed  monev?    No. 

^12)  Will  it  tax  bank  deposits?  No;  except  upon  the  interest  withdrawn  and 
utilized. 

(13)  Will  it  tax  land  or  other  real  estate  now  owned?  No;  it  is  not  the  '* Henry 
George''  sin^e  tax,  but  embodiee  its  merits  without  its  demerits. 

(14)  Will  it  tax  Hsnnofv  ma  oltea  thought  regarding  income-tax  law?    No. 

(15)  Does  it  tax  bonefils  when  and  as  derived  only,  and  in  financial  proportion: 
thmto?    Yea. 

(16)  Will  it  tax  the  ''rich"  more  in  proportion  than  others?  Yes  (because  of  the- 
naCure  of  some  of  their  iavostments),  and  when  not  engaged  in  professions,  manu-^ 
tectBriiur,  or  trade.    (Tax  penonal  money  leaving  this  country.) 

(17)  Will  it  hnluce  investments  in  business  enterprises,  and  yet  yield  the  same  net 
return  after  taxes  are  paid?    Yes,  if  the  enterprises  prove  profitable. 

(18)  Would  it  lower  stock  market  values?    No. 

(19)  Will  it  stimolate  business?    Yes. 

(20)  Will  it  in  anv  way  upset  present  business  methods?  No;  except  that  it  will 
tend  to  cut  out  tiie  middle  men ''  and  to  bring  producer  and  consumer  together  more 
quickly. 

(21)  Will  the  revenue  be  difficult  to  collect  or  the  tax  hard  to  assess?    No. 

(22)  Will  it  abolish  any  pres^it  law?    Yes;  a  very  unpopular  one. 

C23)  Will  it  make  foreigners  while  in  this  country  pay  their  share  of  the  taxes?    Yes. 

(24)  Will  it  transfer  tiie  tax  from  the  rich  and  place  it  upon  the  poor?  No.  It 
will  have  the  tendency  to  reduce  the  taxation  of  tne  poor,  tnus  automatically  trans- 
ferring the  burden  to  me  ''rich.'' 

The  so-called  "rich"  now  collect  from  the  so-called  ''poor,''  always  did,  and  always 
will. 

Since  the  ''rich"  had  the  brains  to  earn  (and  properly  invest  their  wealth),  to  get 
back  any  increased  tax  is  a  nmple  matter.  If  the  tax  is  raised,  it  is  "passed  on" 
with  "their  compliments"  and  something  added  for  their  trouble. 

It  was  a  short-sighted  policy  to  try  to  thus  tax  the  rich.  It  transferred  (in  a  few 
years)  the  burden  to  those  who  could  least  afford  it. 

I  am  trying  to  present  a  means  of  benefiting  the  poorer  and  middle  classes  (the 
rich  can  take  care  of  themselves)  and  yet  raise  the  needed  revenue  by  a  more  equal 
distribution  of  taxation. 

It  is  also  better  to  have  work  and  a  small  tax  than  no  woric  and  no  tax. 

There  is  quite  a  difference  between  a  sale  and  a  purchase  when  it  comes  to  taxation, 
and  unless  the  law  is  definite,  controvenies  will  arise  in  laige  and  small  transactions. 
It  should  be  clarified  by  using  the  words  "such  tax  to  be  borne  by  the  purchaser, 
collected  and  remitted  by  the  vendor,  or  lessor." 
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AVEBAGINO  SALB8. 

Small  transactionB  difficulties  aa  regards  taxation  disappear  by  not  taking  thoee 
under  50  cents  and  starting  the  tax  at  50  cents,  it  being  1  cent  up  to  %l  and  consider- 
ing only  the  average  of  the  purchases.  The  average  as  between  $1  and  $2  may  be 
ti£en  as  $1.50«  and  as  we  do  not  have  a  1^  cent  coin  the  tax  woiQd  be  2  cents,  1  per 
cent  of  the  next  higher  dollar.  This  would  work  out  equitablv  to  both  buyer  and 
seller  alike,  as  will  be  found  by  adding  up  a  long  column  of  sales,  taken  at  random 
from  the  records  of  any  department  store  or  business. 

The  purchases  not  taxea  below  50  cents  are  nearly  averaged  by  those  over  50  cents 
up  to  $1,  for  which  the  seller  collects  1  cent  on  a  50-cent  sale  or  over.  This  being 
2  per  cent  of  a  50-cent  sale  and  he  having  to  remit  but  1  x)er  cent,  he  will  strike  an 
average  and  would  not  have  to  keep  account  of  these  small  sales  individually. 

Where  the  great  bulk  pf  sales  are  under  50  cents,  the  profits  are  usually  sufficient 
for  the  seller  to  absorb  the  tax,  in  case  there  were  small  oifferences  in  the  course  of  a 
month. 

Thus  it  is  immaterial  for  revenue  purposes  whether  the  seller  collects  the  tax  or  not, 
because  he  is  to  be  held  responsible  to  the  Government  for  1  per  cent  of  his  sales. 
They  can  adjust  it  between  themselves. 

The  amount  of  the  transaction  tax  could  be  added  to  the  invoice  and  remitted  for 
with  a  payment,  in  the  case  of  credit  transactions.  It  would  therefore  not  be  neces- 
sary to  Keep  records  of  any  kind  except  the  total  of  the  transactions.  Sellers  should 
be  roistered  and  keep  records,  under  regulation.  This  could  easily  include  bankers, 
merchants,  factories,  and  all  others  of  re8pK)n5ibility.  Where  they  are  not  registered, 
as  in  the  case  of  small  dealers  who  otherwise  might  collect  the  tax  and  often  keep  it, 
farmers  and  such,  who  do  not  keep  books,  the  regulations  should  provide  that  stamps 
be  provided  and  canceled  for  the  tax  paid.  Thus  the  purchaser  would  know  that  hu 
payment  reached  the  Government. 

Should  the  seller  fail  to  supply  himself  with  stamps,  which  would  not  amount  to 
10  cents  a  day  on  a  business  of  $6,000  per  year  or  $20  per  day,  because  more  than  half 
of  his  sales  would  be  under  50  cents^  evasion  could  be  easily  detected  by  a  revenue 
officer  making  a  purchase.  Reporting  the  evasion  to  the  seller  and  warning  him 
would  have  a  salutary  effect.    Postage  stamps  mi^t  be  utilised  for  tax  payment. 

Ten  cents  per  day,  however,  on  the  basis  of  but  1,000,000  farmers  and  small  stores, 
would  amount  to  $3,000,000  per  year,  sufficient  to  pay  all  revenue  collection  expenses. 

Where  transactions  are  in  the  form  of  brokerage  or  the  borrowing  or  loaning  of  stocks 
as  securities,  or  transactions  where  the  actual  ownership  is  not  changed,  these  are  not 
to  be  considered  complete  transactions  until  actual  delivery  is  made  to  the  bona  fide 
purchaser. 

I  brought  this  basis  of  taxation  to  the  attention  of  a  large  banking  and  brokerage 
house  and  am  advised  that  the  details  could  be  worked  out  much  more  simply  and 
more  to  their  satisfaction  dian  the  working  of  the  present  income  and  profits  tax  law. 

Emphasizing  by  law  that  any  transaction  from  $10  up  on  which  tax  has  not  been 
paid  snail  have  no  standing  in  court  in  the  event  of  dispute  will  deter  either  the 
buyer  or  seller  from  evading  the  tax  through  collusion. 

Where  the  individuals  are  neither  rej?istered  nor  have  fixed  places  of  business,  it 
may  be  best  to  levy  as  a  stamp  tax.  With  further  study  of  the  method  of  collecting 
the  tax  it  may  be  deemed  best  that  securities,  mortgagee,  leases,  deeds,  etc.,  should 
liave  stamps  attached  to  make  them  legal. 

We  can  not  well  tax  under  a  direct  tax  both  the  income  as  now  and  that  for  which 
the  income  is  later  spent  without  possible  violation  of  the  Constitution. 

The  ^eat  difficulties  and  complications  incident  in  determining  invested  capital 
which  include  inventories  with  varying  values,  property  depreciation,  etc.,  now  so 
essential  in  determining  income  or  profits  imder  the  law,  should  be  done  away  with 
and  this  great  tax  upon  business  removed.    (Regulation  T.  D.  3109.) 

The  basis  suggested  will  provide  a  flexible  tax  basis  also,  for  the  rate  might  be  easily 
.changed  without  affecting  ousiness. 

WOULD  NOT  MUI/nPLY  THE  TAX. 

The  transaction  tax  proposed  would  not  usually  multiply  to  the  final  consumer,  as 
has  been  contended  with  reference  to  the  sales  or  turnover  tax,  for  in  the  absence  of 
a  specific  tax  on  profits  or  income  this  small  1  per  cent  tax  on  raw  materials,  etc., 
would  be  classed  by  most  business  organizations  bavins  a  fair  margin  of  profit  with 
other  overhead  expenses  and  be  lost  sight  of.  Only  wnere  the  margins  were  small 
would  it  be  considered.  The  labor  costs  and  profits  added  to  raw  materials  or  finished 
product  are  not  included  in  the  basis  to  be  taxed  against  the  manufacturer. 
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These  suggestions  will,  I  believe,  clariiy  the  applicatioB  of  the  principles  of  this 
<;haraeter  oftaxfttion  and  remove  serious  objection. 

PROPER  TAXATION. 

A  sound  basis  for  taxation  is  one  common  to  all,  both  to  the  corporation  and  the  indi- 
vidual, permitting  a  direct  levy  without  hardship  for  either,  ana  proportio^te  to  the 
individual  benefit  derived  from  the  basis  (a  corporation  is  a  group  of  individuals), 
levied  when  and  as  derived  and  avoidable  by  no  one. 

The  transaction  basis  fulfills  these  reouirements. 

Probably  through  some  oversight,  tne  present  act  provides  no  allowance  for  an 
individual's  capital  investment  as  regards  taxation,  such  as  is  permitted  to  corpora- 
tions, and  added  capital  from  profits  invested  is  construed  and  taxed  as  *^ income." 

This  is  an  unbearable  hardsnip  and  throttles  individual  enterprise  and  is  contrary, 
as  I  see  it,  to  the  decision  of  the  United  States  Supreme  Court. 
.^   The  Supreme  Court  decision  of  May  16,  1921,  includes  these  words: 

"As  to  one  and  aJl,  Congress  adjusted  this  tax,  generally  speaking,  on  the  basis  of 
^excluding  from  its  operation  income  to  the  extent  of  a  specified  percentage,  7  to  9 
per  cent  of  the  capital  employed,  but  upon  the  condition  that  such  capital  be  valued 
according  to  what  actually  was  embarked  at  the  outset  or  added  thereafter,  disregard- 
ing any  appreciation  in  values." 

This  should  be  immediately  rectified  and  allowance  should  be  made  retroactive. 

The  income  tax  return  form  shows  the  only  allowances  permitted.  No  capital 
iior  salary  (as  an  executive)  ^owance  provkion  is  included  as  permitted  a  corporation. 
(See  copy  of  return). 

SBVBHVB  DBBIVABLB. 

By  taking  the  hittUMssaod  cliher  traBsactibns  of  the  country,  and  considering  average 
«ales  when  small,  instead  of  the  individual  purchase,  as  wul  be  explained,  and  con- 
siderine  this  as  a  basis  for  taxation,  we  can  pro«;res8  in  the  problem. 

The  larger  transactions  incident  to  general  business  rather  than  the  smaller  only, 
^ould  be  the  chief  consideration  in  a  matter  of  this  magnitude. 

A  transaction  tax  all  pay  in  flome  degree  now,  but  are  particularly  interested  in 
having  prices  lowered,  ana  the  factories  opened  up.  The  more  simple  the  basis  for 
taxartion  the  more  readily  it  will  be  accepted  by  the  public  and  the  more  popular 
it  win  become  as  a  basis  for  taxation. 

TRAK8AGTION  TAX  BASIS. 

The  "basis  for  taxation  I  wish  to  present  was  discussed  with  hundreds  of  individuals 
^representing  the  different  classes  of  people,  and  the  views  of  executives  of  business 
•organizations  in  various  lines  and  groups  under  which  business  is  conducted  was  sought 
in  order  to  obtain  any  objection  to  its  general  application.  Included  among  these 
were  chartered  pubhc  accountants  and  experts,  manufacturers,  department  and 
;Bmaller  stores,  bankers  and  brokers,  bank  cashiers,  lawyers,  doctors,  general  insiuance 
-agents,  farmers,  laborers,  clerks,  etc.,  and  also*  housewives.  I  was  urged  by  many 
that  I  interviewed  to  appear  before  vou. 

Last  year  a  1  per  cent  basis  would  have  resulted  in  revenues  of  over  $4,000,000,000. 

Alqo,  the  maximum  tax  on  individual  incomes  could  not  have  exceeded  1  per  cent. 

Business  profits  tax  would  have  averaged  about  5  per  cent.    All  would  have  paid  their 

\8hare  of  the  revenue  required,  instead  of  a  few  paying  too  much,  and  passing  it  and  "a 

Tittle  bit  more "  on  to  the  "all. " 

Bank  clearings  are  representative  of  the  ^neral  business  (only)  transactions  of  the 

country  when  taken  over  an  extended  penod  of  time.    For  the  year  1920  the  bank 

clearings  were  something  Uke  $450,000,000,000.    Billions  of  intermediate  transactions 

-over  50  cents  are  not  thus  shown.    This  is  a  stupendous  amount  of  money  and  but  1 

•per  cent  of  this  is  $4,500,000,000. 

Should  we  view  the  transactions  (not  sales  or  purchases  only)  as  a  basis  common  to 
all  businesses,  professions,  and  individuals,  we  shall  have  something  common  to  all,  and 
it  would  be  a  basis,  when  it  is  properly  applied,  for  taxation  directly  proportional  to 
:the  value  of  the  transaction  as  set  by  the  purchaser  and  to  the  income  oi  profit  derived 
JEuid  utilized.    It  makes  no  difference  to  the  Government  who  pays  it.    it  is  revenue. 

The  wearer  receives  the  most  benefit  from  a  suit  of  clothes,  tne  value  of  which  is  set 
l>y  his  willingness  to  purchase.  If  the  income  and  profits  tax  were  abolished,  the 
xnrorkingman  would  find  that  when  he  bought  a  suit  of  clothes,  instead  of  the  price 
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being  125  it  would  be  $20  in  a  short  time,  with  omly  a  2(K<9eBt  lax.  He  wants  work  and 
lower  prices,  and  would  pay  his  share  of  taxes  gmdly,  I  know  lor  I  aoked  him,  and 
believe  his  answer.    He  is  intelligent. 

A  manu&cturer  or  other  business  oraanizatian  busdng  new  machinery,  raw  material^ 
or  such,  or  finished  products,  in  the  absence  of  a  spednc  profits  or  income  tax,  would 
pay  1  cent  on  the  dollar.  Tnev  would  then  know  that  tne  revenue  tax  was  paid  in 
lull.  Buidness  could  then  go  ahead  on  a  definite  basis.  The  tax  on  profits  or  incomes 
would  only  be  due  when  the  profits  or  income  were  spent — ^bank  deposits  taxed  whea 
utilii^ed. 

BXPORT8. 

The  people  of  these  United  States  desire  to  sell  that  which  they  can  produce,  and 
to  export  merchaadioe,  (die  best  business  obtainable  for  the  people  as  a  whpl^),  but 
should  an  individual  or  an  oigainzatioii  wish  to  create  an  export  business,  by  Ending, 
say,  $100,000  this  year  in  advertising  and  expenses,  they  dare  not  do  it. 

Should  they  have  no  profitable  business  this  year  and  loae  the  $100,000  their  capital 
would  be  reduced  that  amount  If  next  year  they  gained  a  profit  of  $100,000,  their 
capital  would  be  restored,  but  there  would  be  no  real  profit 

However,  because  of  the  income  tax  law  as  it  now  is  it  would  be  ruled  that  there 
was  $200,000  profit  during  the  year  in  which  it  was  derived,  and  be  taxed  accordingly, 
to  a  large  amount,  approximating  $30,000  or  $40,000.  The  proportions  illustrated  may 
vary,  but  without  affecting  the  prinopla.  The  tax  law  reu^tos  to  the  specific  year  in 
which  tiie  profit  is  derived. 

Thus,  an  organization  would  lose  in  money  as  coital,  paid  aa  tax,  for  having  enter- 

Erise,  and  for  providing  (on  a  10  per  cent  profit  basis  to  others)  $1,000,000  worth  of 
usiness  for  laboring  men  and  others. 

They  retain  their  capital  as  cash  and  invest  in  tax  free,  and  Government  bonds. 

This  same  law  applies  to  every  business,  including  farming.  Manv  businesses 
require  years  of  losses  before  a  profit  above  capital  invested  ia  lealixad.  Is  it  anv 
wonder,  therefore,  with  such  taxation,  bustness  enterprise  and  buying  isai  aotandstiU^ 
and  that  our  factories  are  closed  down? 

While  this  is  now  a  ''buyer's' '  market,  he  can  not  buy  because  he  can  not  sell,  and 
thus  the  factory  can  not  operate.  If  the  present  law  is  to  stand  (as  it  jceitaiidj  shoolid 
not)  then  provision  should  be  made  for  averaging  profits  and  looes  over  a  penod  of 
years,  and  equal  allowances  to  the  in<Uvidual  as  to  the  corporatiens.  t 

TAXATION. 

It  is  fully  realized  that  revenue  for  Fedsai  pnrpeees  must  be  obtained;  and  that 
it  is  necessary  to  procure  such  revenue  from  sources  that  will  work  no  further  injury 
to  the  business  and  the  agricultural  interests  ci  th»  country.  ReductLon  of  revenue 
from  one  source  demands  a  substitute  source.  Incomes  from  business  are  the  most 
uncertain  of  all  sources. 

THE  "VldOCrS  CIRCLB.'* 

The  endeavor  to  tax  goods,  securities  or  effects,  profits,  and  inoome  as  such  has 
led  to  injustice,  discontent,  hardship,  and  business  depression  in  nearly  every  in- 
stance. 

The  CSonstitution  says  that  the  Oongress  may  (notshaU)  levy  upon  incomes.  When 
proposed  and  later  adopted,  it  was  thought  by  many  to  have  meant  incomes  in  reality 
ana  as  received  used  for  personal  or  family  purposes. 

A  law  was  passed,  ana  then  came  the  dimculty  to  define  or  determine  incomes  or 
profits.  A  like  law  pertained  to  corporations.  Then  came  the  war,  requiring  in- 
creased revenue^  and  then  as  a  final  result  of  this  tax  basis,  higher  prices,  higher  than 
necessary. 

The  difficulties  resulting  from  this  basis  of  taxation  produced  business  and  invest- 
ment uncertainty,  then  business  depression,  with  labor  thrown  out  of  work.  Then 
more  uncertainty  and  depression,  less  consumption  and  less  work,  and  less  money. 
Capital  became  overcautious,  invested  in  tax-exempt  and  Government  bonds,  and 
'  'sure  things ' '  only.    Thus  the  ' '  vicious  circle ' '  was  completed . 

The ' 'root*'  of  the  trouble  is  the  profits  and  income  taxation  basis.  If  we  dig  it  out 
(it  is  worm  eaten  and  rotten,  and  should  be  forgotten)  and  throw  it  away,  capital  and 
business  will  then  know  where  it  stands.  Rckducing  percentages  only  cuts  1  inch 
at  a  time  off  of  the  dog's  tail,  prolon^g  the  suffering.  The  complete  tail  might 
finally  be  cut  off,  but  why  the  additional  suffering?  Revenue  can  be  produced 
otherwise  than  from  profit  and  incomes,  as  such. 
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IiBTTBB  OF  DK.  JAX.  ▲.  SOKWABZXAJnff,  NBW  YOBS!,  N.  Y., 
ICXMBBB  OF  rCKB  BOUUD  OF  TKS  VATZGSAL  XKBTTSTBIAL  CGIT- 
FEBENCB,  IN  BEPLY  TO  J.  C.  PBACOCK. 

Mat  19,  1921. 
Hon.  Rebd  StfooT, 

UniUd  States  Senaior,  WMinsiany  D«  C, 

Dbak  Senatob  Smoot:  Going  over  tfie  recotds  of  the  keariags  oi  tke  Senate 
Finance  Committee  I  find  amongst  those  testifying  before  that  eommittee  Mr.  J.  C. 
Peacock,  representing  Mr.  il^ette  K.  Plmnb.  of  Fhiladel|]hia.  Mr.  Peacock  seema 
to  base  his  aigument  on  Mr.  Plumb's  ideas  ana  Mr.  Plumb  m  turn  bases  Ma  argument 
on  the  report  of  tiie  tax  committee  of  the  national  indostria}  conference  board.  I 
myself  was  a  member  of  this  tax  conference  and  attended  all  its  meetings,  and  being 
familiar  with  all  p^roceedings  of  and  before  thia  body,  I  wish  to  draw  your  attention 
to  the  fact  that  Mr.  Peacock  seems  to  have  succesaSfuUy  created  an  entirely  wrong 
impression  of  the  attitude  towards  the  sales  tax  taken  by  the  national  tax  conference 
board,  the  enlarged  tax  committee  of  the  national  industrial  conference  board.  I 
therefora  wish  to  eorrect  this  imptasBkn  U  you  have  not  already  been  correctly 
ittforiDed. 

Hie  enlarged  satK^oal  tax  conference  board  elected  a  committee  in  Chica^  con- 
ttstin^  of  about  15  ttemben.  Thia  committee  reported  to  the  enlarged  board  its  atti- 
tude in  the  matter  of  tax  reform,  especially  the  sales  tax,  during  last  winter  at  a 
Bieetiiig  held  ki  New  York.  Thde  report  ostensibly  was  also  sent  to  you  and  the  otiier 
nesftben  of  the  Senate  Finance  Coounittee.  So  far  Mr.  Peaoock  is  correct,  but  he 
lailfl  to  say  that  this  report  was  never  accepted  by  the  enlarged  national  tax  con- 
ference board,  but  sent  back  by  nearly  a  unanimous  vote  to  the  reportiag  committee 
for  ivoonsideeatioa  along  the  attitude  revealed  in  the  discussion  of  the  report.  This 
attitude  was  immeBseiy  strong  in  laver  ol  the  sales  tax,  and  only  the  courtesy  of  those 
in  favor  of  the  sates  tax  prevented  a  resolution  condemning  the  report.  Howeveri 
ao  new  report  came  out  and  nothing  further  was  submitted  to  the  members  of  either 
the  national  industrial  conference  board  or  the  enlarged  national  tax  conference 
board.  It  is  obvkxis  that  the  comsnittee  simply  wantea  to  prevent  a  vote  in  favor 
of  the  sales  tax  and  also  prevent  a  vote  against  those  fighting  this  tax,  namely,  the 
coounittee. 

I  also  wish  to  call  your  attention  to  another  incident  as  to  how  the  work  a^inst 
the  sales  tax  is  conducted.  I  represMkted  as  national  councilman  the  Silk  Association 
el  America  at  the  annual  meetug  of  the  United  States  Chamber  of  Coomierce  at 
▲Uaatie  City,  whero  the  sales  tax  was  also  discussed.  At  this  annual  meeting  an 
everwlielming  majoiiity  of  those  present  was  in  favor  of  a  sales  tax,  but  a  vote  in  its 
tever  was  prevented  by  the  argument  that  the  question  had  already  been  passed  upon 
hy  a  referendum,  and  that  it  therefore  could  not  be  submitted  to  uie  members  again, 
bvt  the  same  convention  poaaed  a  resohition  against  public  ownership  of  the  lulroads, 
ahheugh  this  atfestdott  had  aiso  alnady  been  submitted  for  a  vote  by  referendum 
No.  28.    This  snows  the  inconsistency  of  the  argument. 

I  hjofft  that  this  information  will  be  of  value  to  vou,  and  if  you  wish  me  to  do  so 
I  am  willing  to  appear  belcMre  the  comsuttee  to  t^tif  y  in  this  matter  as  well  as  argue 
far  the  sales  tax. 

BftAamMBxes  of  boobb  w.  babbok,  welussuby  hills,  jbcass., 

PBXSIDBiEiT  of  THB  BAB80N  STATISTICAL  OBGAinZATION*. 

ia  behalf  of  my  diento  I  appeal  to  the  committee  not  only  to  eliminate  the  excess- 
fMToils  tax  and  reduce  surtaxes  in  the  interests  of  the  Nation  as  a  whole,  but  also  to 
smptil^  the  entire  system.  I  have  in  mind  not  sin^ily  the  time  and  energy  spent  by 
thousands  of  accountants  and  bookkeepers,  but  rather  the  psychological  enect  of  the 
syvtem  on  the  enterprise  of  the  coontrv. 

The  gxowth  ol  every  community  ana  hence  the  Nation  as  a  whole  is  due  not  to  our 
natuzaliesources  or  available  labor  (^ere  is  more  of  each  of  these  in  China  than  in 
America),  but  rather  to  the  faith,  courage,  and  thrift  of  a  very  few  men;  often  one  man 
in  a- town.  Statistics  clearly  indicate  that  90  per  cent  of  all  the  construction  work  and 
production  of  the  United  States,  including  rauroads,  steamships,  factories,  and  homes, 
IS  phmned  said  eommeaoed  by  less  than  2  per  cent  of  the  people — ^lar^ely  by  those  who 
pay  excess  profits  and  surtaxes.  I  make  no  appeal  for  these  people  as  individuals, 
Dut  do  call  your  attention  to  ^lis  fact:  These  present  irritating  taxes  probably  reduce 
coaatruction  and  production  in  the  United  States  about  $2,000,000,000  a  year.  As 
the  collection  of  the  taxes  adds  nothing  to  the  wealth  of  the  country,  the  present 
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Bystem  resttlts  in  an  annual  loss  of  $2,000,000,000.  I  believe  that  this  loss  would  be 
greatly  reduced  by  the  adoption  of  a  simple  sales  tax  as  proposed  by  the  bill  you  are 
considering. 

One  thing  more:  There  has  been  much  discussion  of  the  23  per  cent  figure  of  the 
Department  of  Justice.  Of  course,  this  can  be  only  an  estimate  when  determined  by 
anyone;  but  I  wish  to  go  on  record  as  making  a  similar  estimate.  Moreover,  by  using 
the  very  same  method  that  the  opponents  of  the  sales  tax  use,  a  greater  figure  than 
23  per  cent  is  obtained.  They  cliaun  that  a  sales  tax  of  1  per  cent  would  multiply 
three  or  four  tunes  in  reaching  the  ultimate  consumer.  If  so,  the  present  business 
taxes  must  likewise  multiply  three  or  four  fold.  When  one  does  tnis,  23  per  cent 
seems  a  conservative  estimate.  All  of  this  means  that  the  sales  tax  would  be  a  much 
more  equitable  as  well  as  a  more  feasible  method  of  taxation. 

A  WOBD  ON  THB  BALES  TAX. 

[Issaed  «s  a  supplement  to  the  Investment  Bulletin,  No.  B-223,o(  Babson's  reports  an.  fundamental 

oondltions.J 

The  plan  for  a  tax  revision  that  will  take  the  shackles  off  bunnese  is  losing  ground 
at  Washington.  Secretary  Mellon' s  letter  to  Chairman  Fordney  leaves  no  doubt. 
Political  expediency  may  doom  the  sales  tax,  which  up  to  the  present  has  been  gain- 
ing favor  in  Congress  and  with  business  men.  The  same  reason  aDswere  for  proposed 
legerdemain  with  corporation  taxes  and  siutaxee. 

The  excess-profits  tax,  counted  on  for  $400,000,000  this  year,  is  to  be  repealed, 
according  to  promise,  but  the  same  amount  is  to  be  derived  by  a  flat  tax  on  corporar 
tions:  that  is,  corporations  that  do  not  make  the  current  interest  return  on  capital 
may  be  taxed  and  even  the  $2,000  exemption  removed.  Surtaxes  are  to  be  reduced 
so  that  no  individual  will  pay  more  than  40  per  cent  this  year  and  33  per  cent  in 
1922,  normal  tax  and  surtax  combined,  as  against  a  possible  73  per  cent  now.  This 
because  the  higher  rates  are  uncollectible,  merely  driving  capital  into  tax-exempt 
forms.  But  the  loss  of  revenue  is  to  be  made  up  by  readjustment  in  the  lower 
schedules. 

B  usiness  and  the  investor  alike  have  much  at  stake  in  the  present  situation .  World- 
wide liquidation,  enforcing  the  trend  to  lower  money  rates,  doubtless  will  dominate 
national  infiuencos.  But  ill-advised  legislation  now  can  delay  and  handicap  America 
against  her  competitors. 

There  is  no  uncertainty  as  to  the  present  major  influence  on  the  minds  at  Wash- 
ington. The  farmers*  Union  and  other  interests  have  joined  in  pronouncement 
against  a ' *  consumption  tax . ' '  They  ignore  the  economic  fact  that  the  present  income 
tax  is  in  effect  a  consumption  tax.  It  is  estimated  that  allowance  for  Federal  taxes 
carried  into  business  costs  is  the  basis  for  about  23  per  cent  of  average  retail  prices, 
whereas  a  turnover  tax  could  reduce  this  to  not  over  3^  per  cent  of  retail  value.  Nor 
should  the  point  be  missed  that  the  latter  figure  is  all  that  the  Government  now 
really  recovers.  The  rest  is  dissipated  in  buaineBs  extravagances,  waste,  and  expense 
attendant  upon  computation  and  collection. 

That  the  Western  farmer  will  oppose  anything  that  will  reduce  retail  prices  i^ 
understandable  because,  so  far,  this  reduction  has  put  the  heaviest  losses  on  them. 
They  are  misguided  in  not  being  informed  that  the  sales  tax  is  a  step  to  reduce  over- 
head between  producer  and  consumer,  to  the  benefit  of  both. 

That  the  sales  tax,  to  quote  Chairman  Fordney,  '4s  the  sanest,  the  most  economical 
and  most  effective  means  of  collecting  Government  revenue"  a  majority  in  Congress 
is  convinced.  Senator  McCormick,  the  leading  opponent,  claims  to  have  20  only  put 
of  the  59  Republican  Senators  pledged  against  it.  Could  the  sales  tax  be  brought 
to  a  vote,  it  is  hardly  to  be  doubted  that  sufficient  Democratic  support  would  be 
forthcoming  to  pass  it,  if  for  no  other  reason  than  to  make  capital  for  1922  out  of  the 
majority  party  dilemma. 

Congress  has  lost  its  heart,  and  is  in  danger  of  losing  its  head,  to  the  farmers.    Their 

glea  is  vocal,  every  day,  through  two  higmv  paid  agents  at  the  Capitol.  The  present 
ongress  was  elected  on  a  promise  to  cut  the  red  tape  of  Government  regulation  and 
illogical  taxation  which  is  strangling  business.  Election  over,  the  business  man 
tendered  a  vote  of  confidence  to  the  incoming  administration  and  is  waiting  patiently. 
It  now  appears  that  C'ongress  is  tempted  to  violate  that  confidence — ^to  play  politics — 
to  put  over  a  "stuffed  elepliant"  tax  reform  in  place  of  the  real  and  necessary  relief. 
Business  men  generally,  as  individuals,  are  paying  too  little  attention  to  what  is 
being  done — or  not  being  done — to  further  sane  taxation.  Taxation  will  come  up  as 
soon  as  tariff  le^slation  is  settled.  If  you  are  in  favor  of  a  revision  which  will  lessen 
costs,  lower  prices,  and  aid  in  reviving  business,  write,  telephone,  telegraph,  or  go, 
personally,  to  your  Congressman  and  Senators  and  let  them  know  your  attitude. 
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STATEKENTT  OF  ROBERT  R.  REBB,  REPRBSBNTHTO  THB  NEW 
YORK  BOARD  OF  TRADE  AND  TRANSPORTATION  OF  NEW  YORK 
CITY. 

Senator  McCumber.  Mr.  Reed,  will  you  kindly  state  your  full 
name,  your  residence,  and  whom  you  represent  ? 

Mr.  Keed.  Robert  R.  Reed,  attorney,  15  William  Street,  New 
York,  appearing  for  the  New  York  Board  of  Trade  and  Transporta- 
tion of  New  York  City.  I  might  say  that  I  am  appearing  specially 
for  the  board  in  this  matter  by  reauest  and  am  not  counsel  for  the 
board.  The  board  is  one  df  our  tnree  large  business  organizations 
there,  and  its  character,  standing,  and  membership  are  generally 
very  well  known. 

In  reference  to  the  action  of  Mr.  Plumb's  committee,  to  which 
Senator  Smoot  has  referred  this  morning,  I  want  to  supplement  in 
one  respect  Dr.  Schwarzmann's  letter  which  he  introduced.  I  was 
not  present  at  the  first  tax  conference  in  Chicago.  I  have  talked 
with  gentlemen  who  were  there,  and  I  am  subject  to  correction.  I 
believe  it  a  fact  that  the  so-called  enlarged  tax  committee,  whose 
report  is  referred  to  in  Mr.  Peacock's  testimony,  was  appointed  at 
that  first  tax  conference  through  the  medium  of  a  nominating  com- 
mittee named  by  Mr.  Plumb.  The  discussion  that  ensued  does  not 
appear  in  the  printed  proceedings,  but,  subject  to  correction,  I 
understand  that  it  is  a  fact  that  there  was  opposition  to  the  selection 
of  a  committee  in  that  way;  and  to  meet  that  opposition  it  was  stated 
that  any  committee  that  was  appointed  would  necessarily  have  to 
refer  back  to  the  conference  before  its  report  would  have  any  eflFect, 
The  resolution  that  appears  from  the  proceedings  to  have  been 
adopted  states  that  ''the  enlai^ed  tax  committee  shall  thereafter, 
upon  reasonable  notice,  reassemble  this  tax  conference  for  considera- 
tion and  appropriate  action  on  the  recommendations  made." 

As  a  result  of  that  discussion  that  committee  was  appointed.  I 
do  not  want  to  appear  overcritical.  Mr.  Peacock  stated  that  Mr. 
Plumb  was  originally  an  ardent  supporter  of  the  sales  tax.  I  do  not 
know  of  any  one  of  the  so-called  sales-tax  advocates  that  ever  knew 
or  heard  of  that  tax;  and  what  I  particularly  want  to  emphasize  is 
that  if  he  was  an  ardent  advocate  of  the  sales  tax  he  was  extremely 
fair  in  selecting  that  committee.  At  that  time  and  still  business 
sentiment  runs  at  least  80  per  cent  in  favor  of  a  sales  tax.  He  bent 
veiy  far  backward  in  selecting  his  committee^  and  eventually  bent 
so  tar  backward  that  he  fell  in  with  the  majority  of  that  committee, 
which,  for  one  reason  or  another,  was  opposed  to  the  sales  tax. 

The  sales  tax  conference  was  reassemoled  twice.  It  was  never 
possible  to  secure  their  acceptance  and  approval  of  that  report.  It 
WM  stated  on  the  floor  of  the  third  tax  conferenqe  bv  a  member  of 
the  committee  that  they  knew  what  the  conference  thought  of  their 
report.  Every  effort  was  made  to  put  a  sales  tax  resolution  before 
that  conference  and  the  board  opposed  it  and  straddled  the  situation 
by  referring  their  report  for  reconsideration,  as  was  stated  here 
yesterday,  and  that  report,  I  understand,  has  been  reissued  and 
distributed  to  the  constituent  associations  and  no  further  effort  has 
been  made  to  call  a  tax  conference. 

Mr.  Chairman,  at  a  meeting  on  October  13,  1920,  the  New  York 
Board  of  Trade  and  Transportation  imanimously  adopted  a  so-called 
tax  platform.    That  platform  is  somewhat  long;  it  contains  a  num- 
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bar  of  preambles  and  three  specific  propositioiis.    The  first  propoai- 
tion  is  as  follows: 

Reaolvedf  That  we  urge  the  prompt  repeal  of  the  excess-profits  tax  and  the  substantial 
•elimination  of  the  equivalent  eo^called  Burtaxea  resting  against  the  income  derived 
from  effort  or  risk. 

That  proposition  was  later  embodied  in  a  referendum  of  the 
Natianal  Association  of  Manufacturers,  on  wMdh  over  8,000  xaembers 
voted;  96  per  cent  yes,  2  per  cent  no,  2  per  oent  not  voting.  The 
second  resolution  was: 

Resolved  J  That  as  a  substitute  for  these  taxes  we  recommend  that  these  be  levied 
upon  each  and  every  business  involving  the  sale  of  any  commoditiea  or  aneschaodiae 
produced,  manufactured,  or  purchased  bv  the  vendor  for  sale  a  tax  equftl  to  1  per 
cent  of  the  groas  sales  of  such  buiineis,  and  that  such  tax  be  collectible  monthly  from 
the  vendor,  who  should  be  compelled  under  penalty  to  keep  a  true  record  of  sales. 

That  proposition  was  also  specifically  embodied  in  a  referendimi  of 
the  National  Association  of  Manufacturers.  There  was  a  vote  of 
•over  8,000  members;  82  per  cent  voted  yes,  12  per  cent  no,  and  6 
]>er  cent  not  voting — ^practically  7  to  1  for  the  commodities  sales  tax. 

The  third  resolution  was: 

ReMlved,  That  any  further  experimentation  with  what  at  present  seems  to  be  the 
very  dang;erous  fallacy  of  discriminatory  profits  taxation  should  be  abandoned  at  this 
time. 

Tbbt  proposition  was  also  submitted  in  a  referendum  of  the  Na- 
tional Association  of  Manufacturers  and  received  a  vote  of  89  jper 
cent  ^es,  6  per  cent  no,  and  5  per  oent  not  voting,  practically  15  to 
1  against  further  experimentation  with  discriminatory  profits  taxa- 
tion. 

Senator  McCumber.  If  you  will  allow  me,  Mr.  Beed,  I  would  like 
to  say  that  what  the  committee  reallv  wants  to  get  at,  and  what  is 
more  important  to  them  than  what  tae  particular  sentiment  of  any 
•section  or  an^  class  of  people  may  be,  are  the  real  merits  and  demerits 
of  the  proposition.  I  understand  that  the  farmers,  for  instance,  are 
going  to  vote  upon  this  matter  in  the  near  future,  and  I  assume  from 
remarks  you  have  made  that  you  would  not  have  us  decide  simply 
on  what  the  farmer  vote  choum  be,  but  you  would  have  us  go  right 
back  to  the  merits  of  the  case  and  decide  what  ought  to  be  done  and 
what  is  for  the  best  interests  of  the  public,  which  includes  the  farmer 
and  the  consumer. 

Mr.  Rbed.  Yes;  that  is  absolutely  true. 

Senator  MoOdmbbr.  It  is  not  so  much  of  a  question  whether  this 
element  or  that  element  supports  it  or  is  against  it,  but  whether  it  is 
meritorious  or  otherwise.  The  committee  likes  to  get  right  down 
to  the  meat  of  this  proposition. 

Mr.  Rebd.  I  am  ^unply  attempting  to  meet  the  eftort  that  has  been 
made  to  misrepresent  the  real  sentiment  of  business  on  this  subject. 
I  do  not  say  that  business  sentiment  should  govern,  but  I  do  say  that 
there  is  no  question  whatever  as  to  what  it  is.  The  commodities 
sales  tax  proposal  embodied  in  this  tax  platform  represents  what 
is  known  as  the  Gftlev  &  Lord  proposal,  which  was  ormnalk^  pro- 

Eosed  to  the  New  York  Board  of  Trade  by  Mr.  Charles  W.  Jjovq,  who 
as  already  appeared  before  your  conmiittee. 
I  want  to  say  also,  Mr.  Onainnan,  that  this  advocacy  of  a  sales 
tax  comes  from  the  general  business  interests  of  the  country,  from 
.active  competitive  business  of  a  representative  character.    It  is 
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in  no  sense  a  move  ci  rich  men  to  saiddle  their  taxes  on  the  consumer, 
but  of  bu^ess  men  to  obtain  an  honest,  di^endable,  and  productive 
revenue  system  that  will  not  luusiper  and  in  the  end  destroy  the  free- 
dom of  enter}>rise  and  of  competitive  production. 

We  recognize,  however,  tne  very  definite,  powerful,  and  able 
minority  business  sentiment  opposed  to  the  sales  tax.  We  recognize 
clearly  the  fact-that  there  are  several  large  interests  that  are  favored 
by  the  present  system  of  taxation;  and  we  recognise  the  fact  that 
large  fortunes  invested  in  capital  are  favored  by  it.  We  recognisse 
a  certain  amount  of  opposition  from  representatives  of  labor  and  agri- 
culture, and  we  believe  that  they  have  been  honestly  misled  into 
opposing  the  least  burdensome  form  of  consumption  tax  in  the  belief,, 
which  members  of  this  committee  know  is  unfounded,  that  the  preset 
taxes  rest  on  the  very  rich.  This  first  impression  of  the  tax  situation 
is  very  rapidly  being  corrected,  a  fact  evidenced  by  press  comments 
and  correspondence  from  all  parts  of  the  country.  I  think  we  aU, 
started — ^I  know  I  myBelf  dia  several  years  ago — with  a  prejudice 
against  the  sales  tax.  Most  of  us,  I  believe,  if  we  study  it  through^ 
wd  have  no  interest  opposed  to  it,  will  come  to  recognise  its  prac- 
tical necessity  at  this  tnne. 

What  this  committee  is  going  to  da  is  tO'  sit  down  at  a  table  and 
decide  how  the  Government  is  to  raise  the  money  which  it  needs  to 
meet  its  appropriations.  Westart  with  approximatelv  S2,&OO,0OO,OOO, 
wkich  we  all  agree  can  be  raised  by  a  revision  ana  continuance  of 
present  taxes  before  we  need  to  consider  the  sales  tax.  We  have  a 
variety  of  alternatives  to  produce  the  additional  $1,500,000,000 
which  must  be  raised  before  we  even  approach  the  point  where  we 
can  consider  extra  expenditures,  reduction  of  war  debt,  etc.  A  sales 
tax  is  not  available  for  these  extra  expenditures. 

We  have  Mr.  Mdlon's  letter  to  Mr.  Fcdrdney  before  us.  We  learn 
that  income  and  excess-profits  taxes  have  fallen  off  $850,000,000  from 
our  estimate  of  1920,  that  the  surtaxes  mre  producing  only 
9500>000,000,  and  that  the  surtaxee  above  32  per  cent  are  producing 
only  $100,000,000. 

(me  of  the  members  of  the  committee  asked  a  witness  here  yesterday 
whether  in  reducing  these  surtaxes  to  30  per  cent  you  were  going  to 
take  the  taxes  off  the  rich  men  and  put  them  on  the  poor  man.  There 
is  the  official  answer,  thieiit  you  are  getting  only  $100,000,000  above 
the  32  per  cent. 

We  see  deflaldon  reeving  consumpti<»L  and  reducing  to  the  vanishr 
ing  point  the  vast  revemue  that  by  inflation  was  taken  out  of  con- 
sumption. And  yet  you  must  find  the  revenue  to  support  a  Govern- 
ment which  can  not  suspend,  to  meet  appropriations  tnat  have  to  be 
made,  and  sooae  which,  perhaps,  ou^t  not  to>  be  madov  You  must 
find  $4,000,000,000  and  you  majr  need  another  half  billion  to  avoid 
a  deficit.  You  want  to  see  business  revive  and  labor  reemployed. 
Yeu  want  to  see  farm  products  move  with  a  minimum  of  tax  hin- 
drance to  the  eonsimier. 

We  all  want  to  see  a  contented  people  and  also  a  contented  elec- 
torate next  year. 

The  practical  question  is  simply  tibuat  of  getting  at  least 
$1,500,000,000  to  avoid  a  threatened  deficit  in  ihe  Federal  revenue. 
If  those  who  talk  of  retaining  the  pres^it  excess-j^ofits  tax  and 
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higher  surtaxes  and  of  getting  the  Federal  reVenue  out  ot  the  rich 
men  will  discover  some  way  to  put  their  purpose  into  legislative  form 
and  practical  operation,  if  they  can  make  these  taxes  rest  on  the  rich 
man  and  the  so-called  monopolies,  who  are  now  as  a  class  relatively 
immune  from  them,  and  if  they  can  raise  the  revenue  in  this  way,  we 
may  concede,  at  least  for  argument,  that  the  proposal  of  the  sales  tax 
would  be  futile.  If  those  who  talk  of  raising  additional  naoney  out 
of  special  taxes  on  articles  of  general  use  will  tell  us  in  detail  just  what 
articles  they  are  going  to  tax  and  how  they  are  going  to  tax  them, 
what  the  rates  are  to  be,  and  if  their  proposal  when  presented  appeals 
to  the  conmiittee  and  to  Congress  and  to  the  farmer  and  the  working 
man,  as  preferable  to  the  general  sales  tax,  and  if  it  will  raise  the 
revenue,  we  may  again  concede  for  argument  that  the  proposed  sales 
tax  will  not  prevail.  If  you  can  reduce  the  appropriations  to 
S3,000,000,000,  we  probably  would  not  be  here  urgmg  a  sales  tax. 
If  none  of  these  things  can  be  done,  and  so  far  no  one  nas  shown  us 
how  they  can  be  done,  the  question  of  a  sales  tax  becomes  urgent  and 
its  enactment  in  some  form  apparently  inevitable. 

The  present  situation  is  remarkable.  Our  diminishing  revenues  are 
derivea  from  active  business,  and  the  taxes  are  keeping  and  driving 
capital  out  of  business,  drying  the  stream  of  production  and  enter- 
prise. The  ''swollen fortunes  which  are  the  intended  victims  of 
tiiese  taxes  are  peculiarly  safe  from  them. 

Senator  Caldeb.  Right  there;  it  has  alwavs  seemed  to  me  that  the 
present  system  is  a  tax  on  the  worker  and  the  doer. 

Mr.  Reed.  That  is  exactly  what  it  is. 

Senator  Caldeb.  And  it  permits  the  idle  rich  to  escape  ? 

Mr.  Reed.  Yes. 

Senator  Caldeb.  They  take  their  money  out  of  business  and  put  it 
into  tax-exempt  securities  and  do  not  pay  any  tax,  while  the  worker 
and  the  doer  contribute  to  the  part  that  they  should  pay. 

Mr.  Reed.  That  is  exactly  the  situation.  There  is  another  factor 
that  is  only  beginning  to  be  realized.  I  was  talking  yesterday  with 
Mr.  Harris,  the  chairman  of  the  taxation  committee  of  the  invest- 
ment bankers,  who  appeared  before  you  yesterday,  and  he  verified 
an  impression  that  I  nad  received  in  New  York,  which  is  this:  He 
says  tnat  in  Detroit  there  are  a  great  number  of  active  business  men 
in  middle  life  who  are  quitting  business,  retiring.  He  says  out  in 
California  there  are  a  number  of  relatively  young  men  from  the  East 
and  Middle  West  who  have  quit  business,  because,  taking  it  all  in  all, 
it  is  evident  that  a  man  is  better  off  financiallv  if  he  can  withdraw 
his  money  from  business  and  invest  it  in  absolutely  tax-free  or 
relatively  tax-free  investment  and  enjov  himself. 

Senator  Caldeb.  Then  he  does  not  nave  to  take  the  risk  of  losing- 
in  business  ? 

Mr.  Reed.  No. 

Senator  Smoot.  There  is  hardly  a  day  passes  but  what  I  find  in 
my  mail  letters  oflfering  State  bonds  for  sale  exempt  from  all  Federal, 
State,  county,  and  city  tax.  In  this  morning's  mail  I  have  one 
offering  a  million  dollars  of  bonds  of  the  State  of  Georgia,  The  price 
at  which  they  will  seU  jields  6  J  per  cent  interest,  tax  exempt  in  all 
forms.  Another  here  is  offering  from  the  city  of  Yonkers,  N.  Y., 
$700,000  exempt  from  Federal,  State,  city,  and  all  other  taxes. 

Mr.  Reed.  The  State  of  North  Carolina  has  recently  been  offering: 
bonds  on  a  6  per  cent  basis. 
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Senator  Shoot.  And  in  the  face  of  that  you  talk  about  men  going 
into  business  and  risking  their  money.    They  are  not  going-  to  do  it. 

Senator  McCumbeb.  I  have  heard  a  great  deal  of  argument  along 
the  line  of  these  rather  large  sums  ot  money  being  diverted  from 
business  and  going  into  these  tax-free  securities,  but  I  have  never 
found  anyone  yet  who  could  give  me  any  figures  to  show  to  what 
extent  they  have  been  withdrawn  from  business  and  to  what  extent 
that  same  money  has  gone  into  the  purchase  of  tax-free  securities. 
Have  you  any  data  on  that  subject  ? 

Mr.  Reed.  I  do  not  believe  it  would  be  possible  to  give  actual 
figures.  It  is  not  possible  to  even  determine  the  total  amount  of 
tax-exempt  securities  outstanding.  Various  estimates  are  made 
from  12  to  14  billions.  If  you  cut  the  surtaxes  down  to,  say,  20  or 
25  per  cent,  I  think  it  could  be  figured  out  that  the  actual  maximum 
loss  in  revenue  to  the  Government  would  be  not  over  S150,000,000  a 
year. 

Senator  MoCumbeb.  It  is  easy  to  make  a  computation  that  when 
the  surtaxes  reach  a  certain  amoiint  it  is  better  to  invest  in  tax-free 
securities  than  in  the  average  business.  That  we  itll  admit.  There- 
fore there  is  a  reason  for  buying  the  tax-free  securities,  but  I  have 
no  information  as  to  what  extent  that  condition  has  been  forced. 

Mr.  Reed.  I  can  tell  you  one  thing  which  I  know  from  my  pro- 
fessional connections.  My  firm  specializes  to  some  extent  in  the 
approval  of  municipal  bonds.  There  are  onlv  a  relativdy  few  law 
firms  that  do  it,  so  we  are  in  touch  with  that  limited  situation. 
It  is  true  that  since  these  taxes  have  been  operating,  and  par- 
ticularly since  the  war  spirit  has  declined  somewhat,  a  very  large 
Eart  of  the  business  of  the  investment  banker  dealing  in  municipal 
onds  has  been  taking  municipal  bonds  out  of  the  savings  banks 
and  selling  them  to  nch  investors.  That  is  a  recognized  market 
fact.  Millions,  I  suppose  billions,  have  come  out  of  savings  banks  in 
all  parts  of  the  country,  have  come  out  of  every  place  where  they 
ougnt  to  be,  where  the  savings  of  the  poor  man,  so-called,  rest,  taking 
the  great  liquid  capital  of  tne  country  which  should  go  into  active 
enterprise,  while  the  money  in  the  savings  banks  has  had  to  go  into 
various  forms  of  railroad  and  other  securities,  mortgages,  etc. 

Senator  Caij>eb.  You  have  in  mind,  of  course,  the  mutual  savings 
banks,  such  as  we  have  in  the  East,  where  the  profits  are  not  subject 
to  taxation  ? 

Mr.  Reed.  No,  Senator. 

Senator  Caldeb.  In  New  York  State  our  deposits  total  something 
like  $5,000,000,000  in  the  mutual  savings  banks.  We  have  been 
large  holders  of  State  securities.  I  know  those  securities  are  leaving 
the  savipgs  banks  and  we  are  taking  the  railroad  securities,  the 

Erofits  of  which  are  also  exempt  from  taxation  when  in  a  savings 
ank,  and  the  rich  men  of  the  country  who  are  trying  to  escape  taxa- 
tion are  buying  out  of  savings  banks  those  municipal  bonds. 

Mr.  Reed,  i  think  it  is  a  normal  thing  for  men  to  invest  their 
money  according  to  investment  principles. 

Senator  Caldeb.  That  is  natural. 

Mr.  Reed.  I  think  during  the  war  some  men,  as  a  matter  of 
principle,  refused  to  buy  municipal  bonds  that  were  exempt  from 
taxation. 

Senator  Caldeb.  But  we  have  passed  laws  for  the  benefit  of  the 
idle  rich. 
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Mr.  Reed.  We  have  and  for  the  destruction  of  business  of  the 
country  if  it  continues.  But  I  intended  to  include,  and  I  think  I 
did,  in  my  statement,  all  large  institutions^  not  only  sayings  banks 
but  the  great  insurance  companies.  The  mvested  capital  features 
have  had  something  to  do  with  that,  because  a  bank  subject  to  the 
excess-profits  tax  is  penalized  on  the  holdings  of  its  mimicipals. 

There  is  one  further  fact  that  I  want  to  state  without  comment. 
I  referred  a  moment  ago  to  the  investment  of  capital  in  tax-free  or 
relatively  tax-free  securities.  The  fact  that  I  want  to  state  is  this. 
A  corporation  earning  on  a  secure  investment  basis,  say,  $8,000,000  a 
year  on  a  capital  of  $100,000,000,  owned  possibly  by  one  stockholder 
or  a  family,  escapes  with  a  total  tax  of  10  per  cent,  and  you  do  not 
get  any  more  out  of  it.  The  surtaxes  do  not  touch  it  and  can  only 
touch  it  apparently  by  a  scheme  of  graduated  undistributed  profite 
taxation,  wnich  would  play  havoc  with  active  corporate  business  and 
send  more  capital  into  tax-free  investment. 

Senator  Caxdbb.  Still,  in  connection  with  this  concern  you  have 
cited,  the  individual  stockholders  must  pay  a  return. 

Mr.  Reed.  If  they  receive  it. 

Senator  Calder.  How  do  they  avoid  that  ? 

Mr.  Reed.  They  do  not  have  to  receive  it.  If  one  man  owns  that 
large  corporation  ne  can  keep  it  forever.  It  passes  by  death  free  of 
tax.  In  a  ^eat  many  instances  that  is  being  done  without  any 
attempt  to  violate  the  law.  There  are  families  who  have  had  theur 
money  invested  in  corporate  form  for  a  generation  or  two  and  it  is 
still  tnere.  They  have  never  distributed  it.  The  stock  represents 
the  ownership. 

Again,  the  great  increase  of  wealth  lying  in  land  and  natural 
resources  is  untouched,  and  the  development  and  use  of  these  re- 
sources is  prevented  by  these  taxes.  It  is  not  a  question  of  sub- 
stituting or  changing  anything.  You  are  not  getting  revenue. 
You  can  not  get  it.  I  am  emphasizing  this  simply  on  the  qu^tion 
of  the  possibuity  of  getting  the  revenue  by  increasing  these  taxes. 
I  am  not  even  urging  the  elimination  of  them.  We  are  urging  a 
sales  tax  here  to  get  the  revenue  because  these  things  are  not  gettmg 
them. 

We  can  not  even  continue  these  taxes  at  confiscatory  rates  as  a 
quasi-capital  tax  when  we  are  unable  to  make  them  productive  or 
to  apply  them  equally  to  all  income  and  have  them  rest  where  they 
fall.  Tjiat  they  are  not  productive,  that  they  do  not  apply  to  all 
real  income,  that  they  do  not  apply  equally  to  secure  penodic  or 
unearned  income  on  the  one  hand  and  to  insecure,  varying,  or 
earned  income  on  the  other,  and  that  they  do  not  rest  where  they 
fall  are  demonstrable  propositions.  These  considerations;  briefly 
stated,  place  a  limit  on  the  productivity  of  these  taxes  and  make  it 
useless  and  dangerous  to  maintain  them  above  the  point  of  maximum 
productivity.  I  think  probably  the  maximum  is  around 
$2,000,000,000  in  normal  times,  and  if  you  want  to  put  them  where 
they  really  rest  and  not  be  shifted,  I  should  say  that  the  maximum 
is  probably  $1,500,000,000.  Practically  all  you  are  getting,  the 
great  majority  of  it,  you  are  getting  from  the  business  and  from  the 
occasional  transactions  in  a  given  year.  A  lot  of  these  estimates  of 
the  incomes  of  certain  estates,  etc.,  as  appears  by  the  income-tax 
returns,  are  simply  the  case  oi  one  man  wno  made  a  killing  in  one 
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jear.    He  is  not  half  as  rich  as  thousands  of  other  men  who  have  had 
it  for  many  years,     Kelativdy  little  of  it  comes  from  secure  income 
or  from  the  so-called  swollen  fortunes.     It  comes  out  of  business. 
How  is  more  money  to  be  raised  from  these  sources  ?    The  inci- 
dence of  these  taxes  on  business  has  many  effects,  including  at 
the  present  time  suspension  and  unemployment.    Business  can  not 
pay  Doth  high  taxes  and  high  wages  when  there  is  very  little  buying  of 
their  goods.    Five  million  men,  we  are  told,  are  out  of  employment. 
We  do  not  pretend  to  represent  these  men,  but  we  do  represent  the 
businesses  which  give  them  employment,  many  of  which  have  had 
to  suspend  or  reduce  operations,  and  which  under  improved  condi- 
tions will  be  able  to  give  these  men  employment.    I  do  not  say 
that  the  taxes  are  the  sole  cause  of  these  conditions.     I  say  that 
they  are  one  cause  and  can  be  a  much  greater  cause  in  relieving 
these  conditions.    In  a  very  real  sense,  despite  inequalities  of  for- 
tune, the  prosperity  of  busmess  means  the  prosperity  of  all,  of  our 
whole  Umted  States.    I  might  put  it  graphically.     Ifyou  starve 
the  capital  out  of  business  you  starve  the  people.    Tne  present 
taxes  because  of  their  unavoidable  arbitrary  effects  have  snut  off 
the  stream  of  capital  into  production  and  have  taken  from  active 
business,  not  from  idle  wealth,  the  profits  which  should  go  into 
prodnctian.    The  effect  is  more  serious  on  the  working  man  and 
small  farm^  simply  because  he  has  less  reserve  with  which  to  meet  it. 
Congress  can  not  fill  the  stomachs  of  m^n,  women,  and  children 
and  strengthen  the  home  market  for  our  farm  products  by  telling 
them  that  it  has  imposed  the  tax  burden  on  the  rich.     It  can  not 
allay  popular  unrest  bv  confessing  that  the  rich  man  is  so  uncon- 
scionaDle  that  after  all  he  hasn't  paid  the  tax  and  won't  put  his 
capital  into  production  because  of  the  taxes.    To  restore  normality 
and  bosiness  freedom  we  must  have  normalcy  in  taxation.    Wo 
have  got  to  fit  our  scheme  of  taxation  to  the  powers  of  government 
and  the  prinicples  of  economics,  if  we  find  tnat  these  powers  and 
principles  do  not  fit  the  scheme  of  graduated  profits  taxation. 

The  time  to  do  this  is  now.  I  venture  to  predict  that  if  it  is  done 
now,  if  the  income  tax  is  adjusted  to  produce  its  maximum  without 
shifting  and  supplement  it  by  a  commodities  sales  tax  running 
straight  to  the  consumer,  the  countrjr  a  year  from  now  will  voice 
the  general  approval  which  in  the  Philippines  and  Canada  has  fol- 
lowed the  sales  tax  experiment.  We  all  near  that  there  is  a  political 
and  possibly  partisan  aspect  to  the  matter.  Personally,  I  believe 
that  members  of  both  parties  will  be  found  on  each*  side  of  the 
question.  Although  I  can  realize  that  the  party  now  in  power  will 
wish  to  faee  a  contented  electorate  in  1922,  and  also  to  avoid  a 
deficit,  yet  I  do  not  believe  that  members  of  the  other  party  will 
wish  by  their  voice  or  votes  to  imperil  the  welfare  of  the  country 
or  the  fiscal  operations  of  the  Government. 

What  are  some  of  the  proposals  before  the  committee  ?  To  raise 
$330,000,000  by  a  transportation  tax,  superimposed  on  railroad 
rates  that  blocK  the  arteries  of  trade.  Here  is  one  item  that  both 
penalizes  production,  trade  and  wages  and  rests  on  consumption  at 
a  pyramic^d  cost  far  beyond  its  revenue  jield. 

It  has  been  proposed  by  various  opponents  of  the  sales  tax — I  do 
not  know  to  wiiat  extent  it  is  under  consideration  to-day  in  the 
Treasury — to  raise  several  hundred  millions  by  tax  on  sugar,  tea, 
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and  coffee,  a  pound  tax,  a  tax  on  consumption  by  the  pound,  and  not 
on  expenditure  in  dollars.  It  has  also  been  proposed  to  continue  and 
extend  the  various  excise  taxes  on  the  living  wage;  and  I  say  on  the 
living  wage  because  I  am  sure  that  none  of  ypu  gentlemen  want  to 
face  your  constituents  to-day  with  the  proposition  that  the  working- 
man  and  his  children  should  go  without  the  articles  of  wide  use  but 
not  of  first  necessity,  which  pay  these  taxes,  artic^  such  as  musical 
instruments,  proprietary  medicmes,  sportmg  goods,  toilet  articles, 
motion  pictures,  small  jewelry,  and  other  similar  articles  as  yet 
untaxed.  Are  you  going  to  tell  the  consumer  that  those  are  not 
necessities  ?  We  can  not  in  a  period  of  reduced  incomes  consider  real 
luxury  taxes  a  source  of  revenue.  We  all  sympathize  with  the  man 
who  is  down  and  out.  We  can  not  levy  our  taxes  on  him.  We  must 
consider  the  average  workingman  and  the  average  farmer.  He  uses 
all  these  things  and  he  pays  those  taxes,  and  the  total  of  those  taxes 
is  as  large  as  the  total  of  the  proposed  general  sales  tax.  More  than 
that,  many  of  those  taxes  are  imposed  at  the  base.  There  has  been 
some  discussion  of  the  pyramiding  of  the  general  sales  tax,  and  I  shall 
come  to  that  later.  Again,  many  of  these  taxes  are  deductible  from 
the  gross  income  of  men  wno  pay,  or  are  supposed  to  pay,  60  or  70 

{)er  cent.  They  reduce  the  yield  in  other  du-ections.  I  do  not  be- 
ieve  that  there  is  anv  Question  but  what  as  a  consumption  burden 
this  tax  far  exceeds  tne  ourden  of  the  general  sales  tax  on  commodi- 
ties. Unfortunately,  although  we  can  still  talk  about  taxing  luxuries, 
we  can  not  consider  them  in  our  estimates  of  revenue  in  a  period  of 
depression. 

We  must  seek  articles  of  general  use,  and  if  we  are  going  to  have 
these  special  taxes,  we  must  get  them  more  or  less  specifically,  accord- 
ing to  the  use  of  these  different  articles,  and  not  generally,  according 
to  the  expenditures  of  the  individual.  The  real  extravagance  is  the 
gross  expenditure,  and,  leaving  out  the  man  who  is  absolutely  down 
and  out,  with  the  normal  individual,  so-called  rich,  or  so-called  poor, 
his  own  test  of  his  ability  lies  in  his  expenditures.  We  are  not  urging 
the  sales  tax,  of  course,  as  a  substitute  for  the  existing  taxes,  but  as 
a  base  tax.  Your  first  test  of  ability  is  that  of  expenditures.  These 
special  taxes  are  the  kind  of  taxes  that  some  farm  and  labor  leaders 
are  committing  themselves  to  in  their  hasty  denunciation  of  a  general 
sales  tax  as  an  effort  to  shift  the  burden. 

Senator  McCuMBER.  This  test  of  the  expenditure  is  a  very  poor 
test,  especially  on  purchases,  because  the  poor  man  has  to  wear  aoout 
as  mucn  clothes  as  the  rich  man,  he  has  to  eat  about  the  same,  and 
he  has  to  pay  about  the  same  for  his  flour,  etc.  Therefore,  he  is  shar- 
ing nearly  equally  with  those  who  can  afford  to  pay  a  very  much 
heavier  tax. 

Mr.  Reed.  That  very  much  heavier  tax  must  come  from  the 
income  tax. 

Senator  McCumber.  That  is  true  to  a  certain  extent. 

Mr.  Reed.  We  believe  that  the  exemptions  from  the  income  tax 
should  be  raised,  if  the  sales  tax  is  adopted,  to  a  point  above  normal 
expenditure;  so  that  the  sales  tax  will  tax  the  normal  expenditure, 
and  the  income  tax  will  begin  beyond  that  and  will  be  graduated, 
as  far  as  it  can  safelybe,  to  produce  the  revenue. 

Senator  Calder.  What  figure  would  you  place  on  the  exemptions 
of  incomes  if  you  have  a  sales  tax  ? 
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Mr.  Reed.  It  has  been  sug[gested  at  the  beginning  at  $2,000  or 
$3,000  and  possibly  doubled  in  the  case  of  a  marri^  man  and  at 
least  $500  lor  each  child.  We  are  considering  now  the  average 
expenditure,  and  those  figures  seem  fairer  than  the  present  figures. 

There  is  one  other  alternative  that  is  very  often  mentioned  in 
private  conversation — I  do  not  know  that  any  gentleman  has  gotten 
to  the  point  of  mentioning  it  publicly  on  the  floor  of  Congress — and 
that  is  as  your  revenue  under  the  existing  system  declines  you  raise 
the  rates  to  maintain  the  yield.  Logically  that  is  what  you  have  to 
have  if  you  are  going  to  continue  on  an  exclusive  income-tax  basis; 
as  the  yield  from  the  higher  rates  declines  you  have  to  raise  the  rates 
oif  the  moderate  income.  That  means  to  raise  it  on  salaries,  on 
reduced  corporate  and  business  incomes,  on  small  invested  incomes, 
so  as  to  produce,  if  we  smvive,  a  greater  revenue.  We  can  refuse 
to  believe  the  demonstrated  fact  of  shifting,  and  get  a  higher  rate 
out  of  the  lowered  profits.  We  can  go  on  a  while  longer  that  way. 
I  do  not  think  that  Congress  is  going  to  accept  this  alternative, 
because  it  is  too  plain  a  confession  m  the  fact  that  the  higher  surtaxes 
do  not  pay. 

This  proposal  to  get  this  needed  new  revenue  out  of  higher  rates 
on  moderate  incomes  presents  the  fundamental  issue  between  income 
and  expenditure  as  a  source  of  an  additional  tax.  This  is  not  an 
issue,  between  the  rich  and  the  poor.  It  is  the  direct  issue  between 
incothe  and  expenditure,  with  a  discrimination  in  favor  of  saved 
income,  or  of  thrift. 

What  is  in  fact  proposed  on  both  sides?  On  the  one  side  is  the 
continuance  of  the  present  low  exemptions,  with  several  million  tax 
returns  and  higher  taxes  paid  out  ox  incomes  which  are  practically 
spent  before  they  are  paid;  all  the  difficulties,  monstrosities  and  actual 
burdens  of  collection  and  payment,  for  the  tax  collector  and  tax- 
payer, with  which  we  are  lamiliar,  with  hundreds  of  thousands  of 
tax  dodgers,  and  increasing  costs  of  collection,  increasing  delinqueur 
cies  and  voidances,  probably  an  ultimate  breakdown  in  the  whole 
endeavor. 

On  the  other  hand,  with  an  increase  in  the  normal  exemptions  as 
proposed,  we  have  this  same  class  bearing  the  same  burden  through 
its  expenditures,  eniojing  immunity  from  income  tax  returns  but 
not  from  taxes;  we  nave  partial  exemptions  to  the  frugal  but  none 
to  the  dishonest. 

In  the  last  analysis  the  so-called  shifting  involved  in  increased 
taxes  on  expenditure  is  not  really  from  the  very  rich  to  the  very  poor 
but  from  the  average  more  prudent  and  more  thrifty  citizen  to  the 
average  less  prudent  and  less  thrifty  or  more  extravagant  citizen. 

Finally,  we  come  to  the  sales-tax  plan  itself,  which  is  simply  a  business 
conception  of  a  general  sales  tax  covering  the  turnover  of  commodities 
in  their  transmission  from  the  producer  to  the  consumer.  It  involves 
all  commodities  and  nothing  more  as  we  propose  it,  and  I  think 
that  is  a  conception  of  it  now  that  is  practically  universal. 

Mr.  Rothschild,  who  appeared  here  yesterday  and  who  has  done  a 
great  deal  of  very  ^ood  work  and  really  agrees  with  us  in  principle, 
does  talk  about  an  mclusive-sales  tax,  but  we  feel  that  the  prmciple  of 
the  sales  tax  is  concerned  with  thps6  things  that  move  from  the  pro- 
tiucer  to  the  consumer.  It  can  not  apply  at  all  to  things  in  the 
nature  of  capital  assets  or  gross  income,  as  in  the  case  of  services  and 
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thii)^  of  that  kind,  but  to  the  ^oss  sales  of  things  that  move  from  the 
procmcer  to  meet  the  demana  of  the  consumer.  When  it  rests  on 
that  it  rests  on  consumption.  If  it  passes  down  the  line  under  com- 
petitive conditions,  and  we  have  to  assume  those  conditions,  it  is 
gomg  to  pass  m  principle,  I  think,  without  any  loading  and  in 
practice  with  an  almost  negligible  amount  of  loading. 

I  spoke  a  moment  ago  oi  tnose  other  taxes  which  rest  at  the  base 
and  are  necessarily  loaded.  Assuming  that  a  1  per  cent  sales  tax  at 
the  base  of  an  article  means  that  amount  in  addition  to  the  cost  of  the 
raw  material.  That  1  per  cent  does  not  involve  any  outlay  of  capital 
or  other  expense,  and  competition  will  tend  to  pa^s  it  down  the  line 
without  loading.  But  assuming  that  it  is  loaded.  Its  amount,  rela- 
tive to  the  final  cost  of  the  article,  is  so  small,  that  the  loading  is 
almost  negligible. 

The  bu&  of  the  tax  is  raised  on  the  last  two  transactions. 

This  tax  has  been  in  force  in  the  Philippines  for  some  years,  and  I 
think  you  are  fully  familiar  with  its  success  there.  I  have  never 
heard  anything  approaching  a  representative  statement  questioning 
its  success  in  the  Phihppines  from  the  point  of  view  of  administration 
and  from  the  point  of  view  of  the  consumer. 

Senator  MgCumber.  I  would  suggest  to  you,  Mr.  Keed,  that  on 
account  of  the  fact  that  there  are  other  witnesses  still  to  be  heard  it 
would  be  well  for  you  to  boil  down  your  statement  as  much  as  you  can. 

Senator  Smoot.  If  there  is  anything  that  you  desire  to  put  in  the 
record  you  may  do  so. 

Mr.  Keed.  I  shall  do  that,  Senator.  I,  of  course,  wanted  to  meet 
some  of  the  Questions  that  have  been  raised.  I  think  they  have  been 
larcely  met,  out  not  wholly. 

The  New  York  Times  not  long  ago  referred  to  the  ''interested 
opposition''  to  a  sales  tax.  The  Times  said  editorially  last  Saturday, 
''when  the  interested  opposition  is  separated  from  the  rest,  how 
small  and  theoretical  is  the  remnant."  It  is  this  interested  oppo- 
sition that  it  has  been  hardest  to  understand.  Disinterested  oppo- 
sition expresses  itself  honestly.  It  does  not  say,  as  was  said  in  the 
report  of  iSr.  Plumb's  comnuttee,  that  the  sales  tax  is  designed  to 
shift  two  billions  of  taxes  from  business  and  personal  incomes  upon 
consumption,  while  admitting  in  the  same  report  that  the  business 
income  taxes  are  largely  shifted  and  represent  special  taxes  which  rest 
on  the  same  consumption. 

Disinterested  opposition  does  not  tell  the  business  man  that  there  is 
doubt  as  to  the  constitutionalitv  of  a  sales  tax,  as  was  done  in  the 
referendum  submitted  by  the  United  States  Chamber  of  Commerce, 
and  it  does  not  construct  a  referendum  so  as  to  have  successful  votes 
on  two  absolute  alternatives,  one  for  a  sales  tax  in  substitution  and 
one  for  a  sales  tax  in  addition  to  other  taxes,  and  then  coimt  the  nega- 
tive vote  on  each  as  hostile  to  the  sales  tax.  That  is  not  disinterested 
opposition,  in  my  opinion. 

This  kind  of  opposition  has  overreached  itself  and  been  exposed, 
except  in  one  important  respect.  Its  source  and  actual  interest  has 
not  been  exposea,  nor  do  we  know  the  extent  to  which  this  source 
and  interest  has  accelerated  other  opposition.  You  have  noted  the 
unfounded  attack  by  a  Member  of  the  lower  House  on  some  of  the 
proponents  of  the  sales  tax.    This  attach  has  itself  reacted,  and  if 
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there  is  one  matter  now  estabUahed  it  is  that  there  is  no  lai^ge  financial 
interest  or  so-called  Wall  Street  organization  back  ot  the  sales  tax 
pro}>osal.  In  fact,  there  is  neither  organization  nor  effective  coop- 
eration between  the  various  advocates  of  a  sales  tax,  which  to  date 
represents  the  effort  of  individual  business  men  and  separate  asso- 
ciations, the  clearly  competitive  type  of  business  men,  to  express  the 
desire  and  interest  of  active  enterprise  to  have  the  Government  levy 
a  practicable  and  dependable  tax  on  business.  It  is  generally  said 
that  the  sales  tax  is  proposed  as  a  substitute  for  the  excess  profits 
tax  and  the  higher  surtaxes  on  business  profits.  In  a  sense  this  is 
true.  It  is  an  honest  consumptioin  tax,  producing  a  minimum  of 
burden,  in  lieu  of  a  disguised  and  loaded  consumption  tax  producing 
a  maximum  burden.  But  as  the  matter  stands  to-day,  it  is  no 
longer  the  fact  that  the  sales  tax  is  a  substitute  for  the  excess  profits 
tax  or  higher  surtaxes.  The  Treasury  substitute  for  the  excess- 
profits  tax;  is  the  increased  corporieition  tax  and  recognizes  the  fact 
that  the  higher  surtaxes  have  oeen  eliminated  as  a  source  of  any 
great  revenue. 

Hie  fact  is  that  the  sales  tax  is  an  additional  tax  necessary  to  pro- 
duce the  required  revenue  and  to  avoid  the  deficit  now  threatened 
by  the  excess  of  appropriations  over  revenues  in  sight  from  either 
the  existing  or  proposed  income  taxes.  It  is  a  substitute,  if  such  a 
word  may  be  used,  lor  the  transportation  tax,  the  more  objectionable 
special  sales  taxes,  the  proposed  sugar  tax,  and  for  other  suggested 
aJtematives  desired  to  raise  about  (1,500,000,000  that  is  wanted 
to  prevent  a  de&it  in  the  revenue.  Approximately  $2,500,000,000 
to  $3,000,000,000  represents  the  maximum  revenue  in  signt  from 
other  taxes.  The  bulk  of  it  is  derived  from  nonnal  and  corporation 
income  tax,  less  than  $1,000,000,000  from  the  graduated  taxes,  in- 
cluding excess-profits  tax  or  surtaxes. 

It  is  in  this  aspect,  as  a  distinct  proposal  to  raise  revenue  and  avoid 
a  deficit;  that  the  sales  tax  must  be  considered  and  the  arguments  of 
the  opposition,  interested  or  disinterested,  must  be  weighed. 

A  part  of  this  opposition  rests  on  the  assumption  mat  the  sales 
tax  will  or  may  notl)e  shifted.  Every  recognized  authority  refutes 
this  assumption.  Profs.  Bullock,  Seligman,  and  Fairchild,  I  believe, 
agree  fully  on  this.  Prof.  Adams  concedes  it,  perhaps  grudgingly, 
as  he  lends  his  name,  I  believe,  to  the  sales  tax  ghosts  that  see  a 
sales  tax  as  a  possible  20  per  cent  to  50  per  cent  tax  on  the  net  profits 
of  business.  He  does  not,  I  take  it,  question  the  economic  prmciple 
that  the  sales  tax  will  shift.  One  point,  however,  I  wish  to  emphasize 
as  to  the  nature  of  the  shifting. 

I  believe  it  was  Mr.  Plumb  s  report  that  used  the  statement  that 
even  rent  may  not  be  shifted  in  some  cases,  with  the  intended  infer- 
ence that  when  rent  can  not  be  shifted,  a  sales  tax  must  be  absorbed. 
Rent  is  an  overhead,  and  it  must  be  clear  to  you  as  intelligent  men 
that  even  when  rent  and  other  overhead  and  relatively  high  costs 
can  not  be  shifted,  even  when  goods  are  sold  at  a  loss,  it  is  still  true 
that  a  cost  incident  to  the  sale  itself,  a  cost  running  with  the  goods 
and  which  must  be  paid  by  all  competitors  selling  similar  goods^  will 
be  shifted,  if  we  will  assume  fijrst  a  single  purchaser  stanmng  in  the 
market  place  and  swearing  that  he  will  not  pay  over  $19  for  a  certain 
commomtyi  and  second  a  single  vendor  who  is  finally  willing  to 
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sell  at  that  price  at  a  loss  to  himself,  and  then  you  impose  a  1  per  cent 
sales  tax  on  that  sale,  one  of  two  things  is  true,  either  the  purchaser 
will  raise  his  price  to  $19.19  or  the  seller,  without  the  sabs  tax,  is 
really  willing  to  sell  at  $18.81.  When  every  competitor  is  bound  to 
pay  the  same  tax  on  the  goods  and  the  goods  are  oDJects  of  consump- 
tion, which  sellers  must  sell  and  purchasers  normally  must  and  will 
have  for  their  use,  the  buyers  and  users  of  that  commodity  will  pay 
enough  to  bring  it  to  them,  and  the  one  thing  tJiiat  they  must  pay  is  a 
selling  cost  which  can  not  be  avoided  by  any  seller.  The  head  of  a 
farm  organization  opposing  the  sales  tax  recently  said  that  if  it  was 
adopted,  the  farmers  would  stop  growing  cattle.  He  answered  him- 
self— ^long  before  the  first  farmer  stopped  raising  cattle,  long  before 
the  tendency  to  do  so  manifested  itself,  in  fact  as  soon  as  the  tax  is 
imposed,  the  burden  of  the  tax  will  shift  and  be  paid  by  the  buyer 
who  will  pass  it  on,  if  he  sells  competitively,  to  the  ultimate  consumer. 
There  is  only  one  conceivable  class  who  may  not  be  able  to  shift 
the  tax.  That  class,  to  use  a  popular  term,  is  the  monopolist, 
whether  the  monopoly  be  due  to  patent  rights  or  to  control  of  markets, 
selling  at  a  fixed  price,  fixed  by  itself  at  all  the  trafiic  will  bear, 
and  particularlv  where  it  is  in  part  affected  by  the  use  of  interme- 
diate controlled,  sales  agencies.  I  do  not  allege  the  existence  of  any 
particular  monopoly  or  its  opposition  to  the  sales  tax.  The  heads  of 
some  very  large  organizations,  popularly  classed  as  trusts,  are  said 
not  to  oppose  it,  while  others  do  seem  to  oppose  it. 

One  important  case  in  which  it  is  claimed  that  the  tax  could  not 
be  shifted^  is  that  of  the  single  process  manufacturer  or  middleman 
competing  with  the  integrated  industry  or  mail-order  distributor  or 
chain-store  manufacturer.  We  can  not  but  admit  the  principle 
back  of  this  claim.  Certainly  the  tax  gives  an  advantage  which 
may  amount  to  5  to  10  cents  on  a  pair  of  shoes. 

Mv  own  reaction  to  this  argument  mav  be  a  little  bit  colored  from 
the  lact  that  I  first  got  it  from  my  gooa  friend,  Prof.  Adams,  and  it 
seemed  to  me  very  funny  that  gentlemen  who  had  been  or  were 
apologists  for  the  excess-profits  tax  that  spells  relative  confiscation 
and  immunity  throughout  the  business  world,  taxes  one  competitor 
to  confiscation  and  another  not  at  all,  should  be  worried  over  a  pos- 
sible 1  per  cent  selling  advantage  in  a  relatively  few  instances. 

I  had  also  read  something  of  sales  tax  proposals  and  their  defects 
in  other  coim tries  and  did  not  recall  ever  hearmg  of  this  as  a  practical 
obiection  to  a  sales  tax  in  operation.  It  is  not,  I  believe,  suggested 
in  France,  Canada,  or  the  Pnilippines  to-day.  And  I  thought  of  the 
large  trust  organization  with  its  multiple  intercompany  sales,  and  I 
wondered  whether  the  objection  was  sincere,  whether  tiiie  so-called 
trust  was  not  really  hostile  to  the  sales  tax  rather  than  an  object  of 
its  intended  favor.  I  knew  that  Mr.  Lord,  who  had  consulted  me 
in  the  matter,  was  a  single-process  manufacturer,  and  he  told  me 
that  he  could  give  any  multiple-process  competitor  a  1  per  cent  tax 
advantage  without  any  fear.  Tne  whole  thing  seemed  exaggerated 
and  played  upon  by  men  not  really  interested  in  it  except  as  a  means 
of  defeating  the  sales-tax  proposal. 

Senator  Simmons.  Mr.  Reed,  I  came  in  rather  late  and  did  not  hear 
all  your  statement..  Is  it  your  contention  that  ordinarily  the  sales 
tax  will  not  be  added  to  the  price  of  the  goods  sold  i 
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Mr.  Reed.  My  oantention  is  just  the  opposite,  Senator,  that  it  will 
necessarily  enter  into  the  price  without  any  commission  or  loading. 
Monopolies  which  without  the  tax  get  the  maximum  out  of  the  con- 
sumer ma^  doubt  their  ability  to  shift  the  sales  tax.  Competition 
will  carry  it  down  to  the  consumer,  where  the  largest  part  of  our 
piiesent  taxes  are  borne,  in  so  far  as  they  rest  on  the  graduated  scale 
on  business  profits. 

On  this  question  of  the  shifting  of  the  present  taxes  and  their  rela- 
tive burden  on  secure  and  insecure  income,  it  is  a  demonstrable  fact 
that  if  you  have  this  same  graduated  tax  resting  on  business  profits 
rising  and  falling,  and  averaging  the  same  as  a  secure  income  over  a 
period  of  years,  the  tax  on  the  business  income,  on  varying  profit, 
IS  apt  to  nm  pretty  nearly  twice  what  it  is  on  the  secure  mcome. 
You  take  an  income  of  $400,000  the  first  vear,  $600,000  the  second 
year,  $100,000  the  third  year,  and  a  loss  of  $400,000  the  fourth  year, 
'vdiidi  is  an  income  of  less  than  $200,000  a  year,  the  tax  on  that  is 
about  80  per  cent  of  the  income,  and  a  tax  on  the  periodic  income  of 
$200,000  a  year  is  about  45  per  cent.  Competitive  industry  is  de- 
stroyed by  such  a  tax.  Only  a  monopoly  controlling  its  market 
can  survive  it. 

STATEHBNT  OF  FBBDBBICK  E.  KIP,  MOlffTCI^IB,  N.  J. 

The  Chairman.  Mr.  F.  E.  Kip,  of  Montclair,  N.  J.,  a  prominent 
manufacturer  and  tax  authority  who  has  thought  and  written  on  the 
subject,  desires  to  be  heard  for  a  few  moments. 

Mr.  Kip.  In  my  opinion  the  present  tax  law  is  one  of  the  most 
disastrous  of  any  of  our  laws  since  the  formation  of  the  Government. 
By  its  high  surtaxes  and  excess  profits  features,  not  miUions  but  bil- 
lions of  dollars  have  been  diverted  from  productive  industry —that  is, 
industry  employing  millions  of  workers— and  it  has  forced  vast  sums 
into  ilnproductive  pursuit,  through  investment  in  State  and  city 
tax-exempt  securities. 

I  would  like  to  have  my  brochure  included  at  the  end  of  my  state- 
ment, a  copy  of  which  I  hand  the  stenographer. 

The  Chairbian.  It  will  be  printed  as  a  part  of  your  remarks,  sir. 

Mr.  Kjp.  In  this  brochiu'e  is  shown  the  rate  of  investments  required 
in  agriculture  and  industry  to  net  6  per  cent  in  tax-exempt  securities. 
They  run  from  8  per  cent  to  21  per  cent. 

Tne  withdrawal  of  these  huge  funds  from  productive  industry  has 
detrimentally  affected  every  farmer,  every  worker,  and  every  industry 
and  business. 

I  would  like  to  include  here  two  advertisements,  one  of  the  National 
City  Co.,  issuing  three  classes  of  bonds,  and  one  of  William  R.  Compton 
Co.     The  National  City  Co.'s  advertisement  says: 

'*  Solvay  &  Cie.  7-year  8  per  cent  secured  gold  bonds.  The  largest 
manufacturer  in  the  world  of  soda  ash  and  its  derivatives,"  etc. 

"Pacific  Gas  &  Electric  Co.  20-year  7  per  cent  gold  bonds,'' 
netting  7.10  per  cent. 

"Bangdom  of  Denmark  25-year  8  per  cent  sinking  fund  external 
gold  bonds,"  8  J  per  cent.  ^ 

Then,  stuck  over  in  the  comer,  half  of  it  not  exposed,  appears 
"City  and  Coimty  of  San  Francisco  4^  per  cent  gola  bonds,     tax- 
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exempt  bonds.  In  other  words,  they  can  mnoh  more  easily  sell  a 
4^  per  cent  federally  nontaxable  secority  than  a  gHt^dge  8  per  cent 
industrial  taxable  security. 

The  advertisement  of  William  R.  Compton  Co.  states  that — 

^e  William  R.  Ckunpton  Go.  offeifi  a  list  of  improvement  district  bonds,  repre- 
Bentine  a  careful  selection  of  issues,  at  xyrices  yielding  from  6  to  7  per  cent,  ezepipt 
from  all  Federal  income  taxes. 

The  deedrability  of  t^ese  bondsi  from  the  point  of  view  of  the  investor  whose  in- 
come is  subject  to  taxation,  is  emphasized  by  a  comparative  table  showing — 

Return  from  taxable  securities  which  is  neceasaiy  to  equal  a  tax-exempt 
return  of  ^  per  cent:  Per  oent. 

$8,000  to  $10,000  income 7.30 

$14,000  to  $16^000  income 7.56 

$18,000  to  $20,000  income w 7.74 

$24,000  to  $26,000  income «.02 

$28,000  to  $30,000  income.. 8.23 

$48,000  to  $50^000  income 9.42 

$78,000  to $80,000 income. 12.04 

$98,000  to  $100,000  income 14.77 

$100,000  to  $150,000  income 16.25 

Owing  to  recent  losses  in  productive  industry,  the  same  is  badly 
needing  funds  which  are  impossible  to  obtain  even  at  very  hiffn 
interest  rates,  owing  to  the  fact  that  such  huge  amounts  of  inoi- 
vidual  incomes  are  invested  in  tax-exempt  securities.    Therefore 

Eroductive  industry  is  to-day  compelled  to  run  on  orders  and  on  a 
and-to-mouth  basis;  and  if  orders  are  not  obtainable^  to  run  on 
short  time,  resulting  in  throwing  out  of  employment  millions  of 
workers. 

In  January  the  Government  placed  the  imemployed  at  3,470,000. 
To-day  the  labor  imions  place  tne  number  at  over  5,000,000.  Prob- 
ably, however,  the  correct  figure  is  somewhere  near  6,000,000. 

Unfortunately  certain  lahSr  leaders  seem  to  have  a  misa{>pre- 
hension  of  the  facts,  and  state  that  a  sales  tax  will  add  a  greater 
burden  on  the  laborer  and  the  farmer.  This  is,  however,  contrary 
to  the  facts. 

The  Department  of  Justice  makes  the  statement  that  23  per  cent 
has  been  added  to  the  average  cost  of  living  through  the  operation 
of  the  present  tax  laws.  That  tax  has  to  Be  add^  to  the  cost  of 
business  and  the  uncertainty  of  ikte  tax  compels  adding  it  in  a 
pyramid  form. 

The  Chairman.  The  basis  of  the  cost  of  living  is  the  prioe  of 
food,  and  that  is  hardly  taxed  at  all.  The  products  of  tne  farm 
are  practically  untaxed. 

Mr.  Kip.   i  es ;  that  is  true. 

The  Chairman.  Then  on  what  ground  do  you  say  that  the  tax 
system  at  present  in  vogue  adds  20  per  cent  to  the  cost  of  living  ? 

Mr.  Kip.  Only  the  Department  ol  Justioe  makes  that  statement, 
and  I  am  stating  that  fact  from  their  statement. 

The  Chairman.  They  make  the  statement,  but  can  you  sustain 
or  defend  that  statement  ? 

Mr.  Kip.  Yes;  I  can,  in  the  sense  that  the  pyramiding  of  these 
values  by  uncertainty  ha/  raised  prices  abnormaUy.  The  consumer 
would  not  otherwise  pay  tJiat  much  for  the  articles  that  he  purchases. 

The  Chairman.  How  has  it  affected  the  prices  of  farm  products  t 
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Mr.  Kip.  I  do  not  suppose  it  makes  as  miieh  difierence  with  farm 
products  as  it  does  with  everything  else;  but  they  are  not  the 
whole  thing. 

The  Chairman.  Wh«n  you  talk  about  the  cost  of  liviag^  you  mean 
chiefly  what  you  put  into  your  stomach. 
Mr.  Kip.  Partly. 

The  Chairman.  That  is  not  taxed. 
Mr.  Kip.  No. 

The  Chairman.  So  where  does  your  statement  maintain  itself  ? 
Mr.  Kip.  In  that  sense  I  am  only  quoting  them.  Let  us  say  that 
is  not  so.  Suppose  it  raises  the  amount  mJf  of  tialat — 11  per  cent. 
A  turnover  tax  will  add  3  per  cent,  or  certainly  not  ^ver  3i  per  cent. 
The  statement  has  been  made  here  to-day  that  theot^tically  it  would 
not  be  added  because  the  msjo.  making- smali  profits- would  not  have 
to  pay  such  tax.  This  theoretical  statecnent  is  contrary  to  the 
experience  of  practical  business  men,  ho¥Fever,  because  the  uncer- 
tamty  compels  a  certain  pyramiding.  A  small  business  man's 
capital  is  very  much  less,  and  therefore  his  allowance  on  the  8  per 
cent  basis  is  less. 

In  my  brochure  I  have  suggested  a  complete  plan  for  taxation, 
including  the  1  per  cent  turnover  sales  tax;  1  per  cent  on  transporta- 
tion, warehouse,  amusetoffifnts,  professional  vocations;  1  per  cent  on 
cash  involved  in  sales  of  real  estate;  one-sixteenth  of  1  per  cent 
on  sales  of  stocks  and  bonds;  12}  per  cent  on  net  jyrofits  of  unm  and 
individuals  and  corporations  in  business,  and  individual  income  and 
surtaxes  in  the  percentages  specified  on  pa^  256.  . 

I  believe  the  adoption  of  this  rdan  would  release  lai^e  sums  of 
money  for  productive  industry  ana  result  in  a  great  revival  of  busi- 
ness and  in  the  reduction  of  the  ereat  army  of  unemployed,  so  that 
in  six  months  from  its  adoption  me  unemployed  would  not  be  more 
than  500,000  against  five  to  six  million  unemployed  at  the  present 
time. 

The  two  greatest  curses  ia  the  world  to-day  are  socialism  (and  the 
tendency  toward  socialism)  and  war.  The  teiKieiicy  and  point  of 
view  of  socialism  are  to  create  class  antagonism  and  to  divide  the 
community  into  conflicting  classes.  The  phrase  was  current  in  the 
beginning  of  the  present  tax  laws  that  *'  the  rich  will  pay  for  the  war.*' 
The  psy^ology  is  to  create  class  division.  The  point  of  view  of  a 
sales  tax  is  that  every  one  should  bear  his  share  of  the  burden  of  the 
expenses  of  the  Government,  be  they  small  or  large;  and  it  certainly 
would  make  for  better  citizenship. 
As  to  war.  President  Harding  stated  a  few  days  ago : 

I  would  wiah  a  nation  00  powerful  that  none  will  dare  to  provoke  ita  wrath. 

I  heartily  agree  with  this  point  of  view,  but  I  believe  that  power, 
in  the  final  analysis,  rests  on  financial  strength,  finance  being  to-day 
the  sinew  of  war. 

With  my  tax  proposal,  which  includes  the  turnover  sales  tax,  I 
believe  we  could  pay  oflF  our  entire  war  debt  in  six  years'  time.  Our 
war  debt,  approximately,  was  $40,000,000,000.  The  war  expenses 
of  Great  Britain  were  approximately  also  $40,000,000,000;  those 
of   France  $38,000^00,000.    Our  present  debt  is   approximately 
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$23,000,000,000;   thai  of   Great  Britain   $32,000,000,000,   and   of 
France  $22,000,000,000. 

It  is  admitted  that  it  will  take  approximately  eighty  to  a  hundred, 
years  for  Great  Britain,  formeriy  tne  greatest  financial  power  in  the- 
world,  to  pay  oflf  her  war  debt,  and  that  a  similar  period  is  required, 
for  France.  If  we  demonstrate  to  the  world  our  ability  to  free  our- 
selves of  our  great  war  debt  within  six  years,  I  believe  that  such  a. 
demonstration  of  power  will  be  the  greatest  possible  safeguard  against 
future  wars. 

What  nation  would  dare,  or  have  the  financial  power,  to  wage  an 
unjustifiable  war  in  the  face  of  our  determined  opposition  ? 

In  conclusion,  I  feel  safe  in  saying  that  the  proposal  for  a  turnover- 
sales  tax  meets  with  the  almost  unanimous  approval  of  the  business, 
interests  of  the  country,  and  that  the  opposition  to  it  is  based  upon  a. 
false  theory  that  it  would  add  a  great  Durden  upon  the  consumer. 

(The  brochure  referred  to  is  as  foUows:) 

The  Paramoumt  Dtttt  of  Our  Leqislators  to  Our  Farmers  and  the  Workers- 

OP  Our  Country. 

There  are  only  two  sources  of  productive  wealth,  vis,  the  wealth  produced  from  the- 
ground  (farms,  mines,  etc.)  and  from  industry. 

Therefore,  those  laws  that  tend  to  the  fullest  employment  of  our  workers,  in 
industry  and  agriculture,  are  the  best  for  all  our  people,  and  those  laws  that  produce- 
the  greatest  unemployment  are  the  worst  for  all  our  people. 

The  paramount  duty  of  our  legislators,  therefore,  is  to  pass  such  laws  as  will  best 
insure  maximum  employment  in  agriculture  and  industry. 

How  have  our  legi^atore  performed  this  greatest  of  all  their  duties  in  the  p|a6t  eight 
years?  Our  Government  in  1913  passed  a  freer  tariff.  The  theory  and  claims  were 
that  it  would  reduce  industrial  profits  and  would  benefit  operatives  and  workers  by 
enabling  them  to  buy  all  tibeir  re(][uirement8  cheaper.  The  facts,  however,  were  that 
in  the  winter  of  1913  the  labor  union  heads  estimated  that  over  6,000,000  workers  were- 
out  of  employment  in  tiie  United  States.  Soup  kitchens  were  opened  in  all  large  citiea- 
and  for  tne  first  time  in  history  the  morgue  in  New  Yozk  City  was  opened  to  help 
lodge  the  unemployed  and  freezing  workmen,  and  for  every  industrial  concern  whose- 
**toe8  were  pincned"  5,000  workers  were  detrimentally  affected. 

The  workers'  experience  was  that  no  matter  how  cheap  they  could  buy,  they  had 
no  wages  with  which  to  purchase.    They  would  rather  pay  a  little  more  for  their* 
requirements  and  have  steadier  employment  and  wa^es. 

Again  to-day,  as  in  1913,  the  startling  condition  ofgreat  nonemployment  confronts* 
our  workers,  and  again,  in  the  main,  due  to  our  Government's  ill-advised  theoretical 
law,  this  time  a  tax  law  instead  of  a  tariff  law. 

This  destructive  industry-sapping  and  labor-destroying  tax  law  was  passed  with  the- 
express  purpose  of  taxing  the  ncn.  The  phrase  was  current  in  Washington, ' 'The  rich 
will  pay  for  the  war."  Yet  for  every  rich  man  who  has  been  pinched,  4,000  to  5,000* 
operatives  and  workmen  have  been  detrimented,  and  our  unemployed  workers  are 
increasing  in  number,  by  leaps  and  bounds,  every  week.  How  is  it  possible  for  our 
present  tax  laws  not  to  result  in  unemployment  when  by  it  our  Government  has  com- 
mandeered and  diverted  into  other  channels  practically  all  funds  that  formerly  flowed 
into  and  helped  sustain  industry  for  the  benefit  of  the  workers  and  owners  alike? 

Our  Government  has  commandeered  and  diverted  into  other  channels,  by  the- 
present  ill-advised  and  destructive  tax  law,  practically  all  funds  that  formerly  flowed 
into  industry: 

First.  By  high  surtaxes  driving  people  with  large  incomes  to  invest  in  tax-exempt 
securities  inst^id  of  furnishing  capital — as  they  have  done  in  the  last  50  years — ^to  new 
business  and  industry. 

Note.— There  are  $16,000,000,000  of  State,  city,  and  Federal  tax-exempt  securities. 
Without  a  constitutional  amendment  no  Federal  tax  can  be  levied  on  same.    No  con- 
«litutional  amendment  can  be  passed,  because  it  is  impossible  to  get  three-fourths  of* 
%h»  States  to  vote  for  same. 

Second.  By  the  Government  appropriating  extra  profits  instead  of  allowing  same- 
1»  be  used  to  strengthen  business  concerns  and  provide  against  losses  in  lean  periods. 
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TVk&  ikowing  that  it  ii  impossible  for  tho$e  having  large  tneomei'to  keep  their  funds  m 
industriiU  and  ofrieultund  marsuita;  showing  also  whig  billions  of  dollars  have  been 
withdrawn  from  industry  ann  agriculture. 


Column  A.  — Income 
j>er  annmn  at  0  per 
cent  tax  free. 


150,000. 
75,000 
100,000 
150,000 
200,000, 
250,000 
300,000 
350,000 
400,000. 
450,000, 
500,000. 
600,000. 
700,000. 
800,000. 
000,000. 

1,000,000. 

1,260,000. 

1,500,000. 

1,750,000. 

2,000,000. 


Column  B  .—In  or- 
der to  secure 
(under  present 
tax  laws)  in  in- 
dustry and  agri- 
culture a  net  in- 
come of  6  per 
cent,  one  must 
obtain  an  in- 
vestment pay- 
ing the  follow- 
ing annual  re* 
turns— 


Percent. 

7.72 
0.28 

laso 

13r56 
15.36 
16.67 
17.38 
17.90 
1&52 
18.03 
19125 
19t76 
£.10 
20l37 
2a  57 
20L74 
21.03 
21.28 
21.37 
2L48 


Column  C— If  the 

Srindpal  pro- 
udng  incomes 
under  ooliunn 
"A"  were  in- 
vested in  Fed- 
eral, State,  and 
dtv  securities 
(which  are  fed- 
erallv  nontaxa* 
ble)  their  net  In- 
oome  in  dollars 
would  be  as  col- 
umn A,  viz,  as 
follows— 


160,000 

75,000 

100,000 

150,000 

200,000 

250,000 

300,000 

350,000 

400,000 

450,000 

600,000 

600,000 

700,000 

800,000 

900,000 

1,000,000 

1,250,000 

1,500,000 

1,750,000 

2,000,000 


Column  D.— If  tike 
principal  pro- 
ducing incomes 
as  shown  under 
column  A  were 
invested  in  6  per 
cent  industrial 
or  agricultural 
pursuits  ( whleh 
are  federally 
taxable)  thefr 
net  income  in 
doUars  would 
be— 


340,650 
56,210 
68^650 
88,650 
106,650 
122,660 
138,660 
153,150 
167,660 
182,150 
106,650 
224,660 
2S2,650 
280,650 
308,660 
336,650 
404,150 
471,650 
630,150 
606,660 


Column  E.— Lose 
in  doUars  by  in- 
vesting the  prin- 
cipal produdng 
incomes  as 
shown  in  col- 
umn A  in  in- 
dustrial or  agrl» 
cultural  pur- 
suits instead  of 
tax-exempt  se- 
curities— 


89,350 

18,790 

31,350 

61,360 

98  350 

127,350 

161,350 

196,850 

282  350 

2B7,85I> 

303,350 

375,350 

447,350 

519,850 

501,350 

663,350 

845,850 

1,028,850 

1,210,860 

1,393,350 


The  above  table  ahowe  that  on  annual  incomes  ranging  from  |100,(XX)  to  $1,(XX),000 
should  the  recipient  invest  his  principal  in  industrial  and  agricultural  pursuits 
(trhich  are  taxable)  he  would  have  to  invest  the  principal  so  that  same  would  make 
him  a  yearly  return  of  from  11  to  21  per  cent  in  order  to  eaual  the  return  he  would 
have  if  his  principal  were  invested  in  State  or  city  (Federal  tax-exempt)  securities. 
It  goes  without  saying  that  it  is  utterly  impossible  for  persons  having  capital  to  invest 
to  obtain  such  a  return  from  industrial  or  agricultural  investments,  and  therefore 
thev  are  absolutely  compelled  to  invest  all  portions  possible  of  their  principal  in 
Federal,  State  and  city  tax-exempt  securities,  with  the  result  that  billions  of  aollars 
have  been  diverted  from  industry  and  agriculture,  thereby  limiting  the  purchasing 
power  tiiereof  and  resulting  in  the  present  great  depression  and  unemplo3anent. 

Would  especially  call  the  attention  of  our  Federal  legislators  to  tne  above  table 
and  its  inevitable  results. 

Therefore  the  Government  has  diverted  into  other  channels  practically  all  the 
funds  that  for  50  years  have  flowed  into  and  made  great  our  industries.  If  the  Gov- 
ernment can  divert  all  funds  that  were  formerly  used  in  industry  and  expect  that 
industry  will  run  on  just  the  same  as  previously  and  that  labor  will  be  as  fully  em- 
ployed, they  can  perform  the  great  miracle  of  making  something  out  of  nothing,  which 
nas  been  impossible  of  accomplishment  since  creation.  The  answer  is  they  can  not 
do  it  and  industry — for  the  want  of  funds  so  diverted — ^is  halted  and  crippled  with  the 
inevitable  result  of  unemployment,  and  for  every  hch  man  pinched  by  our  present 
ill-advised  tax  law,  4,000  to  5,000  workers  are  detrimented,  which  is  evidenced  by 
the  fact  that  to-day  there  are  about  4,000,000  workers  out  of  employment  in  the  United 
States  (see  the  Government's  report  on  unemployment  in  the  United  States,  following 
pages). 

Values  to-day  are  approximately  50  per  cent  higher  than  normal  prewar  values, 
lliey  can  not  be  lower  with  wages  approximately  75  per  cent  over  prewar  figures  and 
net  any  profit.  These  values  are  such  that  industiy  should  rebound,  but  instead, 
in  every  Hne,  we  have  industrial  halting  and  depression,  simply  because  all  funds 
which  formerly  flowed  into  and  were  used  for  industry  and  our  workers  have  been 
diverted  elsewnero. 

Our  workers  now,  as  in  the  winter  of  1913,  would  far  rather  contribute  their  share 
to  our  Fedezal  expenses  through  a  turnover  tax  (releasing  funds  to  flow  back  into 
industry)  and  thereby  obtain  steadier  employment  and  wages. 
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If  a  worker  ia  out  of  employment  one  week  it  will  cost  him  at  least  twice  wliat  ha 
would  pay  for  a  whole  year  thitragh  any  1  per  cent  tumaver  tax. 

Before  the  Great  War,  and  from  the  beginning  of  our  Federal  Government,  90  to  95 
per  cent  of  our  Federal  tax  receipts  were  derii^  fitmi  indirect  taxation,  and  there- 
under  the  growth  and  pro^>erity  of  our  country  has  been  the  envy  of  the  worid. 
Since  the  war  this  has  been  changed  almost  entirelv  to  direct  taxes,  and  within  three 
years  from  this  change  aU  industry,  farmers,  and  our  workers  are  groaning  under 
their  intolerable  burdens,  and  the  g^eat  unemployment  of  our  workers  is  becoming 
a  real  menace  to  our  Nation. 

Experience  in  three  years  has  fully  proven  that  tiie  academic  theory  of  practically 
complete  direct  taxation  is  a  dismal  failure  and  must  be  discarded  in  favor  of  partly 
direct  and  partly  indirect  taxes. 

The  following  law  proposes  to  raise  our  taxes  partly  from  direct  and  partly  from 
indirect  sources  as  follows:  First,  a  tax  on  business  turnover;  second,  a  moderate  tax 
on  profits  of  corporations  and  iirms;  third,  a  liberal  income  tax  and  surtax  on  indi- 
viduals— given  in  detail  in  the  following  proposed  law: 

PROPOSED  NEW  FEDERAL  TAX  LAW  (KIP  PROPOSAL). 

(a)  On  and  after  January  1,  1921,  a  turnover  tax  of  1  ;>er  cent,  to  be  paid  by  the 
Bollor,  on  the  excess  over  $500  in  any  one  month — of  all  net  sales  (gross  salea  leas  cash 
or  trade  discounts)  of  merchandise  and  commodities;  said  tax  to  be  payable  monthly 
on  the  ir)th  of  the  following  month. 

The  tax  on  such  amount  of  sales  from  January  1,  1921,  to  and  including  the  last 
day  of  the  month  in  which  this  bill  shall  become  a  law,  shall  be  payable  on  liie  15th 
of  the  succeeding  month  following  the  pas8afi;e  of  the  bill.  Thereafter  the  said  tax 
for  each  month  shall  be  payable  on  or  before  tne  15th  of  the  following  month. 

{b)  On  and  after  January  1,  1921,  a  tax  of  1  per  cent,  to  be  paid  by  seller,  on  chaigee 
for  transportation,  by  any  means  whatsoever,  includii^  telephones  and  telegrams,  via 
land,  air,  and/or  water.    Tax  payable  as  (a). 

(c)  On  and  after  January  1, 1921,  a  tax  of  1  per  cent,  to  be  paid  by  seller,  on  receipts 
of  warehouses,  theaters,  moving-picture  houses,  places  of  amusement,  and  on  receipts 
roproseiitlng  admission  charges  for  any  occasion.    Tax  payable  as  (a). 

{(l)  On  and  after  January  1, 1921,  a  tax  of  1  per  cent,  to  be  paid  by  the  seller,  on  all 
cbiirgos  of  lawyers,  physicians,  dentists,  ardiitects,  those  engaged  in  profesBional 
vucatinns,  or  those  engaged  in  vocations  of  selling  service.    Tax  payable  as  (a). 

(f)  On  and  after  January  1,  1921,  a  tax  of  1  per  cent,  to  be  paid  by  the  seller,  on  all 
■alos  of  real  estate,  based  on  the  actual  cash  amount  of  money  involved  in  the  trans- 
action.   Tax  payable  as  (a). 

(/)  On  and  after  January  1,  1921,  a  tax  of  one-sixteenth  of  1  per  cent  on  value  as 
aold,  payable  by  the  seller,  on  all  sales  of  stocks  and  bonds,  whether  private  or  through 
oxvMnnaes.    Tax  payable  as  (a). 

((f)  ^oT  the  year  1920  and  yearly  thereafter,  12}  per  cent  on  net  profits  of  any  bank, 
tniut  c!ompany,  corporation,  firm,  or  individual  m  business;  "net  profits"  nhaHL  be 
tho  [)rnfits  made,  less  interest  actuallv  paid  out  on  moneys  borrowed  and  fixed  interest 
actually  paid  out  on  bonds.  Payable  quarterly  during  the  year  following  taxable 
yiiar,  viz: 

Marcli  15,  one  quarter  thereof;  June  15,  one  ouarter  thereof;  Septembor  15,  one 
quarter  thereof;  December  15,  one  quarter  thereof. 

INCOME  AND   SURTAX KS. 

(/i)  Following  taxes  on  incomes  of  individuals  for  the  year  1920  and  yearly  theieaft^T  : 

Kxompt  up  to  $10,000.^  **«  <»n*. 

Above  $10,000  and  up  to  $20,000 2 

Above  $20,000  and  up  to  $40,000 4 

Above  $40,000  and  up  to  $60,000 6 

Above  $60,000  and  up  to  $80,000 8 

Above  $80,000  and  up  to  $100,000 10 

Above  $100,000  and  up  to  $150,000 12 

Above  $150,000  and  up  to  $200,000 14 

Above  $200,000  and  up  to  $250,000 16 

Above  $250,000  and  up  to  $300,000 18 

Above  $300,000  and  up  to  $500,000 21 

Above  $500,000  and  up  to  $1,000,000 25 

Above  $1,000,000  and  up  to  $1,500,000 29 

Above  $1,500,000  and  up  to  $2,000,000 33 

Over  $2,000,000 35 

i  Thia  eMmption  can  be  made  $6,000  to  18,000  if  thought  necessary. 
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Payable  quarterly  during  the  year  following  taxable  year,  one>fourth  March  15, 
one-fourth  June  15,  one-fourth  September  15,  one-fourth  December  16. 

The  above  taxes  collectively  will  collect,  even  under  the  reduced  values  of  mer- 
chandise, from  $4,000,000,000  to  $5,000,000,000  per  annum,  and  plus  our  other  income 
will  be  ample  for  the  wants  of  our  Government. 

POLITICAL  AND  ACTUAL  BENEFITS  OF  THE  PROPOSED  LAW. 

All  workers,  clerks,  and  those  having  incomes  under  $10,000  (or  $6,000  to  $8,000  if 
the  exemption  is  lowered)  would  be  entirely  free  from  income  taxes,  knowing,  how- 
ever, that  indirectly  they  would  be  paying  their  share  of  the  1  per  cent  turnover  tax. 
This  they  would  gladly  be  willing  to  do,  and  therefore  hundreds  of  thousands  would 
be  enthusiastically  in  favor  of  the  new  law. 

Banks,  trust  companies,  business  corporations,  firms,  and  individuals  in  business 
by  paying  12}  per  cent  on  net  profits  would  have  a  fixed  and  known  tax  and  would 
figure  their  cost  acc(»*dingly.  They  would  therefore  be  enthusiastically  in  favor  of 
same. 

The  lessened  income  taxes  on  individuals  should  prevent  men  of  wealth  taking 
refuge  in  Federal  tax-exempt  securities;  and  will  certainly  release  funds,  which  is 
now  so  desperately  needed,  to  flow  back  to  industry  and  agriculture,  so  tne  men  of 
greater  wealth  will  be  in  favor  of  the  new  law. 

Now  will  some  one  tell  us  who,  of  all  our  people,  would  not  be  benefited  by  such 
a  new  law?  Yet  only  a  few  davs  ago  one  of  our  Congressinen  on  the  floor  of  the  House 
c<»ned  the  phrase  that  ^*  No  partv  would  be  so  foolish  as  to  put  a  sales  tax  on  ^e  backs 
and  bellies  of  the  American  people." 

Phrase  making  does  not  interpret  facts,  as  was  evidenced,  in  time,  by  "too  proud 
to  fight,"  "he  kept  us  out  of  war,"  "pitiless  publicity,"  etc. 

The  facts  are  that,  by  the  present  destructive,  labor-destroving  tax  law,  our  workers 
have  neither  that  which  to  put  on  their  backs  nor  in  their  bellies.  There  are  4,000,000 
or  more  people  out  of  emplo  ment  in  the  United  States  to-day.  In  the  city  of  Detroit 
there  is  only  18  per  cent  oi  the  automobile  industry  operating;  there  are  160,000  workers 
out  of  employment  in  Detroit  out  of  a  total  population  of  993,000.  Not  over  50  per 
cent  of  the  population  are  workers,  so  that  in  the  cit  /  of  Detroit  you  have  the  startling 
condition  to-dav  of  32  per  cent  of  all  workers  unemployed,  duo  mainly  to  the  present 
destructive,  industry-sapping  and  labor-destroying  tax  law.  If  there  were  50  per 
cent  of  the  entire  workers  of  America  out  of  employment  there  would  be  a  revolution 
in  America,  independent  of  whatever  Government  we  had.  A  thought  for  the  pro- 
found consideration  of  our  statesmen  and  legislators. 

I  BENEFIT  TO  OUR  FARMERS. 

Nearly  all  our  farmers  are  to-dav  in  dire  need  of  cash  funds  to  help  them  over  the 
present  disastrous  period.  It  is  simply  impossible  for  them  to  obtam  such  funds  at 
the  present  time,  and  it  will  continue  to  be  impossible  to  obtain  cash  funds  until  our 
present  theoretical  and  disastrous  tax.  law  is  changed,  releasing  again  at  least  a 
portion  of  the  funds  that  formerly  flowed  and  were  used  to  sustain  and  further  agri- 
culture and  industry.  Therefore  our  i'armers  are  also  vitally  interested  and  should 
be  enthusiastically  in  favor  of  the  present  proposed  law. 

FALSE  CONCEPTION   OF  ADVERSE  POLFriCAL   EFFECT  OF  A  TURNOVER  SALES  TAX. 

Some  of  our  Congressmen  and  Senators  claim  a  turnover  tax  can  not  be  put  through 
because  politici^y  the  party  passing  same  could  be  charged  with  taking  off  taxes 
from  the  rich  and  putting  same  onto  the  poor.  Such  claims  can  also  be  made  regard- 
ing the  tariff  but  they  are  absolutely  untrue  both  as  to  tariff  and  as  to  turnover  tax. 

Government  experts  are  quoted  as  estimating  that  by  reason  of  the  existing  tax 
methods  there  is  added  to  prices  nearly  25  per  cent  (23.2  per  cent).  It  is  estimated 
that  the  1  per  cent  turnover  tax  on  all  commodities  anci  merchandise  will  add  2} 
per  cent  to  3  per  cent.  In  no  case,  however,  can  it  add  more  than  3i  per  cent.  Differ- 
ence, approximately  20  per  cent. 

In  omer  words,  tine  present  taxes  are  six  times  as  great  a  burden  on  all  consumers 
as  the  proposed  turnover  tax. 

Our  Congressmen  and  Senators  also  claim  a  turnover  tax  would  favor  large  com- 
binations which  control  products  from  the  raw  material  to  the  finished  article.  Such 
concerns  already  have  advantages  far  outweighing  any  that  would  accrue  by  a  1 
per  cent  turnover  tax — ^for  instance,  the  mines,  lands  and  forests  owned  by  the  steel 
corporation  and  other  advantages  of  large  combinations.    Besides  many  of  the  com- 
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binatioiiB  are  compoeed  of  a  number  of  separate  corporate  units,  as,  for  instance, 
the  Standard  Oil  group:  The  Standard  Oil  Co.  of  New  York,  New  Jersey,  Pennsyl- 
vania, Indiana,  Aansas,  California,  etc.,  and  many  other  allied  concenis,  such  as 
the  Pure  Oil  Co.,  Ohio  Cities  Gas  Co.,  Vacuum  Oil  Co.,  Chesebrough  Manufacturing 
Co.,  etc.,  and  each  one  of  these  separate  corporate  units  would  have  to  pay  their 
1  per  cent  turnover  tax. 

Therefore,  such  arguments  should  not  weigh  against  the  great  benefits  to  all  of  our 
people  of  a  turnover  sales  tax. 

Ill-advised  tax  laws  and •> resultant  unemployment  have  been  the  cause  of  every 
revolution  in  the  history  of  the  world. 

But  why  haggle  on  the  small  points  when  the  great  burning  issue  is,  that  civiliza- 
tion all  over  the  world  is  rocking  and  tottering  in  the  balance  brought  about  mainly 
by  unemployment. 

It  is  a  fact  that  ill-advised  tax  laws,  and  their  resultant  unemployment,  have  been 
the  cause  of  every  revolution  in  the  history  of  the  world.  When  unemployment 
became  over  50  per  cent  universal  in  Russia,  the  "Red"  revolution  develo]^  there. 

When  the  industries  of  Russia  were  ruined,  all  Russia  collapsed  and  if  the  mdustriea 
of  England  and  America  should  be  ruined,  all  England  and  America  will  collapse. 

These  were  Alexander  Hamilton's  words  in  1800:  "Not  only  the  wealth  but  the 
independence  and  security  of  a  country  appear  to  be  materially  connected  with  the 
prosperity  of  manufacturers." 

Daniel  Webster's  words  were:  "That  is  the  truest  American  policy  which  shall 
most  usefully  employ  American  capita]  and  American  labor  and  best  sustain  tha 
whole  population.  Agricultiure,  commerce,  and  manufactures  will  prosper  together 
or  languisn  together." 

You  simplv  can  not  detriment  industry  and  agriculture  by  diverting  elsewhere 
practically  all  their  funds  without  detrimentally  affecting  our  entire  population. 


GREAT  Britain's  similar  faulty  tax  law. 

Our  present  ill-advised  law  was  copied  after  the  war  tax  law  of  Great  Britain.  How 
has  her  similar  law  affected  her? 

Great  unemvloyment  in  England. — It  is  estimated  (see  New  York  Herald  article  of 
Jan.  10,  1921}  that  in  England  to-day  there  are  directly  and  indirectly  affected  by 
unemployment  3,000,000  to  4,000,000  people,  and  that  same  is  increasing  weekly. 
The  Herald *s  article  was  headed:  "Idle  iJritish  cry  for  soviet  rule — *We  want  revo- 
lution!' workers  shout — ^Howling  down  labor  speaker — In  an  effort  to  meet  the  situa- 
tion the  British  Government  has  adopted  the  scheme  of  giving  the  destitute  cash  and 
supplies  amounting  to  $2.25  a  day  to  each  adult.    Rent  also  is  paid." 

I  predict  that  unless  Great  Britain  changes,  before  lon^,  "her  ill-advised,  labor- 
destroying  tax  law,  she  will,  within  two  years^  be  in  revolution. 

So  we  see  that  Great  Britain's  tax  law,  placing  nearly  aU  the  tax  burdens  on  direct 
taxes,  is  no  more  successful  with  her  than  our  similar  experiment  is  with  us. 

THE  PBBSENT  GREAT  ARMY  OF  UNEMPLOYED  IN  THE  UNITED  STATES. 

The  United  States  Government  report  of  January  25,  1921,  estimates  that  there  are 
3,473,466  idle  in  industry.  Some  officials  of  the  Government,  however,  believe  the 
armv  of  unemployed  is  much  larger. 

The  Government's  employment  service  figures  represent  a  reduction  of  36.9  per  cent 
in  the  number  of  workers  employed  in  industry  as  compared  with  January*  19^. 

The  following  percentages  of  reduction  in  industry  were  given  for  each  State,  vis: 


Michigan 

Ohio  and  Indiana. 

Illinois 

Connecticut 


Percent. 
82 
50 
44 
43 


Redaction  by  specific  industries: 

Automobile  and  accessories 69 

Building  trades 52 

Textile  and  allied  products 35. 5 


Per  oent. 

Massachusetts 38 

Wisconsin 32 

New  York 28 

New  Jersey ; 22 


Leather  and  its  products 35 

Lumber  and  house  furniture 32 
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l\>tal  number  unemployed  in  our  largest  cities: 


New  York  City 234,243 

Chicago 86, 000 

Philadelphia 70, 000 

Detroit 160, 000 

Cleveland 81,000 

St.  Louis 49,  350 

Newark 41, 000 

Boston 25,000 


Cincinnati 24, 000 

Milwaukee 24, 330 

Baltimore 89,  OOO 

Kansas  City . .  .^ 20, 640* 

Pittsburgh....;. 12.500- 

San  Francisco 13, 000 

Portland  (Oreg.) 10, 000' 


Note. — ^The  population  of  Detroit  is  993,000;  probably  one-half,  or  496,000,  there' 
are  workers.  So  to-day  we  have  the  startling  condition  of  32  per  cent  of  Detroit's 
workers  out  of  employment. 

The  Government  gives  the  numerical  reduction  in  employment  by  districts  as 
follows: 
New  England,  including  Boston,  250,156,  principal  cities  being: 


New  Bedford 30,000 

Fall  River 25,000 

Manchester,  N.  H 21,000 

Bridgeport,  Conn 20,000 

Plx)vidence 14, 500 

Lawrence 14, 500 


Lynn 12,000 

Lowell 11,000 

Worcester 10,000 

New  Haven 10, 000 

Haverhill 7, 800 

Springfield 7, 200 


Middle  Atlantic  States,  including  New  York,  577,743,  principal  cities  being: 


Buffalo 35,000 

Paterson 20,000 

Rochester 18, 000 

Scran  ton 18, 000 

Jersey  City 15,000 

Passaic 12, 000 

Syracuse 10,000 

North  central  district,  694,393  (Ohio,  Illinois,  Indiana,  Michigan,  and  Wisconsin), 
principal  cities  being: 


Reading 7, 000 

Troy 8,000 

Utica 8,000 

Schenectady 7,000 

Trenton 6, 500 

Camden 5,000 


Toledo 28, 625 

East  Chicago 26,000 

Indianapolis 21, 500 

Akron 20, 000 

Dayton 13, 750 

Columbus 13, 333 

Canton 10,335 

Kalamazoo 9, 000 

Racine 7,000 


East  St.  Louis 6, 000 

Youngstown 8, 916 

Flint 9,000 

Battle  Creek 6, 600 

Lansing 6, 500 

Lorain 6,154 

Evansville 6, 200 

South  Bend 5,600 


West  central  district,  100,000  (Minnesota,  Iowa,  Missouri,  Nebraska,  and  Kansas), 
principal  cities  being: 

Kansas  City 8, 800 

Des  Moines 6, 1 00 

Topeka 900 


Minneapolis 18, 662 

Omaha 16,145 

St.  Paul 11,000 


Southern  States,  100,000. 

The  above  is  most  serious,  and  if  unemployment  should  increase  by  an  additional 
25  per  cent,  same  would  be  a  distinct  peril  to  our  Nation. 


WISE  TAX  POLIOY  OF  THE  FRENCH  NATION. 

Notwithstanding  pressure  from  Great  Britain  during  and  after  the  war,  France  has 
steadfastly  refused  to  tax  prosperity  out  of  her  country  by  imposing  these  heavy 
direct  taxes.  Also  on  June  25,  1920,  France  adopted  a  turnover  sales  tax  of  1^  per 
cent. 

Estimates  of  French  statisticians  Indicated  that  same  would  obtain  in  revenue 
5,400,000,000  francs.  Unofficial  reports  of  the  first  month's  (July)  collections  show 
that  the  remiltant  receipts  were  far  m  excess  of  the  estimate. 
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Writer,  who  has  mills  at  Lyons,  France,  understands  that  the  turnover  tax  is  the 
''silver  lining  to  the  black  cloud"  overhanging  France,  and  that  same  Is  working  to 
the  great  satisfaction  of  all  business  men,  workers,  and  farmers,  also  that  the  French 
Government  is  highly  pleased  with  the  revenue  derived  therefrom. 

Canada  and  several  smaller  countries  have  also  adopted  a  turnover  tax.  Great 
Britain,  owing  to  the  terrific  industrial  depression  and  great  number  of  unemployed, 
IB  also  now  considering  a  turnover  tax. 

FaOOF  THAT  OUR  PRESENT  TAX  LAW  IS  THE  MAIN  CAtTSE  OP  OUR  GREAT  INDUSTRIAL 

AND  AQRICUI/rURAL  DEPRESSION. 

Overextension,  finally  resulting  in  reduction  of  purchasing  power,  is  the  cause  of 
depressions.  For  instance,  in  the  depressions  of  1871  and  1893  in  New  York  City 
(including  Brooklyn)  there  were  whole  blocks  of  empty  houses  and  no  buyers  or  ten- 
ai^ts  for  same.  In  other  large  cities  the  same  condition  existed.  Consequently  no 
demand  for  lumber  or  building  materials. 

To-day  conditions  are  exactly  opposite.  In  every  large  city  in  the  United  States 
there  is  a  shortage  of  from  1,000  to  50,000  houses  and  apartments,  and  people  are 
clunoring  for  accommodations  they  can  not  find. 

Yet,  notwithstanding  this  terrinc  shortage  of  living  accommodations,  you  can  not 
sell  to-day,  at  any  price,*lumb0r  or  building  materials. 

Neither  can  you  sell  to-day  at  any  price  any  of  our  other  fundamental  raw  materials. 

Writer  spent  February  and  March  of  this  year  at  Chandler,  Ariz.,  in  the  heart  of 
tn®  Great  Salt  River  irrigated  valley  (500,000  acres  irripted  by  the  Roosevelt  Dam), 
^';J^out  doubt  one  of  the  most  fertile  sections  agriculturally  in  the  United  States. 

The  hilly  sections  and  mountain  ranges  in  other  parts  of  the  State  give  great  feeding 
grounds  for  cattle  and  sheep.  They  also  contain  laige  and  successtul  mines,  among 
which  are  the  wonderful  Clarkdale  mines  (owned  by  former  Senator  Clark,  and  un- 
doubtedly the  richest  mines  in  the  world).  Now,  how  do-  we  find  conditions  here 
relative  to  our  fundamental  raw  materials,  viz,  our  agricultural  products,  cotton,  wool, 
cattle,  sheep,  hogs,  and  minerals.  For  the  past  10  years  this  section  has  sold  by 
NovoTiber  -Doce  nber  all  its  cotton  crop  (their  quality  of  cotton  is  equal  to  or  superior 
to  the  best  Egyptian  grade  of  cotton)  at  from  60  cents  to  11.10  per  pound.  Not  10  per 
cent  of  the  1920  crop  has  been  sold  at  30  cents  to  35  cents,  and  tne  balance  can  not 
be  marketed  at  any  pnce.  Both  here  and  in  all  the  western  States  they  have  prac- 
tically all  of  last  year  s  (1920)  wool  on  hand,  and  wool  also  can  not  be  sold  at  any  price. 

Feither  can  sheep,  rattle,  hogs,  or  minerals  (copper,  etc.)  be  sold  at  any  pnce. 

In  the  <rreat  Arizona  mining  districts  of  Clarkdale.  Jerome,  Prescott,  etc.,  not  one- 
quarter  of  the  normal  operatives  are  now  employed,  and  additional  smelting  concerns 
are  constantly  being  closed  down.  There  are  57  distinct  mining  concerns  in  and 
around  Butte,  Mont.,  every  single  one  of  which  is  to-day  (April,  1921)  closed  down 
indefinitely,  to  the  great  detriment  of  the  thousands  of  miners  and  their  families. 
The  above  reflects  exactly  the  condition  of  the  entire  United  States. 

<^otton  of  the  South,  as  well  as  that  of  the  Salt  River  Valley,  can  not  be  sold  at  any 
price.  In  Kansas  and  other  western  corn-growing  States  they  used  their  com  in- 
stead of  coal  for  fuel,  as  they  could  not  sell  same  at  any  price.  Wheat  and  wool  can 
not  be  sold  at  any  price.  Sheep,  cattle,  and  minerals,  and  in  fact  all  of  our  funda- 
mental raw  materials  can  not  be  sold  at  any  price. 

Now,  there  has  not  been  a  time  in  40  years  (except  for  a  few  weeks  during  acute 
panic)  when  the  fundamental  raw  materials  of  this  great  country,  the  very  life  blood 
of  our  industries,  could  not  be  sold  at  or  near  market  prices,  but  to<lay  at  15  per 
cent  to  20  per  cent  below  accepted  market  prices  our  production  of  cotton,  wool, 
com,  wheat,  sheep,  hogs,  cattle,  and  minerals  can  not  be  sold.  In  fact  same  can 
not  be  sold  at  any  price. 

RBASON  ^fHY  OUR  FUNDAMENTAL  RAW  MATERIALS  CAN  NOT,  FOR  THE  PIRST  TIME  IK 

50  TEARS,  BE  MARKETED. 

The  reason  why  for  the  first  time  in  40  or  50  years  that  our  fundamental  raw  ma- 
terials can  not  be  sold  at  any  price  is  simply  that  the  Government,  by  the  present 
destructive  tax  law,  has  compiled  the  diversion  of  billions  of  dollars  away  from 
industry  and  a$rriculture,  and  as  they  therefore  have  not  the  fimds  they  formerly 
had  they  must  buy  (as  to-day  they  are  buying)  their  wants  for  1  to  2  months  ahead 
only,  instead  of  12  to  16  months  ahead,  as  formerly. 

So  the  original  producer,  the  farmer,  the  herder,  and  the  miner,  must  carry  the 
stocks  until  the  industries  can,  in  piecemeal,  use  same  up.  If  you  haven't  money 
you  can  not  buy.  The  present  tax  law  takes  hugh  sums  of  money  away  which  were 
formerly  used  in  industry  to  sustain  and  further  same.  Therefore,  industry  must 
now  get  along  in  the  only  way  ^e  can  (under  her  reduced  capital),  viz,  buy  her  wants 
from  hand  to  mouth. 
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If  a  new  tax  law  is  paned,  similar  to  the  *'Kip  proposal']  herein  given,  including 
a  1  per  cent  turnover  salee  tax,  it  will  allow  at  least  a  portion  of  the  funds  formerly 
iisea  in  industry  and  agriculture  to  return  thereto,  and  in  six  months  our  crops  of 
cotton,  wool,  com,  wheat,  minerals^  etc.,  will  all  be  marketed,  and  next  fall,  this 
year's  production  of  these  raw  materials  will  all  be  sold  hy  November  and  December, 
as  has  been  tiie  case  for  many  7^^  P^^>  ^^^  prosperity  will  return  again  to  the 
ftumersj  our  workers,  and  our  inaustries. 

This  is  as  plain  as  ''two  and  two  make  four.''  Yet  some  of  our  Congressmen  and 
Senators  can  not  see  it,  and  seem  only  concerned  about  the  political  effect,  that  they 
mi^ht  not  be  returned  because  they  might  be  accused  (if  so,  it  would  be  falsely)  of 
taking  taxes  off  the  rich  and  nutting  same  onto  the  wxxr. 

The  farmers'  interests  are  identical  with  those  of  tne  business  man  and  of  industry. 
If  industry  lancpiishes,  the  farmer  has  depression.  If  the  miller  can  not  buy  wheat 
to  make  flour,  the  price  of  wheat  declines  and  the  farmer  has  to  hold  the  stock  until 
the  miller  can  use  it,  etc. 

Daniel  Webster's  words  are  as  true  now  as  when  spoken,  vis: 

"Agriculture,  commerce,  and  manufactures  will  prosper  together  or  languish 
together." 

The  business  interests  of  the  United  States  are  practically  unanimous  in  their  re- 
quest for  quick  revision  of  our  present  faulty  tax  law  and  are  demanding  for  the 
benefit  of  our  workers,  and  also  our  industries  (for  they  both  go  hand  in  hand),  that 
same  be  revised  along  the  lines  of  common  business  sense  instead  of  the  academic 
theories  of  the  present  law. 

SCHOLASTIC  THEORIES  VERSUS  ACTUAL  FACTS. 

The  scholastic  theories  of  the  department  experts  of  our  Government  (professors  of 
Yale,  Harvard,  and  John  Hopkins)  on  our  tax  and  tarifif  laws  are  one  thing.  The  facts 
relative  thereto,  however,  are  quite  another.  The  facts  are  that  thete  were  out  of  em- 
ployment in  the  winter  of  1913  over  5,000,000  woricers;  the  facts  are  that  in  Januarv, 
1921,  there  were  out  of  employment  between  3,000,000  and  4,000,000  workers,  or  only 
25  per  cent  less  than  the  unemployment  of  1913,  when  our  workers  were  being  lodged 
in  New  York  in  the  churches  and  the  morgue.  The  facts  are  that  our  farmers  and  our 
workers  are  beginning  to  realize  that  our  present  ill-advised  tax  law  is  responsible  for 
their  depression  and  nonemployment,  and  they  will  hold  any  political  part)r  respon- 
sible that  fails  in  its  duty  to  alter  the  present  theoretical  law  to  a  practical  business  tax 
law  that  will  restore  again  to  them  prosperity  and  employment.  The  facts  are  that 
if  the  proposed  tax  law  (Kip  proposal)  is  passed,  incluoing  the  turnover  tax,  industry 
will  commence  to  revive  and  within  six  months  will  be  normal  with  a  normal  number 
of  unemployed. 

HBCK88ITT  OF  TOUR  ACQUAINTINO  CONGRESS  OP  THE  BUSINESS  MEN's  AND  WORKERS* 

REQUIREMENTS. 

All  patriotic  workmen,  fanners,  and  business  men  should  wire  and  write  to  their 
Congrsssmen  and  Senators  acquainting  them  with  the  fact  that  the  business  com- 
munity, our  farmers,  and  our  workers  are  unanimous  in  their  opinion  that  the  present 
destructive  tax  law  should  be  revised  by  substituting,  for  a  part  of  the  present  direct 
taxes,  indirect  taxes  in  the  form  of  a  turnover  tax,  so  that  funds  formerly  used  in 
industry  and  agriculture  may  be  returned  thereto,  for  the  benefit  of  our  industries  and 
workers  and  to  the  cure  of  the  present  great  unemployment. 

Millions  of  our  workers  to-day  are  out  of  employment  and  on  short'  time.  They 
believe  the  present  ill-advised  tax  law  is  one  of  the  main  causes  of  this  condition. 
They  are  entirely  willing  and  anxious  to  bear  their  part  of  any  surh  tax  change  as 
will  ^ive  them  steadier  employment.  They  want  and  are  ecititled  to  steady  em- 
ployment at  the  current  United  States  wage,  and  it  is  the  duty  of  our  Federal  legisla- 
tors to  cooperate  fully  to  this  end. 

Millions  of  our  fanners  are  to-day  facing  bankruptcy  simply  because  they  can  not 
sell  their  products  at  an^  price. 

You,  our  Federal  Im^slator,  can  cure  this,  by  enacting  a  tax  law-  similar  to  that 
herein  pr(4x>sed,  includlog  a  turnover  sales  tax. 

Each  Federal  l^^lslator  should,  therefore,  go  right  down  into  his  own  heart  and  ask 
himself  the  following  question: 

Which  will  better  assist  industry  and  agriculture  and  cause  our  workers  to  be  more 
steadily  employed,  a  new  law  takmg  off  part  of  the  present  direct  taxes  and  putting 
same  on  indirect  taxes,  in  the  form  of  a  turnover  tax  or  retaining  our  present,  or  nearly 
our  present  direct  taxes,  which  have  already  acted  so  disastrously? 

Consider  this  vital  question  most  profound!)^,  becausa  on  your  vote  (the  vote  of 
Congress) depends  the  ''bread  and  butter"  of  millions  of  our  fajr&ers  and  our  workers. 


k 
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BTATBUCENT  07  ALFRED  S.  LOWELL,  DEALE&  IN  WOOMCBK'S  WEAK, 

WOBCBSTEB,  MASS. 

The  Chairman.  Where  do  you  reside  ? 

Mr.  Lowell.  Worcester,  Mass. 

The  Chairman.  What  is  your  occupation  ? 

Mr.  Lowell.  Dealer  in  women's  wear. 

The  Chairman.  What  phase  of  the  tax  revision  do  you  desire  to 
fiddress  yourself  to  ? 

Mr.  Lowell.  The  sales  tax. 

These  views  are  mine,  and  are  diflFerent  from  most  of  the  views  that 
have  been  propounded  here,  and  to  a  certain  extent  answer  some  of 
the  questions  tnat  have  been  asked. 

The  Chairman.  You  favor  a  tmiversal  sales  tax  ? 

Mr.  Lowell.  I  favor  the  universal  sales  tax,  but  not  the  com- 
modity tax. 

The  Chairman.  What  do  you  mean  by  '^ commodity  tax"? 

Mr.  Lowell.  It  might  be  considered  consiunption  tax. 

I  want  to  protect  the  New  England  industries,  and  that  is  why  I 
«,m  opposed  to  the  sales  tax,  I  come  largely  from  what  I  call  pa- 
triotic motives  on  behalf  of  my  locality  as  well  as  on  behalf  of  the 
country. 

One  position  I  want  to  take  is  that  my  proposition  answers  the 
demand  for  the  substitute  for  the  excess  profits  or  the  surtaxes  and 
luxury  taxes,  and  that  is  why  I  favor  the  universal  sales  tax,  which 
will  answer  the  purpose  and  act  as  a  substitute  and  also  answer 
several  questions  that  have  been  asked  this  morning. 

I  have  been  interested  in  the  subject  of  taxation  for  some  time,  and 
last  June  published  in  the  Worcester  Evening  Gazette  an  article  on 
''Taxation,"  in  which  I  referred  to  the  income  tax,  the  tariff,  land  tax, 
sales  tax,  etc.  In  said  article  I  favored  a  turnover  sales  tax.  Last 
winter  I  listened  to  an  address  by  J.  S.  Bache,  Esq.,  before  the 
Economic  Club  of  Worcester,  on  his  proposed  sales  tax,  with  every 
reason  to  believe  in  advance  that  I  would  favor  his  views,  but  as  he 
proceeded  I  became  more  and  more  convinced  of  the  injustice  of  his 

{position,  and  the  result  is  the  view  that  I  take  as  outlined  in  the 
ollowing  remarks.  Th^se  remarks  will  necessarily  be  a  repetition 
of  what  1  have  published  and  answers  to  some  of  my  critics. 

The  sales  tax,  I  believe,  if  enacted  according  to  my  suggestion,  will 
prove  a  great  source  of  revenue.  Said  tax  should  cover  all  trans- 
actions 01  every  kind  or  description  of  a  sale  nature,  wholesale  or 
retail,  direct  or  indirect. 

First,  sales  of  tangibles,  such  as  products  of  earth,  water,  and  air, 
machinery  and  products  thereof,  etc. 

Second,  sales  of  intangibles,  such  as  bonds,  stocks,  rights,  privi- 
leges, patents,  mortgages,  loans  (which  constitute  a  sale  oi  the  use  of 
money),  options,  fares,  freight,  express,  transportation,  insurance, 
fees,  advertising,  light,  power,  gas,  rents,  all  kintis  of  amusements,  etc. 

On  first  consideration  the  consumption  tax  appears  attractive 
because  the  tax  is  widespread,  every  consumer  willpay  his  proportion, 
and  the  tax  is  apparently  easjr  of  collection.  The  rich  being  the 
largest  purchasers  per  capita  will  feel  it  least,  but  those  in  moderate 
circumstances  and  the  poorer,  constituting  the  majority  of  purchasers, 
vUl  (eel  it  most,  as  this  tax  wiU  be  transferred  to  the  consumer. 
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I  consider  the  proposed  sales  tax  a  menace  specifically  to  New 
England  industries,  and  to  its  wholesale  and  retail  establishments, 
and  in  general  to  the  other  sections  of  the  coimtry  that  are  not  near 
the  source  of  raw  material. 

A  corporation  or  a  partnership  may  produce  or  mine  the  raw 
materials,  establish  a  factory,  manufacture  its  own  wares,  and  through 
a  chain  of  stores  throughout  the  coimtry  sell  direct  to  the  consumer, 
therebj  paying  but  one  sales  tax,  or  1  per  cent.  These  chain  stores 
are  bemg  rapidly  established  throughout  the  country,  and  even  now 
are  considered  a  menace  to  retailers. 

It  is  natural  that  these  factories  will  be  established  near  the  sources 
of  supply.     Take  the  shoe  industry  as  an  example.     It  will  follow 
that  this  manufacture  will  be  established  in  the  West.     St.  Louis  is 
now  a  large  shoe  manufacturing  center,  and  it  will  grow  at  the  expense 
of  the  East  if  the  1  per  cent  tax  be  enacted.     The  same  would  apply 
to  the  woolen,  cotton,  and  other  industries  now  so  firmly. established 
in  New  England.     The  result  would  be  that  stores  selling  such 
articles  could  not  compete  with  the  chain  stores,  specialty  stores 
would  be  killed,  the  sales  of  department  stores  would  be  signally 
reduced,  and  wholesalers  in  these  articles  would  be  unable  to  con- 
tinue in  business.     There  would  be  a  large  reduction  in  the  number 
of  workers  in  New  England,  and  closing  of  many  factories  and  stores, 
and  necessarily  a  reduction  of  employees.     Such  people  being  con- 
sumers will  have  their  buying  ability  reduced,-  and  the  consumption 
tax  will  be  reduced  in  proportion.     The  tendency  would  be  to  create 
trusts  or  monopolies  wnicn  would  not  only  have  control  of  the  mate- 
rials, manufacture,  and  trade,  but  would  also  control  to  a  certain 
-  degree  the  wages  of  labor,  as  competition  would  be  materially  reduced. 
It  will  be  difficult  for  the  retailer  to  compete  with  the  above- 
referred  to  chain  of  stores  and  manufacturers,  as  the  retailer  will  pay 
1  per  cent  for  each  turnover;  there  being  three  and  one-half  turn- 
overs on  the  average  before  reaching  the  retailer,  who  will  pay  3^ 
per  cent  and  the  consumer  4^  per  cent  in  addition  to  the  original 
cost,  while  the  manufacturer  who  sells  direct  to  the  consumer  will 
have  saved  at  least  3  per  cent  and  can  therefore  undersell  his  com- 
petitors.    But  one  might  say,  ''Why  is  this  not  to  the  advantage  of 
the  consumer  to  be  able  to  buy  cheaper?"     It  would  be  if  it  did  not 
result  in  widespread  ruin  as  above  stated,  and  also  reduce  the  number 
of  workers,  and  likewise  reduce  the  consuming  power  of  the  workers. 
Many  stores  will  be  vacated,  and  after  these  monopolies  have  estab- 
lished themselves  by  the  ruin  of  the  retailers,  wholesalers,  etc.,  they 
will  be  in  a  position  to  raise  their  prices,  as  there  will  be  but  little 
competition. 

It  is  stated  that  there  are  7  operations  from  the  farm  to  the  loaf 
of  bread,  7  from  the  raw  wool  to  the  suit  of  clothes,  7  from  the  raw 
skins  to  the  pair  of  gloves,  1 1  from  the  crude  rubber  to  the  rubber 
tire  when  purchased.  It  can  thus  be  readily  seen  that  the  producer 
of  raw  material  and  the  manufacturer  of  the  finished  product  can 
sell  direct  to  the  consumer  at  a  very  great  saving  over  his  competitor 
not  so  fortunately  situated. 

It  has  been  suggested  that  such  operations  be  taxed  2  or  3  per 
cent,  but  this  will  not  prove  sufiicient  for  protection.  This  suggestion 
appears  easy  to  apply  in  theory,  but  practically  there  will  be  much 
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difficulty.    This  would  penalize  certain  business  ability  and  would 
prove  an  injustice. 

At  the  present  time  shoe  manufacturers  in  large  numbers  are 
entering  the  retail  trade  and  are  seriously  and  adversely  affecting 
the  busmess  of  the  regular  retailer.  If  it  is  the  desire  to  oust  the 
middleman,  the  1  per  cent  tax  will  accomplish  this  result,  but  con- 
sider what  this  means  and  what  hardshins  will  result. 

One  objection  which  I  have  made  to  tne  sales  tax,  and  it  has  been 
unanswered,  is  in  regard  to  credit  items.  The  question  arises  in  my 
mind,  Will  credit  sales  be  taxed,  both  wholesale  and  retail  ?  Will  the 
seller  pay  the  1  per  cent  on  credit  items  that  may  never  be  paid? 
Let  us  assume  that  a  manufacturer  has  sold  a  wholesaler  $100,000 
worth  of  merchandise,  the  purchaser  fails  and  pays  30  cents  on  the 
dollar.  The  seller  will  not  onlv  have  lost  $70,000,  but  he  will  also 
have  paid  a  $1,000  sales  tax,  which  is  practically  a  total  loss. 

Referring  to  my  statement  that  the  less  competent  business  man 
is  affected  adversely,  I  will  illustrate  by  a  concrete  example:  A 
merchant  making  sales  of  $100,000  makes  $6,000  ne.t;  he  pays  a  1  per 
cent  tax  of  $1,000  on  his  sales,  leaving  $5,000  clear.  Another 
merchant  makes  sales  of  $100,000  making,  we  will  say,  $1,000  or  $2,000 
net,  also  pays  $1,000  tax  on  his  sales,  leaving  him  a  net  gain  of  $1,000, 
or  no  gain  whatsoever.  Dealers  who  make  large  profits  on  their  sales 
can  anord  to  pay  the  1  per  cent  sales  tax,  but  can  the  comer  grocery 
afford  to  do  so  ?  Can  tne  10-cent  stores,  which  are  such  a  boon  to  * 
the  public,  afford  to  pay  the  1  per  cent  sales  tax  ? 

In  regard  to  the  French  sales  tax,  I  herewith  quote  from  Commerce 
and  Finance,  March  16,  page  398,  the  following: 

Tax  receipts  are  falling  off,  the  921,437,000  francs  raised  in  February  being 
223,588,000  irancs  below  estimates.  The  tax  on  business  turnover  yielded  but 
151,571,000  francs  instead  of  the  expected  413,000,000  francs.  The  French  business 
world  is  said  to  have  become  most  expert  in  evading  this  tax. 

It  goes  without  saying  La  Belle  France  has  not  a  monopoly  on  tax 
evasion.  France  is  not  a  producer  of  raw  materials,  whereas  the 
United  States  is;  in  France  there  must  be  a  number  of  operations  or 
turnovers  before  an  article  reaches  the  consumer,  and  the  tax  is  there- 
fore multipUed. 

The  Canadian  sales  tax  does  not  tax  the  retailer.  Furthermore,  it 
is  proposed  to  amend  the  sales  tax,  and  in  addition  many  of  the 
necessities  of  life  are  exempt. 

Reference  was  made  to  the  several  or  more  movements  in  the 
manufacture  of  an  article  from  the  crude  to  the  finished  product,  and 
it  is  proposed  to  tax  each  operation.  It  would  be  a  difficult  proposi- 
tion to  figure  where  one  operation  begins  and  another  ends.  It  would 
keep  the  Federal  courts  busy  determining  such  cases  to  the  exclusion 
of  other  legal  questions,  and  instead  of  itl)eing  a  **  simplicity  "  tax,  it 
will  prove  to  be  a  most  intricate  one. 

You  will  note  that  I  favor  a  sales  tax,  but  not  solely  a  commodity 
tax.  I  advocate  a  sales  tax  on  all  sales  of  whatever  name  or  nature. 
Should  such  a  tax  be  enacted,  then  the  commodity  sales  tax  could  be 
reduced  so  much  below  the  1  per  cent  as  to  be  practically  negligible 
in  its  effect  on  prices,  the  income  from  such  a  universal  sales  tax  as  I 
propose  will  be  far  in  excess  of  the  proposed  commodity  tax.  It  is 
my  opinion  that  if  the  proposition  were  made  to  tax  the  sales  of  capital 
assets,  such  as  stocks,  Donds,  loans,  wash  sales,  etc.,  as  is  proposed  to 
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tax  the  sales  of  commodities,  that  such  a  howl  would  go  up  from  the 
capitalistic  world  that  the  proposition  of  the  sales  tax  would  be 
dropped  like  a  hot  poker.  The  mfluences  against  such  a  tax  would 
prooably  be  too  strong  to  overcome;  financiers,  bankers,  brokers, 
etc.,  would  oppose  it  oitterly.  The  stamp  and  registration  taxes 
resiilt  in  but  a  small  income  as  compared  with  such  a  sales  tax. 
Why  should  consiunption  sales  alone  be  taxed  to  the  detriment  of  the 
consuming  public  ? 

I  favor  a  graded  sales  tax,  a  tax  on  every  transaction  that  can  be 
construed  as  a  sale.  Of  course  it  is  well-nigh  impossible  to  designate 
the  many  businesses  and  to  differentiate  them.  It  will  require 
diligent  study  to  make  the  language  and  meaning  clear  in  such  an 
enactment. 

Starting  with  capital  assets  such  as  the  sales  of  bonds,  stocks, 
rights,  pnvileges,  loans,  etc.,  I  favor  a  one-eighth  of  1  per  cent  tax. 
On  fares,  freight,  transportation,  patents,  insurance,  storage,  fees^ 
advertising,  light,  power,  gas,  rents,  real  estate,  hotels,  restaurants, 

Jmblic  utifities,  and  other  products  of  water,  earth,  air,  machinery, 
abor,  ete.,  one-half  of  1  per  cent.  Amusements  of  all  kinds,  meaning 
admission  fees,  1  per  cent.  Luxuries  (clearly  defined),  wash  sales, 
futures,  puts,  calls,  every,  sale  that  savors  oi  gambling,  etc.,  2  per 
cent. 

I  note  that  certain  conamunities  are  agitating  the  sales  tax.  If 
enacted,  and  if  every  communitv  in  the  countrv  follows  this  example^ 
and  the  United  States  enacts  tne  proposed  sales  tax,  it  will  make  it 
still  more  difficult  for  the  middleman  te  succeed. 

Advocates  of  the  sales  tax,  couple  with  it  a  deduction  or  abrogation 
of  other  taxes,  such  as  income  tax,  surtax,  excess-profits  tax,  luxury 
tax,  ete.  It  is  evident  that  these  advocates  believe  that  the  reduction 
made  by  these  taxes  will  offset  the  sales  tax,  or  even  reduce  their  taxes* 
Indeed,  many  believe  that  the  income  tax  will  be  abrogated  or  re- 
duced. No  one  voluntarily  taxes  himself.  I  note  the  Wall  Street 
News  favors  the  sales  tax.    Why  ? 

They  state  that  the  excess-profits  tax,  etc.,  have  increased  prices 
23  per  cent;  this  may  be  true  when  applied  to  the  peak  of  high  prices, 
but  since  then  prices  have  been  reduced  more  than  23  per  cent,  thus 
making  this  argument  valueless.  They  state  that  3^  per  cent  will 
cover  the  increase  by  the  1  per  cent  sales  tax  from  the  crude  to  the 
consumer.  If  this  is  true,  and  also  true  that  the  consumer  will  pay 
the  tax,  then  he  is  not  taxed  1  per  cent,  but  3^  per  cent,  or  $3.50  on 
every  $100  purchased. 

Dealers  in  jewelry  and  other  merchandise  who  pay  the  luxury  tax 
are  doubtless  satisned  that  the  sales  tax  will  be  less  costly  than  the 
present  luxury  tax. 

One  of  the  great  faults  connected  with  our  present  system  of  tax- 
ation is  the  exemptions.  I  am  not  in  favor  of  exemptions,  only  in 
favor  of  certain  deductions.  I  believe  that  every  person  should  pay 
his  share  of  the  expenses  of  the  Government  whicn  protects  his  life 
and  liberty  and  aids  him  in  the  pursuit  of  happmess. 

Many  who  have  their  money  invested  in  tax-exempt  securities  do 
not  even  pay  their  share  of  the  taxes  in  aid  of  the  Government  which 

Erotects  these  securities.    As  I  have  repeatedly  stated,  a  law  should 
e  passed  whereby  no  more  tax-exempt  securities  shall  be  issued, 
except  Government  securities,  and  if  local  tax-exempt  securities  are 
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issued  these  should  be  subject  to  a  ta«x  of  the  United  States  Goyem- 
ment.  I  am  inclined  to  tne  plan  as  suggested  by  one  Congressman, 
that  a  tax  be  assessed  against  a  person^  net  worth;  from  this  net 
worth,  however,  I  would  favor  the  deduction  of  the  value  of  Govern- 
ment bonds  and  taxable  securities  and  from  the  tax  a  deduction  of 
the  tax  paid  on  taxable  securities,  etc.,  thus  indirectly  the  present 
tax-exempt  securities  will  be  taxed. 

A  man  s  ability  to  pay  taxes  depends  upon  wliat  he  earns,  and  one 
who  must  spend  all  he  can  earn  to  feed  and  clothe  his  family  is  less 
able  to  pay  3^  per  cent  of  his  expenses  in  taxes  than  the  man  who  can 
live  comfortably  upon  his  income.  The  sales  tax  will  fall  directly 
upon  the  consumer,  apjd  prices  will  be  raised  universally  at  least  3^ 
per  cent  as  above  stated. 

In  1919  local  advertising $500, 000, 000 

In  1919  national  advertising  newspapers *  150, 000, 000 

Magazines 100, 000, 000 

Outdoor 20,000,000 

Streetcar 15,000,000 

785, 000, 000 

Exports  for  1920,  $8,000,000,000;  New  York  Stock  Exchange  sold 
in  1920,  223,000,000  shares  of  stocks;  sold  $4,000,000,000  worth  of 
bonds.  This  is  exclusive  of  the  consolidated  exchange  and  the  curb. 
It  would  be  very  difficult  to  compute  what  the  toteu  sales  in  stocks 
and  bonds  is  throughout  the  country.  Taken  in  connection  with  the 
grain,  produce,  and  other  exchanges,  the  total  is  simply  tremendous. 
Mr.  B.  M.  Anderson,  of  the  Chase  National  Bank  of  Commerce,  New 
York  City,  estimates  the  total  domestic  trade  of  the  country  in  1918 
to  be  $68,000,000,000,  1  per  cent  of  which  would  be  $680,000,000. 
The  estimate  of  Mr.  McCoy,  the  Treasury  expert,  is  $48,000,000,000, 
1  per  cent  of  which  is  $480,000,000. 

1  think  $68,000,000,000  is  too  low  an  estimate,  if  advertising  sales 
are  nearly  $800,000,000.  The  total  value  of  life-insurance  aurine 
the  year  was  $10,000,000,000;  if  you  add  to  this  the  total  of  fire  and 
aU  other  forms  of  insurance  it  will  be  a  huge  total,  and,  if  the  tax 
of  one-half  of  1  per  cent  on  the  premiums,  as  I  propose  to  tax 
other  sales,  is  placed,  the  income  from  my  sales  tax  will  be  as  gr^at 
if  not  greater  than  the  result  from  the  proposed  sales  tax.  What 
are  the  sales  of  real  estate,  automobiles,  rents,  public  utilities,  builders, 
hotels,  transportation,  freight  and  express,  admissions,  all  the  profes- 
sions, etc.  ?  If  all  these  pay  a  sales  tax,  tog:ether  with  all  other  sales 
hereinbefore  mentioned,  the  sales  of  these,  with  exports,  commodities, 
cash  assets,  etc.,  will  make  an  enormous  aggregate  for  the  imposition 
of  a  graded  sales  tax.  The  New  York  Times  bewails  the  fact  that  the 
opponents  of  the  sales  tax  have  presented  no  alternative.  The  altema^ 
tive  of  the  proposed  sales  tax  is  here  presented. 

William  H.  Johnston,  president  of  the  International  Association 
of  Machinists,  in  a  statement  just  issued  says : 

For  a  family  with  an  income  of  $2,000  the  average  tax  payment  under  the  sales  tax 
would  be  4.5  per  cent  of  the  total  family  income;  for  a  family  with  an  income  of  |1,500, 
it  would  be  5.7  per  cent,  and  for  a  family  with  an  income  of  $1,000,  assuming  approxi- 
mately the  same  purchase  of  necessities,  it  would  be  8  per  cent. 

Because  of  the  pyramiding  of  such  a  tax,  however,  since  the  payer  adds  a  profit, 
the  real  cost  of  a  efales  tax  to  an  average  family  with  an  income  of  about  $2,000  would 

1  Too  small. 
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be  about  8.6  per  cent  of  the  family  income;  for  a  family  with  an  income  of  $1,500;  11.4 
per  cent;  for  a  family  with  an  income  of  $1,000,  over  17  per  cent. 

These  figures  are  approximate,  the  statement  says. 
Mr.  Walter  A.  Staub,  of  the  firm  Lybrand,  Ross  Bros.  &  Mont- 
gomery, says: 

To  raise  a  revenue  of  $2,000,000,000  by  the  sales  tax  would  be  equivalent  to  a  $20 
tax  on  every  man,  woman,  and  child  in  the  country,  and  its  incidence  would  be  such, 
he  thinks,  that  even  the  monstrosity  of  a  poll  tax  of  that  amount  should  be  preferred. 

A  correspondent  of  the  New  York  Evening  Post,  after  poking  fun 
at  the  economics  of  the  sales  tax,  asserts  tnat  while  persons  with 
incomes  over  $5,000  paid  41  per  cent  of  the  tax  of  1918  and  those 
between  $5,000  and  tne  exemption  limit  paid  59  per  cent  under  the 
sales  tax  the  first  class  would  pay  but  12  per  cent  and  the  second  21 
per  cent,  and  those  below  the  limit  67  per  cent. 

Mr.  B.  M.  Anderson,  of  the  Chase  National  Bank,  said: 

The  general  tax  would  fall  most  heavily  ux>on  small  buBinesses  becauee  theX 
perform  only  one  step  in  a  series  of  productive  steps  in  their  competition  with  con- 
solidated businesses  where  several  steps  in  a  series  are  performed  without  interme- 
diate sales  under  one  general  control. 

He  added  further  that — 

The  general  sales  tax  hits  at  gross  rather  than  at  net  operations,  and  expressed 
doubt  whether  business  men  would  be  enthusiastic  about  it  if  they  realized  the 
difficulty  of  shifting  taxes  in  a  period  of  falling  prices. 

Chas.  J.  Nasmyth  says: 

Let  the  individual  who  is  lamenting  his  present  lot  cease  his  lamentations  long 
enough  to  figure  out  how  much  worse  off  he  will  be  thim  he  already  is  if  Congress  sub- 
stitutes the  threatened  '* sales  tax"  for  the  much  abused  and  infinitely  more  logical 
and  just  income  tax,  which  would  mean  that  big  business  is  to  pay  nothing  and  the 
individual  is  to  pay  everything. 

In  point  of  volume  there  is  little  difference  between  a  tax  upon  gross  sales  and  a  tax 
upon  gross  earnings,  but  to  the  wage  earner  and  individual  of  moderate  means  there 
is  a  difference  as  wide  as  the  ocean  between  the  two  methods,  seing  that  in  the  former 
case  the  design  is  to  pyramid  and  pass  the  tax  along  to  the  ultimate  consumer  to  pay; 
wHereas  a  tax  upon  gross  earnings  can  not  be  passed  along  in  the  same  manner  or 
measure,  but  must  be  borne  by  tne  business  community. 

Points  stressed  by  Forstall: 

To  the  extent  that  a  sales  tax  is  not  shifted  it  becomes  a  tax  on  gross  income  which 
is  entirely  inequitable  as  between  various  classes  of  business. 

A  sales  tax  would  tend  to  bring  about  undesirable  changes  in  business  practices. 

The  administrative  difficulties  presented  by  a  turnover  tax  are  much  greater  than 
is  generally  realised. 

The  experience  of  other  countries  with  a  general  sales  tax  and  the  history  of  the 
movement  for  such  a  tax  in  this  country  after  the  Civil  War,  point  inevitably  to  the 
conclusion  that  such  a  tax  is  a  last  resort,  to  be  availed  of  only  after  other  resources 
have  failed. 

It  would  be  economically  unsound  as  well  as  socially  unjust  to  shift  two  billions  of 
taxation  from  business  and  personal  income  taxes  to  the  consumption  taxes. 

BTATEMBirr  OP  B.  8.  OBOtTTT,  NEW  YORK,  N.  Y. 

JEditor  the  Wall  Street  Journal: 

I  was  much  pleased  to  receive  the  copy  of  vour  journal  of  Tuesday,  April  5,  and 
address  by  Mr.  B.  S.  Orcutt  at  meeting:  of  New  York  Society  of  Certified  Public 
Accountants,  April  11.  It  was  most  refreshing  to  read  such  a  clear  and  logical  pre- 
«entation  of  the  merits  of  the  turnover  sales  tax  in  contrast  to  the  vagueness  and  dis- 
crepancies that  are  so  common  in  most  discussions  of  this  subject.  Of  course,  I  do 
not  agree  with  Mr.  Orcutt's  reasoning  or  his  conclusions,  but  this  does  not  prevent 
my  admiration  for  the  clear  and  definite  way  in  which  he  has  presented  his  point 
•of  view.  Perhaps  I  hafve  greater  opportunities  to  test  the  practical  application  of 
Ills  theories. 


268  INTEBNAL  REVENUE. 

As  I  undeiBtand  Mr.  Orcutt's  proposal,  he  would  limit  the  amount  of  the  sales  tax 
that  would  be  passed  on  as  a  tax  by  any  business  to  the  1  per  cent  of  their  own  sales 
which  they  paid  directly  to  the  Government  and  would  make  it  a  provision  of  the 
law  that  this  1  per  cent  should  be  added  to  each  invoice.  He  would  consider  each 
business  a  consumer  to  whom  all  the  ciunulated  turnover  taxes  on  their  purchases 
are  to  be  passed  alons:.  He  says:  '^Are  not  the  words  'sales  tax'  a  convenient  mis- 
nomer? In  effect  with  a  compulsory  invoicing  the  tax  is  really  a  purchase  tax," 
and  further  with  "  the  compulsory  invoicing  of  the  tax  all  the  labored  arguments  as 
to  percenta«?e  charged  against  net  income  fall  to  the  ground  and  all  carefully  worked 
out  tables  to  prove  an  imaf*inary  point  become  a  joke." 

I  have  tried  to  apply  this  theory  to  various  forms  of  business  with  which  I  am 
familiar  and  it  seems  to  me  to  even  emphasize  the  unfairness  of  a  tax  at  a  uniform 
rate  upon  all  sales  of  all  commodities  as  between  different  forms  of  business  and  as 
between  commodities  of  different  relative  salability.  If  each  business  is  to  pass  on 
and  collect  from  the  next  purchaser  only  the  1  per  cent  on  their  own  sales  and  absorb 
in  their  cost  as  a  consumer  the  taxes  on  their  purchases,  wouldn't  this  work  out  even 
more  unjustly  than  to  not  pass  the  tax  on  at  all?  As  an  illustration,  we  are  tool  manu- 
facturers. As  a  normal  proposition  our  annual  sales  are  not  as  large  as  the  net  in  vrest- 
ment  in  our  business.  In  other  words,  under  prewar  conditions  it  takes  fairly  pros- 
perous business  for  us  to  turn  our  capital  once  a  year.  If,  ther^ore,  we  wish  to  secure 
a  return  of  10  per  cent  net  on  our  investment  we  need  to  secure  a  net  profit  of  10  per 
cent  on  our  sales.    The  tax  on  our  sales  would  be,  therefore,  10  per  cent  or  our  net  profit.. 

Our  customers  are  wholesale  hardware  dealers.  They  turn  their  capital  in  a  ncxr- 
mal  year  four  times  and  make  an  average  profit  under  prosperous  conditions  of  2} 
per  cent  on  each  sale.  The  1  per  cent  tax  which  we  would  collect  from  them  would 
oe  40  per  cent  of  their  average  net  profit.  This  tax,  we  understand  from  Mr.  Orcutt  's 
article,  they  should  absorb.  Thev  in  turn  would  add  to  their  invoices  1  per  cent  on 
their  sales  to  their  customers,  the  hardware  retailers.  The  hardware  retailer,  of 
course,  could  not  add  a  specific  1  per  cent  to  the  sale  of  each  individual  article  and 
presumably,  as  Mr.  Lord  suggests,  would  add  it  to  his  cost  of  doing  business  and  get 
it  back  if  he  could  by  advancing  his  prices  on  such  articles  as  he  could  sell  at  an 
advanced  price.  Is  there  any  reason  to  suppose  that  under  such  conditions  the 
retailer  would  advance  his  various  prices  just  exactly  the  amount  required  to  re* 
pay  him  for  the  1  per  cent  tax  collected  from  him  by  the  wholesaler? 

We  wonder  what  our  customers,  the  wholesalers,  would  say  under  present  condi* 
tions  if  we  should  add  1  per  cent  to  our  invoices  as  a  tax  to  come  out  of  their  pockets. 
We  rather  imagine  they  would  tell  us  that  they  could  not  afford  to  pay  such  a  heavy 
tax  for  us  and  that  if  we  were  going  to  add  it  to  our  invoices  we  would  have  to  in- 
crease our  cash  discount  by  1  per  cent  or  make  some  other  concession  to  offset  it, 
because  they  could  not  either  stand  it  themselves  or  pass  it  along  to  the  retailer  tin- 
der present  conditions.  You  can  see,  therefore,  that,  so  far  as  the  tax  which  we  would 
have  to  pay  to  the  Government  is  concerned,  it  would  be  very  much  less  in  com- 
parison to  our  net  profits  than  it  would  in  the  case  of  the  wholesaler. 

Why  should  not  we  pay  this  tax  just  as  we  pay  the  cerporation  income  tax  and 
include  it  as  an  item  of  our  own  cost  to  be  passed  on  as  part  of  our  price  when  we 
could,  and  taken  out  of  our  profits  when  it  had  to  be?  What  would  be  gained  in 
business  generally  by  each  one  paying  a  I  per  cent  tax  on  his  piurhases  and  passing 
along  a  1  per  cent  tax  on  his  sales?  What  is  true  with  us  as  a  manufacturer  comparea 
to  our  wholesale  customers  is  also  true  of  us  as  a  manufacturer  with  a  large  capital 
investment  and  a  slow  turnover  compared  to  a  manufacturer  in  a  line  ot  busineas 
where  the  turnover  is  more  rapid. 

Mr.  Orrutt  quotes  from  an  article  b)r  Mr.  Charles  E.  Lord,  a  prominent  cotton 
commission  merchant.  I  see  by  referring  to  Mr.  Lord's  table  that  a  cotton  yam 
spinner  buys  cotton  for  55  cents  and  sells  the  yam  for  95  cents.  His  raw  material, 
tnerefore,  is  nearly  60  per  cent  of  the  selling  price  of  his  finished  product.  This  is 
because  a  cotton  spinner  makes  a  comparatively  simple,  quick,  and  inexpensive 
change  in  his  raw  material  before  selling  it  as  yam.  Our  raw  material  does  not 
amount  to  25  per  cent  of  our  selling  price.  This  is  because  we  perform  a  great  many^ 
consecutive  manufacturing  operations  on  a  piece  of  steel  before  turning  out  a  finished 
tool.  It  takes  months  to  complete  these  processes  and  a  great  variety  of  expensive 
machinery.  The  tax  on  our  purchases  of  raw  material  which  we  are  supposed  to- 
absorb  would  be  less  than  half,  perhaps  even  less  than  one-third,  the  tax  whick 
the  cotton  spinner  would  be  expected  to  absorb,  Mr.  Orcutt  says: 

''Unless  the  sales  tax  is  definitely  passed  on  to  the  consumer  it  becomes  a  tax  on 
gross  income  and  is  open  to  the  criticism  that  it  is  unequal  as  applied  to  net  income.  ^ 

With  this  every  thinking  man  must  agree,  but  it  does  not  help  the  situation  for 
each  business  to  pass  on  the  1  per  cent  tax  on  its  own  sales  cmd  play  the  part  assigned 
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to  the  consumer  by  absorbing  the  tax  <m  its  purchases.    Such  a  solution  does  not 
decrease  the  inequality  at  all. 

Isn't  it  true  also  that  the  tax  would  fall  most  heavilv  in  proportion  to  net  profits. 
seneraUy  speaking,  on  the  sales  of  necendties  and  with  less  wei^t  on  the  sales  of 
luxuries?  Is  it  not  ^nerally  a  fact  that  businesses  engaged  in  uie  production  and 
distribution  of  necessities  rely  upon  larger  sales  and  quicker  turnovers,  with  a  smaller 
maigin  of  profit  than  do  businesses  engaged  in  the  production  or  sale  ol  luxuries? 
Sugar  sold  by  a  retail  grocer  is  a  w^-known  example  of  an  article  sold  with  very  small, 
if  any,  net  profit.  Is  it  fair  to  tax  the  sale  of  sugar  at  every  turnover  no  matter  whether 
each  brancn  of  the  business  adds  to  its  invoice  or  not  at  tne  same  rate  as  sales  of  jew- 
elry, for  instance?  I  should  think  that  the  Fifth  Avenue  jeweler  would  be  better  able 
to  pay  a  tax  of  5  per  cent  on  the  sale  of  a  diamond  or  a  watch  than  the  comer  grocer 
woula  a  tax  of  1  per  cent  on  the  sale  of  sugar.  According  to  Mr.  Orcutt's  proposal, 
even  if  the  grocer  collected  the  1  per  cent  tax  from  the  consumer  he  would  be  expected 
to  pay  the  1  per  cent  tax  which  the  wholesaler  added  to  his  invoices. 

This  leads  us  to  the  other  side  of  the  question.  Is  it  fair  to  the  poorer  class  of  our 
population  to  take  off  the  present  luxury  and  excise  taxes  such  as  the  5  per  cent  tax 
on  the  sale  of  jewelry  and  substitute  a  tax  of  1  per  cent  on  every  sale  of  everything, 
aimed  to  produce  a  revenue  of  about  12,000,000,000,  and  at  the  same  time  to  remove 
the  excesB-profiits  tax  from  business  and  reduce  the  surtaxes  on  large  incomes?  Of 
course,  the  excess-profits  tax  must  go  and  the  large  surtaxes  must  be  reduced,  but 
there  are  other  ways  which  appear  to  me  to  be  more  fair  to  raise  the  revenue  than  to 
spread  it  over  the  sale  of  everything,  which  means  that  the  great  bulk  of  it  would 
come  from  the  sale  of  necessities. 

The  income  received  by  over  80  per  cent  of  our  population  is  less  than  the  present 
exemptions  from  the  personal  income  tax,  namely,  one  thousand  for  unmarried  men 
and  two  thousand  for  married  men.  These  people  have  to  spend  their  entire  income 
tot  the  necessities  and  sliriit  comforts  of  life.  They  are  the  great  bulk  of  the  con- 
flumeiB  to  whom  a  general  turnover  sales  tax  would  be  passed  along.  RaLsing  the 
exemptions  from  the  income  tax  would  not  help  them  any,  but  only  the  somewhat 
more  fortunate  ones  who  now  receive  incomes  between  the  limit  of  the  present 
exemptions  and  the  new  proposed  exemptions.  This  would  be  a  move  in  the  wrong 
direction.  It  wood  reduce  tne  number  of  people  who  consciously  are  paying  taxes 
toward  the  support  of  the  Government.  Payment  of  a  general  sales  tax  refiected  in 
increased  prices  to  the  consumer  would  not  be  recognizeKcl  by  them  as  their  contribu- 
tion toward  the  support  of  the  Cbvemment,  but  would  rather  be  regarded  as  tribute 
to  profiteers  who  were  advancing  prices  contrary  to  the  need  for  reduction  in  the  cost 
of  living.  We  must  remember  also  that  the  tax  on  those  who  had  to  spend  their 
entire  income  for  their  current  expenses  would  be  equivalent  to  a  tax  against  their 
entire  income,  whereas  the  tax  paid  by  us  more  fortunate  individuals  would  be  against 
such  part  of  our  income  as  we  spent.  We  constitute  the  class  who  could  reduce  the 
tax  by  following  Mr.  Bache's  advice  to  "stop  consuming." 

Isn  t  it  somewhat  hvpocritical  to  claim  to  busineas  that  the  inequality  of  the  tax 
in  relation  to  net  pronts  would  make  no  difference  to  business  because  it  would  be 
paaed  on,  and  then  to  claim  to  consumers  that  such  a  tax  would  reduce  the  cost  of 
living?  How  can  both  things  be  true?  Widespread  publicity  has  been  given  to 
the  statement  alleged  to  have  oeen  made  by  some  unknown  official  of  tlie  i  epartnient 
of  Justice  that  profits  taxes  increased  the  coat  of  living  23.2  per  cent.  Whoever 
was  able  to  figure  such  a  percentage  so  accurately  must  have  been  omniscient,  but 
regardless  of  tne  rdiability  of  any  such  figure,  it  nas  no  bearing  on  the  present  case 
because  the  excess  profits  tax  wluch  was  the  greatest  breeder  of  hi^h  prices  is  to  be 
abolished  and  the  ability  to  pass  on  a  ^x  on  either  aales  or  profits  is  much  less  than 
durine  the  days  this  percenta^  refers  to.  As  a  matter  of  fact,  a  sales  tax  at  1  per  cent 
would  not  be  passed  along  in  its  cum^l^tive  form  from  turnover  after  turnover  to  the 
final  consumer  in  the  form  of  a  definite  tax  payment. 

Mr.  Orcutt  suggests  that  each  business  should  absorb  the  tax  on  its  purchase  and 
pa^  on  only  the  1  per  cent  on  its  sales.  Even  this  I  per  cent  could  not  be  passed 
on  to  the  individual  consumer  in  most  cases  as  a  definite  tax  but  would  have  to  be 
distributed  over  selling  prices  as  they  would  vary.  Is  tnere  any  reason  to  assume 
under  such  circumstances  that  the  sales  tax  would  be  passed  along  or  loaded  any 
more  or  less  than  other  forms  of  taxes?  Is  there  some  peculiar  virtue  in  a  1  per  cent 
tax  on  brotd  that  would  enable  it  to  be  passed  along  in  the  exact  amount  any  more 
readily  than  a  5  per  cent  tax  paid  by  the  jewelry  merchant  on  his  sales?  Is  there 
any  more  reason  to  suppose  that  it  could  be  passed  along  any  more  or  less  readily  than 
a  10  or  15  per  cent  corporation  income  tax  on  net  profits?  It  seems  to  me  tnat  in 
either  case  when  prosperity  exceeds  business,  concerns  will  sell  their  goods  at  prices 
that  will  bring  them  a  net  profit  after  the  payment  of  taxes  in  whatever  form,  and 
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that  when  consumers  will  not  pay  a  price  sufficient  to  make  a  fair  profit,  taxes  will 
have  to  be  absorbed.  The  important  difference  from  the  standpoint  of  tne  business 
man  is,  however,  that  a  sales  tax  has  to  be  paid  whether  the  business  makes  a  profit 
or  not  and  in  years  of  adversity  might  cause  the  additional  loss  that  would  orinff 
insolvency,  whereas  the  tax  as  a  percentage  of  net  profits  does  not  have  to  be  paia 
when  there  is  no  nrofit  from  which  to  pay  it. 

I  am  just  wonaering  if  a  sense  of  fairness  will  impel  the  Wall  Street  Journal  to 
publish  these  comments,  in  view  of  Uie  extended  space  hitherto  devoted  to  arguments 
m  favor  of  the  turnover  tax. 

Fayette  R.  Plumb, 
Chairman  Tax  CommiUee^  National  Industrial  Conference  Board. 

Philadelfhia,  April  It,  1921. 

It  must  be  conceded,  we  think,  that  if  before  the  war  anyone  chose  to  sell  an  ice- 
cream soda  for  10  cents,  it  was  either  because  he  made  a  profit  on  the  sale  or  he  hoped 
to  attract  customers  to  his  establishment  who  might  buy  something  else  at  a  profit. 
There  was  no  tax  to  draw  on  his  mental  process  in  setting  the  price. 

After  the  war  he  was  compelled  to  collect  a  tax  of  1  cent  from  the  purchaser  of  each 
10  cents  or  fraction  thereof  of  his  concoction .  If  he  sold  the  ice-cream  soda  for  10  cents, 
he  collected  1  cent,  equal  to  10  per  cent.  If  he  sold  for  11  cents,  he  collected  2  cents, 
equal  to  a  little  over  18  per  cent.  If  he  sold  for  19  cents,  he  collected  2  cents,  equal 
to  a  little  over  10  per  cent.    If  he  sold  for  20  cents,  he  collected  exactly  10  per  cent. 

Was  there  ever  a  more  amazingly  unjust  tax  ever  collected  from  an>[body?  Mr. 
Plumb  asks  if  it  is  fair  to  tax  the  poorer  classes  of  our  population.  We  think  not;  but 
yet  he  would  perpetuate  that  tax  of  from  10  per  cent  to  18  per  cent  in  pr^erence  to 
establishing  a  unuorm  tax  of  1  per  cent,  although  he  must  know  that  probably  a  vast 
maiority  of  the  consumers  of  ice-cream  soda  are  the  salaxy  earners. 

But  tnat  is  not  the  important  point.  The  fact  is  that  arter  the  tax  on  ice-cream  soda 
was  levied,  it  (the  tax)  had  nothing  to  do  with  the  price  set  or  the  profit  derived. 
Whatever  the  price,  it  was  arrived  at  before  the  tax  was  considered,  for  the  tax  does 
not  come  out  of  the  seller  or  his  profits,  but  out  of  the  buyer. 

Another  point  is  that  while  the  seller  never  fails  to  collect  the  tax  from  the  buyer, 
there  is  no  known  machinery  of  the  Government  by  which  the  Government  can  know 
how  many  ice-cream  sodas  have  been  sold  or  how  much  tax  has  been  collected — an 
evil  that  could  not  be  under  a  general  tax. 

This  is  merely  by  way  of  illustration  that  present  sales  taxes  do  not  control  or  affect 
price  J  that  the  consumer  always  pays,  and  uiat  the  Government  does  not  necessarily 
get— in  fact,  it  often  does  not.  The  case  is  no  better  with  the  jewelry  tax  cited  by 
Mr.  Plumb.  Jewelry,  in  the  law,  means  not  only  gold  and  diamonds  and  platinum 
sold  on  Fifth  Avenue,  but  also  all  *' articles  to  be  worn  on  the  person  or  apparel  for 
purposes  of  adornment  regardless  of  the  substance  of  which  msuie  and  regardless  of 
their  utilitarian  value."  Therefore,  the  $15  a  week  filing  clerk  who  pays  1  cent  or 
20  per  cent  tax  on  a  5-cent  ice-cream  cone  has  to  stand  also  for  the  5  per  cent  tax  on 
her  50-cent  side  comb  ornamented  with  imitation  pearls  and  on  her  $1  imitation 
diamond  brooch  or  shoe  buckles.  This  in  addition  to  the  4  per  cent  tax  she  pays  on 
her  tooth  paste  and  her  face  powder.  Social  justice!  Sure  I  With  an  added  Durden 
on  the  vendor  to  keep  track  of  all  these  taxes! 

To  come  to  the  larger  (in  dollars)  issues  involved  in  Mr  Plumb's  exposition.  What 
difference  does  it  make  in  arriving  at  a  selling  price  whether  the  article  is  a  5-cent 
ice-cream  cone  on  which  a  tax  of  20  per  cent  is  added  or  a  carpenter's  chisel,  to  the  price 
of  which  a  1  per  cent  tax  is  added?  The  filing  clerk  is  the  cbnsumer  of  the  ice-cream 
cone.  Mr.  Plumb  is  the  consumer  of  high>graae  steel  from  which  he  makes  his  chisel, 
lie  consumes  wood  from  which  to  make  the  handles.  He  consumes  machinery  with 
which  to  turn  out  his  special  product.  He  consumes  coal  and  electric  power  and  light 
and  office  furniture  and  paint  and  labels,  etc.  All  these  things  he  purchases  at  a  set 
price,  to  which  a  1  per  cent  tax  is  to  be  added.  He  can't  buy  any  of  these  things 
braon  anyone  without  paying  that  1  per  cent  tax,  so  the  price  must  necessarily  be 
made  irrespective  of  that  tax. 

When  Mr.  Plumb  comes  to  sell,  he  has  added  labor  and  overhead  costs  to  the  cost 
of  materials,  so  that  his  selling  price  is  necessarily  larger  (whether  he  sells  at  a  profit 
or  not)  than  his  material  cost  on  which  he  paid  1  per  cent.  Hence,  when  he  collects 
1  per  cent  on  this  sale  price,  and  every  other  competitor  has  to  collect  1  per  c«nt  on 
sale  price,  the  situation  is  exactly  the  same,  so  far  as  profit  or  loss  is  concerned,  as 
if  the  tax  stopped  with  the  initial  step  in  the  chain  and  the  only  consumers  were  the 
Uwl  manufacturers. 

It  Ib  an  axiom  in  mathematics  that  if  equals  are  added  to  equals  the  results  are 
equal.    If  the  only  consumption  tax  in  the  world  were  a  tax  of  1  per  cent  on  the 
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materials  purchased  by  a  tool  manufacturer,  the  result  to  all  tool  manufacturers  would 
be  equal,  just  as  the  tax  of  1  cent  on  a  10-cent  ice  cream  soda  is  equal  to  all  purchi^ierB 
thereof. 

It  is  also  true  that  if  equals  are  added  to  unequals,  the  inequalities  remain  the  same. 
If  you  spread  a  thin  coat  of  paint  over  an  unequal  surface,  the  inequalities  of  the 
surface  are  not  affected.  If  the  cost  of  Mr.  Plumb's  materials  is  less  than  the  cost  of 
the  same  materials  to  his  competitors,  the  addition  of  a  1  per  cent  tax  in  both  cases 
does  not  change  Mr.  Plumb's  relative  advantage.  If  Mr.  Plumb's  labor  and  admin- 
istration are  more  efficient  than  his  competitor's,  his  advantage  is  increased,  but  it  is 
not  the  1  per  cent  tax  that  enables  him  to  undersell  that  competitor.  They  are  on 
exact  equality  with  respect  to  the  tax.  They  are  also  on  equality  in  being  compelled 
to  add  1  per  cent  to  the  bill  when  the  articles  are  sold. 

If  the  ciistomers  insist  on  an  increase  in  the  cash  discount,  that  discount  comes  out 
of  the  price  agreed  on  before  the  tax  is  collected,  and  has  nothing  to  do  with  the  tax. 

Another  axiom  in  mathematics  is  that  if  ecjuals  are  multiplied  by  equals,  the  results 
are  ecjual.  No  matter  how  many  steps  are  involved  in  the  tax  levy,  they  are  merely 
multiplication  of  the  single  step  already  descriped,  and  can  not  produce  inequality 
on  an  equal  number  of  steps. 

It  does  not  follow,  however,  as  many  opponents  of  the  tax  seem  to  think,  that  if 
there  are  10  steps,  and  1  per  cent  tax  is  levied  at  each  step,  the  result  will  be  a  10  per 
cent  tax  on  consumers'  price.  In  the  initial  stages  cost  of  raw  material  is  compara* 
tively  small,  and  the  1  per  cent  is  small.  As  labor  and  transportation  and  overnead 
costs  are  added,  the  basis  of  the  tax  grows,  and  the  tax  grows  in  proportion.  The  net 
result  is  an  average  of  about  3  per  cent  final  tax  on  the  retail  price  to  the  eventual 
consumer. 

To  illustrate  the  practical  working  of  this  process,  let  us  take  wheat  and  bread.  A 
bushel  of  wheat  will  make  60  average  loaves,  selling,  we  will  say,  for  17  cents  a  loaf. 
If  the  farmer  gets  $2  for  the  wheat  and  the  retailer  gets  $10.20  for  that  same  bushel  of 
wheat  in  the  rorm  of  60  loaves  of  bread,  there  has  been  an  accretion  somewhere  along 
the  line  of  $8.20  a  bushel.  How  much  of  this  $8.20  is  a  1  per  cent  overturn  tax? 
Actually,  less  than  20  cents. 

When  the  farmeri sells  the  wheat  to  the  elevator  company  at  an  agreed  price  of ,  say, 
$2  a  bushel,  he  collects  from  the  elevator  company  $2.02^  bushel,  of  wnich  2  cents 
is  the  tax.  The  elevator  company  sells  to  the  miller  at  agreed  price  of  $2.40  a  bushely 
on  which  the  tax  is  2.4  cents,  making  the  cost  to  the  elevator  company  $2,424.  The 
tax  collected  has  now  reached  $0,044. 

The  miller  produces  from  the  bushel  of  wheat  two-ninths  of  a  barrel  of  flour,  which  at 
$16  a  barrel  is  $3.55  for  the  bushel  of  wheat.  Selling  this  bushel  of  wheat  to  the  jobber 
at  $3.55,  he  adds  3.55  cents  tax,  making  the  total  bill  $3.5855.  The  accumulated  tax 
is  now  $0.0795.  The  jobber,  if  he  is  not  a  commission  man,  gets,  we  will  say,  $18  a 
barrel  of  flour  equal  to  $4  for  the  bushel  of  wheat,  paid  by  the  baker,  who  in  addition 
pays  a  1  per  cent  tax  of  4  cents,  making  the  accumulated  tax  $0.1195  on  each  bushel 
of  wheat  as  it  reaches  the  baker  in  the  form  of  flour  in  carload  lots. 

'  The  baker,  producing  60  loaves  of  bread  from  the  bushel  of  wheat,  sells  to  the  retailer 
at  10  cents  a  loaf ,  which  is  $6  for  the  bushel  of  wheat.  The  tax  is  6  cents  on  the  60 
loaves,  which,  added  to  the  previous  taxes,  makes  $0.1795  on  1  bushel  of  wheat,  or 
60  loaves  of  bread. 

If  the  retailer  then  sells  to  the  consumer  at  16  cents  a  loaf,  and  collects  an  approxi- 
mate 1  per  cent  tax,  the  consumer  pays  17  cents,  and  the  total  tax  collected  by  the  (xov- 
emment  has  been  $0.2755  on  the  bushel  of  wheat,  which,  selling  in  the  form  of  60  loaves 
of  bread  at  17  cents  each,  has  brought  $10.20.  Of  this  less  than  2}  per  cent  is  the  tax 
on  the  expenditure  of  the  consumer,  or  ^  of  a  cent  on  each  loaf  of  bread — ^with  a 
margin  of  graft  to  the  retailer  because  he  could  not  make  a  price  of  16^  cents  and  had 
to  charge  17  Cents.  Were  there  a  minor  coinage  (less  than  1  cent)  in  use  the  retailer 
could  not  get  this  gouge  of  i  cent  in  making  change. 

This  17-cent  price  for  a  loaf  of  bread  was  established  by  war  prices  when  wheat  sold 
at  $2.20  a  bushel  and  the  elevator  man  and  the  miller  and  tiie  baker  all  made  big 
profits,  paid  excess  profits  taxed,  and  pyramided  the  tax  to  the  consumer.  With  wheat 
selling  now  at  $1  a  bushel  instead  of  $2.20,  the  price  of  the  loaf  of  bread  remains  at  15 
cents,  or  $9  a  bushel.  An  overturn  sales  tax  on  $1  wheat  should  be,  on  the  steps 
illustrated  above,  about  16  cents — instead  of  28  cents  on  $2  wheat — or  about  one-third 
of  a  cent  a  loaf.  That  is  all  it  could  be  under  a  properly  administered  overturn  tax. 
Somewhere  along  the  line,  obviously  at  the  tail  end,  there  is  a  vast  amount  of  loading 
and  profiteering  still  going  on  under  the  present  tax  system. 

To  return,  however,  to  Mr.  Plumb's  thesis,  there  could  be  no  inequality  or  injustice 
under  a  saJes  tax  to  the  wholesaler  who  buys  tools  from  him  and  sells  them  to  the 
retailer.    Mr.  Plumb's  customers,  the  wholesalers,  do  not  pay  any  tax  for  Mr.  Plumb. 
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''out  of  their  pockets  "  or  out  of  anything  else,  and  they  consequently  can  not  tell  him 
that  they  ''stand  it  themselves  "  and  can  not  afford  to  pay  it.  They  P^  a  tax  to  the 
Government  (which  uses  Mr.  Plumb  as  a  collector)  for  the  privilege  oi  doing  business 
as  wholesalers.    Mr.  Plumb  paid  his  tax  when  he  bought  his  raw  materials. 

Didn't  they  actuall^r  pay  Mr.  Plumb's  excess  profits  tax  for  1920  when  they  bought 
coods  from  him  at  a  price  that  enabled  him  to  make  a  profit  on  which  to  pay  the  tax? 
Most  assuredly  they  did.  But  they  don't  know  how  much  they  paid  or  what  the 
Government  got.  Under  an  invoiced  sales  tax  they  would  know  exactly  what  the 
Government  would  get.  They  still  would  not  know  what  Mr.  Plumb's  profits  were, 
or  whetiber  he  made  any  profit,  or  how  much  tax  he  paid.  They  woula  know  that 
€very  one  of  diem  paid  exactly  the  same  tax  if  they  bought  at  the  same  price,  and  just 
exactly  what  it  was.    Is  that  ineauality  or  injustice?    We  think  not. 

And  neither  does  it  follow  that  Mr.  Plumb  would  not  pay  any  tax  on  his  profits.  It 
merely  follows  that  his  customers  would  know  just  what  tax  he  collected  from  them 
as  a  Government  agent,  and  that  he  paid  it  all  over  to  the  Government.  Therefore  it 
did  not  affect  his  profits  or  his  loss^-having  nothing  to  do  with  them.  It  is  nowhere 
proposed  to  stop  taxing  Mr.  Plumb  on  his  profits  or  to  penalise  him  if  he  sells  at  a  loss. 
Having  paid  a  1  per  cent  tax  on  his  purchases,as  did  every  one  of  his  competitors,  his 
profit  or  loss  depends  entirely  on  his  skill  or  luck  in  buying,  manufacture,  and  sale, 
just  as  if  there  nad  been  no  1  per  cent  tax  when  he  bought  his  raw  material  and  no 
obligation  to  act  as  a  Government  tax  collector  when  he  sold. 

The  question  of  income  taxes,  corporate  or  individual,  would  remain  the  same  if 
no  overturn  tax  existed.  Adjustment  of  these  taxes  is  a  problem  by  itself.  The 
<iruggist  who  handles  scores  of  intricate  special  taxes,  at  great  expense  and  trouble  to 
liimself ,  has  to  pay  an  income  tax  after  all  the  other  work  has  been  done.  He  would 
still  have  to  pay  an  income  tax  were  his  work  simplified  by  the  institution  of  a  simple 
general  sales  tax  in  place  of  complicated  special  sales  taxes.  This  is  really  all  there 
IS  to  the  sales  tax  controversy. 

In  the  absence  of  a  coinage  smaller  than  1  cent  there  are  some  minor  difficulties  for 
-the  retailer  in  adjusting  prices  exactly  to  the  tax.  But  there  is  nothing  in  the  world 
to  prevent  the  retailer  of  Mr.  Plumb  s  tools  from  passing  on  the  tax.  Mr.  Plumb's 
tools  are  not  sold  in  the  10-cent  stores.  They  cost  fairly  large  mopey.  If  the  retail 
price  of  a  carpenter's  hammer  is  $2.50,  it  is  not  impossible  for  the  retailer  to  figure  1 
per  cent  on  that,  even  if  he  has  to  make  the  total  tax  3  cents  instead  of  2^  cents.  He 
might  prefer  to  absorb  the  2}  cents,  but  as  he  would  not  be  dealing;  with  lunatics  he 
could  not  specifically  charge  15  cents  as  a  1  per  cent  tax  on  $2.50  ana  get  away  with  it. 
Possibly  he  paid  the  wholesaler  $2  plus  2  cents  tax.  It  is  not  of  great  importance 
whether  he  absorbs  the  final  tax  or  cnaiges  a  slight  increment,  but  it  is  important  for 
-the  business  community  and  the  Government  to  know  that  Mr.  Plumb's  raw  material 
dealers  from  whom  he  bought,  Mr.  Plumb  himself,  and  the  wholesaler  to  whom  Mr. 
Plumb  sold,  should  act  as  collectors  and  not  as  absorbents  or  pyramiders.  That  is 
exactly  the  * 'peculiar  virtue"  that  rests  in  an  invoiced  sales  tax.  It  could  neither  be 
absorbed  nor  augmented  and  would  become  a  constant  known  factor. 

Mr.  Plumb  expresses  wonderment  as  to  what  his  customers,  the  wholesale  hard- 
ware dealers,  would  say  at  a  1  per  cent  overturn  tax.  We  have  tried  to  demonstrate 
that  thev  should  and  would  say  nothing. 

Mr.  Plumb  also  wonders  how  the  Department  of  Justice  found  out  that  the  excess* 
-profits  tax  increased  the  cost  of  living  exactly  23.2  per  cent.  So  do  we.  But  we  do 
know  that  whetiier  the  load  was  10  per  cent  or  30  per  cent,  it  all  came  out  of  the  con- 
i  sumer.  If  excess-profits  tax  was  paid  by  Mr.  Plumb  he  must  first  have  made  an  excess 
profit  out  of  thepnce  he  cha^^  the  wholesaler  for  whom  he  now  weeps.  The  whole- 
saler, of  course,  has  to  pass  the  cost  along  in  order  that  he  might  pay  an  excess-profits 
tax,  and  the  retailer  is  not  ordinarily  so  modest  as  to  absorb  the  entire  load  of  excess- 
profits  taxes  passed  down  to  Mr.  Plumb  by  his  material  men^  by  Mr.  Plumb  to  the 
wholesaler,  and  by  the  wholesaler  to  the  retailer.  Our  guess  is  tnat  the  Department 
•of  Justice  was  not  far  from  right. 

This  not  only  emphasizes  the  "peculiar  virtue "  of  an  invoiced  sales  tax  in  the  pre- 
vention of  pyramioing,  but  suggests  the  wholesome  idea  that  when  Mr.  Plumb  no 
longer  collects  an  augmented  excess  profit  from  the  wholesaler,  and  therefore  pays  no 
excess-profits  tax  to  the  Government,  the  Government  will  not  be  left  in  the  lurch 
for  revenue,  because  Mr.  Plumb  will  still  be  acting  as  a  collector,  though  he  has  no 
•  direct  financial  interest  in  the  amoimt  collected,  as  is  the  case  now. 

What  in  the  world  has  all  this  to  do  with  the  percentage  of  profit  made  by  Mr. 

Plumb,  whose  material  cost  25  per  cent  of  his  selling  price,  or  with  Mr.  Lord,  whose 

material  cost  60  per  cent  of  his  selling  price,  or  with  the  wholesaler  whose  materials 

Ihave  nothing  added  to  them  in  manufacturing  cost?    What  has  it  to  do  with  the 

.rapidity  of  ove^um?    Absolutely  nothing,  in  tSl  cases. 
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It  is  mathematically  impossible  to  compare  weight  with  distance  or  tainted  em 
with  the  binomial  theorem.  If  Mr.  Ford  sells  a  flivver  f.  o.  b.  Detroit  for  $695,  his 
profit  is  not  increased  or  diminished  whether  the  purchaser  takes  it  away  from  the 
factory  under  its  own  power  or  pays  $20  freight  to  ship  it  to  Alaska.  The  rate  that 
may  be  established  by  a  sales  tax  law  can  not  have  any  relation  to  Mr.  Plumb's  decision 
whether  or  not  he  will  sell  a  Sargeant  hatchet  at  a  10  per  cent  profit  or  a  10  per  cent 
loss;  nor  any  relation  to  the  profit  or  loss  of  his  wholesale  customer. 

It  is  not  true  "that  the  tax  would  fall  most  heavily  in  proportion  to  net  profits 
generally  speaking  on  the  sales  of  necessities,  and  with  less  weight  on  the  sales  of 
luxuries.**  The  "proportion  to  net  profits**  has  nothing  to  do  with  the  case,  any 
more  than  a  thin  coat  of  paint  on  a  corrugated  surface  has  to  do  with  the  relative 
measurements  of  elevation  and  depressions.  Equally,  the  absorption  by  each  busi- 
ness of  the  tax  on  its  purchases  ana  the  "passing  on  "  of  the  tax  on  its  sales  produces 
no  inequality;  nor,  as  Mr.  Plumb  inadvertently  admits,  does  it  "decrease  the  ine- 
cjuality.**  That  is  exactly  its  "peculiar  virtue,**  that  it  leaves  competition  and  price 
just  as  they  would  be  without  any  tax.  It  is  the  preservation  of  the  pretax  status  that 
would,  to  quote  Mr.  Plumb's  objection,  "be  gained  in  business  generally  by  each  one 
paying  a  1  per  cent  tax  on  his  purchases  and  passing  along  a  1  per  cent  tax  on  his  sales. ' ' 

Again  it  is  not  tme,  as  Mr.  Plumb  assumes,  that  "to  spread  it  (the  revenue)  over 
the  sale  of  everything"  would  mean  "that  the  gi'eat  bulk  of  it  would  come  from 
the  sale  of  necessities.**  Asa  matter  of  fact  so  long  as  there  are  incomes  to  tax,  and 
the  tax  rate  is  kept  down  to  the  producti\'ity  point,  no  greater  burden  would  be 
placed  on  consumption  through  a  general  uniform  eales  tax  than  now  rests  on  it 
through  the  operation  of  the  present  special  sales  taxes.  The  practical  difference 
would  be  that  the  burden  would  be  evenly  and  equitably  dieturbed  over  the  whole 
field,  instead  of  sporadically  and  unevenly  in  particular  places. 

The  present  burden  that  is  directly  "passed  on'*  to  consumption  is  about 
^1,800,000,000.  This  includes  all  the  special  taxes  on  selected  industries  and  articles 
and  the  excess-profits  tax  which  could  not  be  collected  in  that  form  unless  the  excess 
taxed  had  first  been  collected  from  the  consumer  in  augmented  volume.  Assum- 
ing that  the  total  overturn  of  the  countrj'  is  $200,000,000,000,  a  1  per  cent  tax  would 
produce  12,000,000,000.  If  the  overturn  should  prove  to  be  $400,000,000,000,  the 
rate  necessary  to  produce  approximately  the  present  consumption  burden  could 
be  }  per  cent. 

The  principle  being  established,  the  rate  could  be  adjusted  to  fit  the  exigency 
just  as  the  income  tax  rate  was  adjusted  to  fit  the  exigency  of  war.  There  could  not 
be  any  greater  consumption  tax  burden  than  exists  now,  with  present  expenditures. 
There  assuredly  would  be  a  relief  with  diminishing  Government  expenditures  and  a 
proper  balance  between  income  and  excite  taxation.  Under  the  present  system  the 
Duitlen  rests  unecjually  both  in  the  income  and  excise  fields. 

Confining  the  immediate  discussion  entirely  to  the  exciee  field,  just  as  if  the 
problem  were  to  equalize  excise  taxation  as  the  sole  field,  how  would  a  general  tax 
work  out  in  comparison  with  the  present  hodgepodge  of  special  taxes?  That,  we 
take  it  is  really  the  point  Mr.  Plumb  is  driving  at  in  his  question: 

"Isn't  it  somewhat  hypocritical  to  claim  to  business  that  the  inequality  of  the 
tax  in  relation  to  net  profits  would  make  no  difference  to  business  because  it  would 
be  passed  on,  and  then  to  claim  to  consumers  that  such  a  tax  would  reduce  the  cost 
of  living?    How  can  both  thin^  be  true?  ** 

The  position  is  not  hypocritical  and  both  thingjs  can  be  true.  We  have  already 
tried  to  show  that  the  "passed  on  "  tax  has  no  relation  to  net  profits,  and  it  is  equally 
clear  that  a  definite  "passing  on"  of  the  tax  would  under  normal  conditions  auto- 
matically reduce  the  cost  of  living  as  compared  with  the  pyramiding  of  an  excesE- 
profitstax. 

Let  us  drop  Mr.  Plumb  as  an  example  for  the  minute  and  take  up  another  member 
of  Mr.  Plumb's  National  Industrial  Conference  Board  'Tax  Committee,  H;  P.  Hazard, 
a  shoe  manufacturer  of  New  England .  Before  the  war  there  were  old-established  shoe 
concerns  in  New  England  thathad  been  paying  for  years,  say,  15  per  cent  on  the  par 
of  their  stock.  When  the  excess-profits  tax  levy  came  along  they  said  among  them- 
flelves:  "We  don't  want  to  gouge  the  public,  but  we  do  want  to  maintain  our  divi- 
dends. In  order  to  make  sure  of  our  regular  return  on  the  stock  we  must  advance 
theprice  of  shoes  x  per  cent." 

They  little  dreamed  that  the  war  demand  for  leather — and  the  extravagant  war 
earnings — ^were  going  to  take  prices  out  of  their  hands  and  result  in  profits  that,  after 
paying  the  excess-profits  tax,  were  far  beyond  the  mark  they  shot  at  to  stabilize  the 
net  return  on  capital  as  expressed  in  the  par  of  stock.  Prices  ran  away.  The  tax 
for  the  moment  nad  nothing  to  do  with  them.    It  was  proper  that  the  Government 
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got  some  of  the  uncontrolled  excess  profit  back  in  the  form  of  excess-profits  tax,  even 
though  the  machinery  adopted  to  retrieve  the  excess  was  hurriedly  and  crudely  put 
toeeuier.    There  was  then  a  seller's  market  that  nothing  could  stem. 

Now  the  situation  is  different;  and  normally  it  is  different.  Normally  the  buyer 
has  some  say  in  the  market;  and  that  is  the  present  situation.  If  the  buyer  can 
continue  to  control  the  market,  there  will  be  no  general  excess  profits  wherewith  to 
collect  the  money  from  the  consumer  with  which  to  pay  a  heavv  excess-profits  tax. 
This  would  relieve  the  consumer,  but  would  also  result  m  no  dennite  revenue  to  the 
Government.  Before  the  war — and  therefore  before  the  excess-profits  tax — some 
manufacturers  and  dealers  made  larger  profits  than  other  manufacturers  and  dealers. 
This  will  continue  to  be  the  case  for  all  time — tax  or  no  tax.  The  consmner  can  never 
be  relieved  of  all  taxes  unless  the  manufacturer  and  the  dealer  continue  permanently 
to  sell  at  a  loss.  So  lon^  as  they  sell  at  a  profit  they  will  pay  a  tax  on  the  profit,  and 
the  wherewithal  to  pay  it  will  come  out  of  the  consumer.  There  is  no  intention  any- 
where to  abolish  an  income  tax  on  profits.  The  idea  of  an  overturn  sales  tax  is  to 
distribute  the  load  of  consumption  taxes  equally  over  everything  that  is  consumed 
and  not  spottily  and  unequally  on  special  articles. 

Congressman  Good  wails  that  ''a  sales  tax  is  a  tax  on  the  backs  and  bellies  of  the 


To  say  that  an  overturn  tax  on  these  articles  is  an  outrage  on  10,000,000  farmers  is  to 
admit  that  all  taxes  eventually  fall  in  the  same  place.  But  the  very  object  of  an 
overturn  sales  tax  is  to  distribute  the  tax  burden  in  accordance  with  expenditure 
instead  of  confining  that  burden  of  sales  taxes  to  articles  of  popular,  direct  usage  like 
medicines,  tooth  paste,  soaps,  ice  cream,  movie  tickets,  and  otner  necessities  that  are 
measured  numerically  and  are  subject  to  all  kinds  of  arbitrary  rates,  bearing  heaviest 
on  the  poorest. 

Congressman  Frear,  in  a  speech  in  the  House  of  Representatives,  quotes  R.  P. 
Hazard,  the  shoe  manufacturer  already  referred  to,  as  saying:  "Mr.  Frear,  it  would  be 
1200,000  a  year  more  interest  to  me  to  have  the  sales  tax  provision  passed,  and  yet  I 
have  been  opposing  it  at  every  place  I  could,  speaking  against  it  constantly. ' '  All  of 
which  indicates  that  neither  Mr.  Frear  nor  Mr.  Hazard  understands  that  the  sales 
tax  would  not  relieve  Mr.  Hazard  of  his  income  tax.  It  indicates  that  both  of  them 
do  apparently  think  that  the  sales  tax  is  designed  as  a  substitute  for  the  income  tax — 
which  it  is  not.  There  is  no  sales  tax  now  on  Mr.  Hazard's  products,  and  he  would  be 
relieved  from  nothing  by  its  institution.  The  income  tax  on  his  profits  will  be  main* 
tained,  in  the  eventual  revision,  at  exactly  the  same  point  under  a  general  sales  tax 
as  it  will  be  under  the  added  complications  of  special  sales  taxes  if  special  sales  taxes 
are  decided  on  in  multiplied  numbers  to  raise  tne  same  amount  that  might  be  raised 
by  a  general  sales  tax.    In  other  words,  both  of  them  are  talking ' '  through  their  hats. ' ' 

So,  too,  William  Jennings  Bryan  is  indulging  in  his  usual  uninformed  balderdash, 
when  he  says: 

"The  consumption  tax  is  of  course  an  income  tax.  It  is  a  graded  income  tax  \nth 
the  heaviest  rates  on  the  poorest  people.  The  plan  now  is  to  take  the  tax  off  the 
profiteer  and  put  it  on  his  victim.  The  smaller  the  income  the  larger  percentage- 
of  it  would  be  taken  under  this  tax." 

Mr.  Bryan  once  told  the  "peepul,"  in  effect,  that  God  created  cold  and  silver  in 
the  ratio  of  16  to  1,  and  that  it  was  a  crime  for  the  Congress  of  the  United  States  not 
to  coin  both  metals  freely  and  interchangeably  at  that  ratio.  God  never  did  anything, 
of  the  kind,  and  Bryan  never  got  away  with  the  fiction. 

STATEICBNT    OF    TIM  HEALY,    BEPBESENTniO   THE    NATIONAI«. 
C0X7NCIL  OF  TBAVELXNG  SALESMEN'S   ASSOCIATIONS. 

« 

The  National  Council  of  Traveling  Salesmen's  Associations  is  vitally  interested  in 
any  proposed  tax  legislation  which  will  reduce  the  selling  price  of  merchandise  to  the- 
consumer  and  at  the  same  time  3rield  a  substantial  revenue  to  the  Government.  It 
believes  the  sales  tax  will  accomplish  these  purposes  and  further  believes  the  salea 
tax  to  be  just,  simple,  economical,  and  productive. 

It  is  unnecessary  to  dwell  upon  the  effect  that  the  high  cost  of  merchandise  has  had 
upon  business  generally,  and  the  commercial  traveler  is  keenly  interested,  if  only 
from  a  selfish  point  of  view,  to  reduce  the  cost  of  commodities  in  order  to  enhance  the 
volume  of  business  which  must  necessarily  increase  his  own  income  and  at  the  same 
time  benefit  the  community  as  a  whole. 

The  sales  tax,  as  we  see  it,  has  the  virtue  of  being  a  tax  lightening  the  burden  of  the- 
rich  and  poor  alike  by  removing  one  of  the  chief  causes  of  the  nigh  cost  of  living. 
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created  by  the  present  tax  syBtem,  the  effect  of  which  has  been  to  increase  the  price 
of  the  necessities  of  life  over  23  per  cent.  As  against  this  the  turnover  tax  of  1  per  cent, 
even  if  pyramided  through  the  maximum  of  11  separate  sales  operations,  will  not 
exceed  3^  per  cent.  It  is  claimed  that  the  average  has  been  known  to  be  2^  per  cent 
or  about  one-tenth  the  amount  that  every  man,  woman,  and  child  is  now  being  taxed 
in  the  price  of  everyday  necessities. 

One  of  the  advantages  of  the  proposed  tax  will  be  that  every  business  man  will 
know  each  month  exactly  what  is  due  the  Government,  and  the  amount  will  be  so 
small  that  it  either  will  be  absorbed  in  his  overhead  or  passed  on  to  the  consumer  in 
the  moderate  form  of  1  per  cent  to  S^  per  cent  increase  in  the  price  of  the  commodity 
sold.  It  is  further  urged  that  this  form  of  tax  will  be  met  in  a  straightforward,  honest 
manner  by  practically  100  per  cent  of  the  community  and  will  not  be  avoided  because 
it  will  be  so  small  that  no  person  will  denre  to  avoid  it.  It  will  obviate  the  necessity 
of  the  employment  of  accountants  and  lawyers  and  other  experts  and  likewise  place 
the  merchant  in  a  position  of  knowing  exactly  what  his  tax  will  be,  and  he  will  not 
find  himself  in  the  position  of  having  his  business  affairs  investigated  in  1921  for 
returns  that  were  filed  in  1918. 

The  common-sense  way  to  reduce  wasteful  taxation  if  through  a  tax  that  will  fairly 
and  equitably  distribute  the  tax  burden,  lessening  it  not  only  through  the  improved 
system  but  also  through  its  simplicity  of  enforcetnent  and  collection,  so  Uiat  it  may 
not  be  a  buxden  to  anyone,  and  we  believe  that  that  is  exactly  what  the  sales  tax  wiU 
accomplish. 

A  great  deal  has  been  said  on  the  subiect  of  the  sales  tax  to  the  effect  that  it  ia 
primarily  intended  to  benefit  the  rich  ana  burden  the  poor.  We  feel  that  this  state- 
ment is  without  foundation  in  hct.  The  commercial  traveler  is  situated  similarly  to 
the  farmer  and  the  laborer,  and  certainly,  if  the  proposed  taxation  was  intendea  to 
affect  the  poor  and  relieve  the  rich,  the  National  Coimcil  of  Traveling  Salesmen's 
Associations  would  deem  it  its  duty  to  oppose  the  sales  tax.  If  t^e  sales  tax  would 
place  a  ^eater  burden  upon  the  worker,  whether  he-  is  farmer  or  laborer,  it  wouki 
automatically  operate  ana  militate  against  the  commercial  traveler  in  like  manner, 
for  he,  too,  is  a  worker. 

We  contend  that  what  is  needed  is  so  to  reorganize  our  business  affairs  that  the  rank 
and  file  of  the  workers  of  the  country  wiU  find  themselves  employed,  and  we  contend 
that  there  can  be  no  such  employment  so  long  as  the  present  system  of  taxation  ia 
enforced,  because  capital  finds  it  more  profitable  to  withdraw  itself  from  commercial 
enterprises  and  to  reinvest  in  tax-exempt  securities. 

If  tne  greater  percentage  of  the  moneys  now  invested  in  tax-exempt  securities  were 
reinvested  in  business  enterprises,  the  demand  for  the  worker  woula  become  so  enor- 
mous that  the  wheels  of  commerce  would  ap:ain  commence  to  turn  as  tiiey  did  in  pre- 
war days,  and  would  so  stimulate  production  as  to  compel  the  reduction  in  the  cost 
of  commodities.    . 

It  is  further  contended  that  this  tax  is  a  burden  upon  the  worker  because  it  is  a 
consumption  tax.  As  a  matter  of  fact,  every  tax  is  a  consumption  tax  and  an  analysis 
of  the  present  system  of  taxation  will  show  that  the  cost  of  every  commodity,  passed 
on  to  tne  consumer,  carries  with  it  the  very  many  forms  of  taxation  which  approxi- 
mate between  20  and  25  per  cent  of  the  purchase  price  of  that  commodity  to  the  con- 
sumer. This,  we  contena,  is  one  of  the  strongest  arguments  for  eliminating  the  present 
system  of  taxation  and  putting  in  its  place  a  simple  tax  which,  even  though  it  may  be 
passed  on  to  the  consumer  as  a  consumption  tax,  which  it  must  be,  the  amount  will 
not  be  in  excess  of  between  1  and  3f  per  cent. 

By  reason  of  the  foregoing,  the  National  Council  of  Traveling  Salesmen's  Associa- 
tions desires  to  go  on  record  in  supporting  the  sales  tax  as  proposed  by  Senator  Smoot. 

STATEMENT  OF  FBANE  B.  WEAVER,  WASHINGTON,  D.  C. 

A  uniform  tax  on  sales  is  an  equitable,  simple,  flexible  method  of  obtaining 
funds  for  Government  expenses  with  the  least  disturbance  to  business  activities,  and 
through  its  operation  every  individual  will  pay  his  exact  proportion  according  to  the 
amount  of  goods  he  consumes.  A  man  spending  $1 ,000  a  year  would  be  paying  one-tenth 
the  amount  of  tax  that  a  man  spending  $10,000  a  year  would  pay,  one  one-himdredth 
as  much  as  the  man  spending  $100,000  a  year,  and  each  commodity  would  be  bearing 
its  exact  proportion  of  tax  in  proportion  to  the  amount  of  that  commodity  consumed. 

The  rule  in  business  is  to  buy  as  cheap  as  you  can  and  sell  as  high  as  you  can,  and 
for  any  deviation  from  this  rule  there  will  be  found  a  business  reason  and  not  one  of 
altruistic  nature.  Therefore,  a  uniform  tax  on  sales,  everybody  paying  the  same  rate, 
could  not  poj98ibly  have  any  effect  on  the  selling  price,  other  than  the  amount  of  the 
tax.    The  difference  in  the  cost  of  doing  business  by  several  concerns  distributing 
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the  same  claas  of  commoditieB  in  the  eame  locality,  and  to  the  casual  observer,  givinfi^ 
the  saxne  service,  will  be  frequently  above  7  per  cent.  So  it  can  readily  be  seen  that 
1  per  cent  on  an  article  that  has  passed  through  several  hands  in  the  process  of  mann* 
facture  and  distribution,  would  not  have  even  a  perceptible  increase  in  price  to  & 
public  accustomed  to  the  fluctuations  we  continually  have.  In  the  last  analysis  the 
people  who  work,  those  who  produce  with  brain  and  brawn,  pay  all  the  tax  and  there 
IS  no  escape  from  it. 

Suppose  each  man  was  living  by  himself  independently,  merely  existing,  he  would 
quickly  realize  that  his  neighbor  produced  more  of  some  things  than  he  could  con- 
sume and  they  were  articles  he  would  like  to  have  but  could  not  produce,  and  vice 
versa.  Would  they  not  exchange  commodities  with  one  anodier?  And  as  many 
became  exchanging  with  one  another,  and  the  distances  from  which  they  came  be- 
came greater,  they  would  select  a  common  meeting  place.  As  this  meeting  place 
developed  it  would  be  found  they  did  not  have  their  different  commodities  ready  for 
exchange  at  the  same  time,  and  naturally  they  would  elect  one  of  their  number  to 
stay  at  this  place  (giving  up  his  business  of  producing),  he  to  act  as  collector  and  dis- 
tributor of  the  things  they  all  produced,  and  the  only  way  he  could  live  or  they  could 
pay  him  for  his  services,  in  fairness  to  all  concerned,  would  be  by  allowing  him  a 
certain  proportion  of  what  they  all  brought  him.  Now,  this  is  just  exactly  what  the 
Government  of  the  United  States  would  be  doing  with  a  uniform  sales  tax  in  opera- 
tion, taking  a  uniform  per  cent  of  everything  produced  in  return  for  doing  for  all  the 
people  of  the  United  States  things  that  concern  all  the  people,  and  which  they  them- 
selves could  not  do  individually. 

This  form  of  taxation  in  my  mind  is  fimdamental.  It  is  a  basic  principle  to  which, 
all  other  forms  of  taxation  must  be  subordinate.  I  have  analyzed  every  objection  I 
have  heard  offered,  and  the  deeper  I  go  in  the  subject  the  more  firmly  I  become  a»i- 
vinced  of  the  feasibility  and  practicability  of  the  uniform  sales  tax,  not  only  as  a  reve- 
nue producer,  but  also  to  put  the  power  in  the  hands  of  the  men  we  put  in  ofhce  to 
force  our  productive  powers  to  work  toward  an  equilibrium  with  our  consuming  or 
purchasing  powers,  in  other  words,  in  a  period  ol  unemplo>'ment  like  the  present, 
or  in  any  great  emergency,  by  simply  increasing  the  rate  they  would  have  the  funds 
to  do  some  public  work,  and  througn  their  employment  of  some  of  the  idle  men,  and 
the  Government  purchasing  power,  give  impetus  to  general  business  activities.  I  do 
not  believe  in  cSovernment  ownerd^p,  but  I  do  believe  that  work  of  some  kind 
should  be  furnished  every  man  willing  to  work. 

I  am  a  firm  believer  in  the  tariff  for  protection  and  in  the  inheritance  tax,  but  the 
income  tax  is  class  legislation,  and  its  only  excuse  for  existing  could  be  the  revenue  it 

groduces.  For  example,  if  a  man  had  an  income  of  $100,000  a  year  and  he  was  in  the 
abit  of  spending  $20,000  a  year  for  living  expenses,  without  the  income  tax  in  oper- 
ation he  would  use  the  $80,000  in  some  form  of  investment  that  f iu*nished  emplo>'ment 
to  men.  Any  part  that  is  taken  from  him  in  the  form  of  an  income  tax  would  create 
no  incentive  for  him  to  decrease  his  living  expenses;  it  would  simpfy  keep  that  much 
money  out  of  business  channels  ajid,  in  addition  to  that,  he  would  feel  justified  in 
taking  advantages  he  would  oUierwise  forego. 

In  normal  times  I  do  not  believe  in  tax  on  luxuries,  so-called  nonessentials,  on  the 
theory  that  one  man's  business  should  have  equal  considertaion  with  another's. 
Since  the  cessation  of  hostilities,  the  people  of  this  country  have  been  told  through 
many  publications,  they  were  paying  high  prices  for  the  necesBaries  of  life  because  of 
the  general  shortage;  that  we  needed  to  bend  every  effort  to  produce  more.  Two 
years  have  passed  and  we  have  over  5,000,000  people  out  of  employment  without 
there  having  been  a  material  increase  in  efficiency,  nor  an  abnormal  production. 
The  truth  of  the  matter  is  that  the  conditions  described  prevailed  in  Europe,  not  over 
here,  and  the  only  obstacle  that  stood  in  our  way  to  immediate  prosperity  was  and  is 
now  our  unscientific  method  of  distribution.  We  are  being  told  now  by  men  who 
should  know  better,  that  this  sudden  deflation  which  has  been  so  disastrous  to  the 
burners  of  the  United  States,  is  caused  by  a  buyers'  strike  for  one  thing,  and  another 
tiiat  it  is  just  a  period  of  readjustment  and  a  natural  consequence  that  must  neces- 
sarily follow  a  great  war,  while  the  facts  are,  the  purchasing  power  of  the  people  has 
decreased,  caused  by  the  lowering  of  wages,  and  5.000,000  out  of  employment.  With 
this  in  mind,  those  who  are  working  buy  sparingly.  The  worker  with  a  fixed  wage 
has  no  confidence  in  the  phce  of  anything,  and  mere  are  still  some  distributors  who 
refuse  to  put  their  prices  to  a  basis  at  whicn  they  could  sell  when  they  replenish  their 
stock  from  the  manufacturer. 

In  my  opinion,  a  common  understanding  of  the  following  rule  for  selUng(used  as  a 
measimng  rod)  will  do  much  toward  solving  our  economic  problems.  Each  indi- 
vidual, firm,  or  corporation  quote  their  own  prices,  terms,  and  conditions,  making 
them  the  same  to  all  from  whom  patronage  is  solicited,  inespoctive  of  quantity,  with 
the  same  ratio  of  profit  on  goods  of  similarity. 
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What  a  jttst  prioe  is  and  how  to  arrive  at  a  jiut  price  ie  a  simple  matheioatical  calcu- 
lation, cottplea  with  a  qoriokliog  oi  common  bghrq,  but  it  is  not  generally  understood. 
We  all  need  education  along  economic  lines  and  the  average  American  wants  to  learn. 
Once  focus  the  American  mind  on  a  sound  business  proposition  or  an  ideal  and  you 
can't  stop  him.    It's  in  the  blood. 

BB80LTTTZ0N8  OF  THE  BOABD  OF  DZBEGTCOtS  OF  TKX  AS0OCXATBX> 

RBTAILBBS  OF  8T.  liOUIS. 

Whereas  the  excess-profits  tax  and  the  numerous  excise,  special,  and  stamp  taxes, 
toeether  with  the  present  surtax  rates,  of  the  revenue  act  of  1918  are  excessive,  dis- 
criminatory, and  ill -adapted  to  peace-time  conditions^  the  said  excise  taxes  in  par- 
ticular being  contrary  to  and  in  violation  ol  the  prinaple  of  equal  taxation  guaran- 
teed by  the  Constitution;  and 

Whereas  these  heavy  and  uncertain  taxes,  through  the  pyramiding  of  taxes  as  goods 
are  passed  from  hand  to  hand,  arp  an  important  factor  in  the  increasing  of  prices  to 
the  consumer;  and 

Whereas  the  heavier  surtaxes  on  incomes  make  it  more  profitable  for  pessons  with 
large  incomes  to  invest  money  in  nontaxable  bonds  rather  than  in  industrial,  rail- 
road, public  service,  or  o^er  taxable  securities,  thus  diverting  huge  amounts  of 
investment  capital  to  nontaxable  bonds,  and,  to  the  extent  oi  such  nontaxable 
investments,  exempting  persons  of  great  wealth  from  taxation;  and 

Whereae  taxes  on  personal  incomes  should  be  simjylified  by  dropping  the  surtaxes  and 
levying  a  graduated  income  tax  instead,  stopping  at  the  point  where  any  further 
increase  would  drive  the  possessors  of  great  income  to  place  their  wealth  in  wholly 
exempt  securities;  and 

Whereas  it  has  been  estimated  that  a  gross  sales  or  turnover  tax  of  1  per  cent  on  the 
sales  of  all  kinds  of  goods,  wares,  ana  merchandise  ^nbr^cing  raw  materials,  manu- 
factured goods,  and  real  property,  and  including  the  receipts  of  public  and  i)ersonal 
service  corporations,  amusements,  clubs,  and  other  like  receipt«=<,  will  yield  an 
annual  revenue  of  from  four  to  six  billion  dollars:  Now,  therefore,  be  it 

Resolved,  That  we  urge  upon  Congress  to  promptly  repeal  the  excess-profits  tax, 
the  surtax,  and  all  excise,  special,  and  stamp  taxes  of  the  revenue  act  of  1918,  and  to 
substitute  for  those  war  taxes  a  gross  sales  or  turnover  tax,  to  be  absorbed  aod  paid  by 
the  seller,  and  agp^uated  income  tax  or  a  proper  reduction  in  the  heavier  surtaxes  on 
personal  incomes,  with  an  increase  of  ''specific  exemptions''  on  personal  incomes. 
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STATBHSirr   OF   X.    C.    PEACOCK,    BEPBESKNTINO    FAYETTE    B. 

FLTJUB'  (INC.),  PHIIiABBIiFHIA,  FA. 

Mr.  Peacock.  My  name  is  J.  C.  Peacock,  Albee  Buildingj,  Wash- 
ington, D.  C,  representing  Mr.  Fayette  R.  Plumb,  president  of 
Fayette  R.  Plumb  (Inc.),  Philadelphia,  Pa. 

I  might  explain  just  why  Mr.  Plumb  intended  to  appear  here  him- 
self. He  is  imable  to  come  to-day,  and  has  asked  ];ne  to  take  his  place. 
Mr.  Plumb,  a  prominent  manufacturer  of  Philadelphia,  is  interested 
in  this  subiect,  not  so  much  on  his  own  account,  but  because  he 
serred  as  chairman  of  the  tax  committee  of  the  National  Industrial 
Conference  Board,  of  which  committee  I  happened  to  serve  as  sec- 
retary, and  copies  of  the  final  report  of  whicn  were  sent  some  time 
ago  to  all  Members  of  Congress,  including,  of  course,  members  of  this 
committee. 

Of  course,  the  board  would  be  glad  to  supply  any  extra  copies  of 
those  reports  which  may  be  desired. 

Senator  McCuhbeb.  The  chairman  has  asked  in  respect  of  these 
others  of  like  character  for  100  to  be  sent,  and  if  you  can  do  so  the 
committee  wiU  appreciate  it. 
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Mr.  Peacock.  The  committee  grew  out  of  a  conference  which  was 
held  in  CShdcago  a  year  ago  last  month,  which  was  attended  by  repre- 
sentatives of  more  than  100  of  the  leading  associations  of  producers 
and  manufacturers  of  this  country,  and  as  a  result  of  that  conference 
a  tax  conmiittee  was  formed  which  represented  not  only  the  30  or  more 
associations  of  manufacturers  and  producers  which  were  included  in 
the  National  Industrial  Conference  Board,  but  also  represented  a 
number  of  large  industries  such  as  the  American  Mining  Congre«iy 
American  Petroleum  Institute,  and  other  industries  of  that  sort 
which  were  not  included  in  the  board. 

This  report  of  the  conunittee  includes  a  list  of  the  membership  of  that 
conmiittee.  It  does  not  purport  to  bind  or  to  represent  the  opinion  of 
those  associations.  It  was  made  for  the  information  of  those  associa- 
tions. And  when  the  report  was  completed,  as  it  was  several  months 
ago,  the  work  of  that  conmiittee  was  ended,  and  neither  Mr.  Plumb 
nor  myself,  nor  any  other  member  of  that  committee  who  may  ap- 

£ear  before  you,  appears  officially  as  representative  of  the  committee, 
[r.  Plumb  during  the  course  of  the  last  year  devoted  a  very  great 
part  of  his  time  to  the  study  of  this  general  subject  of  taxation,  and 
the  committee  itself  held  a  number  of  meetings-  very  well  attended. 
I  say  "well  attended,"  by  that  I  mean  that  the  average  attendance 
of  those  meetings  was  10  or  12  out  of  perhaps  a  membership  of  15. 

At  the  outset  most  of  the  members  oi  that  committee  rather 
favored  the  sales  tax,  just  as  about  a  year  ago  most  business  men 
rather  favored  the  sales  tax,  and  a  ^eat  many  of  them  still  do, 
and  the  committee  rather  looked  on  tne  task  before  it  as  making 
some  recommendation  as  to  the  nature,  the  kind  of  a  sales  tax,  ana 
as  to  the  details  of  the  sales  tax. 

I  can  say  from  my  own  knowledge  that  Mr.  Plumb  was  personally 
a  very  strong  advocate  of  the  s^es  tax,  and  for  more  than  two 
months  of  the  work  of  that  committee  remained  such  an  advocate, 
but  as  that  committee  went  into  the  subject  more  and  more,  just  as 
your  own  committee  is  now  going  into  it,  and  as  it  came  face  to  face 
with  the  many  abjections  that  were  raised,  it  realized  that  in  making 
its  report  it  could  not  properly  make  a  report  favoring  the  sales  tax 
or  any  form  of  the  sales  tax  unless  it  could  satisfy  itself  in  its  own 
mind  that  the  objections  which  were  raised — ^which  were  raised  on 
all  sides — ^were  not  insuperable,  and  the  more  that  committee  tried 
to  satisfy  itself  on  that,  the  more  it  found  itself  imable  to  do  so^  and 
Mr.  Plumb,  personally,  and  most  of  the  members  of  the  committee, 
finally  came  to  the  conclusion  that  a  sales  tax  was  unwise  and  im- 
practicable. 

I  make  that  explanation  in  order  that  you  might  realize  that  what 
I  say  and  what  1  present  for  Mr.  Plumb — ^who  nas  sent  me  a  state- 
ment which  I  am  going  to  ask  to  introduce  into  the  record,  while  I 
will  touch  on  the  high  points — ^is  from  a  man  who  started  not  from 
the  position  of  an  opponent  of  the  sales  tax,  but  from  the  position  of  a 
yery  ardent  advocate  of  the  sales  tax^  but  one  who,  when  conscien- 
tiously going  into  it,  reached  the  conclusion  that  his  first  idea  was  wrong 
imd  tnat  he  had  to  change  it. 

Senator  Smoot.  Have  you  got  any  of  Mr.  Plumb's  arguments  in 
favor  of  the  sales  tax  ? 

Mr-  Peacock.  Yes,  I  have  them  here — in  favor  of  or  against ! 
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Senator  Smoot.  Oh,  I  wanted  some  in  favor,  and  then  I  could 
judge  what  changed  his  mind.  He  was  an  awfully  strong  advocate 
of  it  for  years,  and  he  must  during  that  time  have  written  some  very 
strong  articles  for  it. 

Mr.  Pea(5ock,  Mr.  Plumb  was  not  so  actively 

Senator  Smoot  (interposing) .  Oh,  he  was  not  1 

Mr.  Peacock.  I  do  not  know. 

Senator  Smoot.  I  do.  I  thought  so.  All  I  want  for  the  com- 
mittee to  know  that  he  was  never  a  strong  advocate  of  it. 

Mr.  Peacock.  I  think  I  have  made  the  statement;  and  if  I  did  not 
make  it  clear  I  will  state  that  Mr.  Pliunb,  like  most  business  men,  a 
year  ago  favored  the  sales  tax.  Now,  I  will  make  this  further 
statement. 

Senator  Smoot.  What  I  wanted  is  to  have  some  of  Mr.  Plmnb's 
articles  advocating  the  sales  tax  presented  to  the  committee  here,  if 
he  ever  made  them. 

Mr.  Peacock.  No,  he  did  not.  I  might  go  on  from  my  own 
personal  knowledge,  and  this  can  be  confirmed  by,  I  think,  several 
members  of  the  committee  who  are  down  on  your  calendar,  and  you 
can  confirm  this  by  asking  them  when  they  appear. 

I  might  say  of  my  own  personal  knowledge,  lor  about  two  months, 
when  r  first  became  associated  with  the  committee,  Mr.  Pliunb  was 
a  very  ardient  advocate  before  that  committee  of  the  sales  tax,  and 
during  that  time  I  will  also  say  that  several  meetings  of  the  com- 
mittee were  devoted  to  conferences  across  the  table  with  some  of 
the  leading  advocates  of  the  sales  tax  at  that  time.  Mr.  Rothschild 
and  Mr.  Lord  attended  the  meetings  of  the  committee,  and  not  merely 
attended,  but  took  active  part  in  the  discussions  of  the  committee. 

Senator  Smoot.  Are  they  members  now  ? 

Mt.  Peacock.  No;  they  were  never  members  of  the  committee. 
They  were  invited  to  attend  the  meetings  and  took  active  part  in 
the  conferences,  and,  as  I  say,  of  my  own  knowledge,  I  can  tell  you 
that  during  about  the  first  two  months — ^I  may  say  up  until  about 
July  of  last  year — ^Mr.  Plumb  as  a  member  of  that  committee  was 
very  actively  in  favor  of  the  sales  tax. 

Before  coming  to  his  statement,  there  is  just  one  other  matter  I 
would  like  to  bring  up  personally;  as  some  of  you  may  perhaps 
remember,  about  four  or  nve  years  ago  it  was  my  privilege  to  assist 
this  committee  in  the  capacity  of  legislative  draftsman,  and  also  the 
House  Committee  on  Ways  and  Means,  and  during  that  time  I  had 
the  privilege  of  assisting  in  drafting  both  the  revenue  act  of  1916  and 
1917.  When  the  revenue  act  of  1917  was  passed  Mr.  Roper,  then 
Commissioner  of  Internal  Revenue,  asked  Mr.  Walker  and  then 
myself  to  gp  down  to  the  Treasury  and  help  in  getting  started  the 
administration  of  that  tax;  and  in  that  capacity  I  was  there  for 
about  one  jear  and  a  half,  as  secretary,  successively,  of  the  three 
boards  which  were  organized  in  the  Treasury:  First,  the  Excess 
Profits  Advisors,  then  tKe  Tax  Reviewers,  and  then  the  Advisonr  Tax 
Board,  which  was  created  by  the  revenue  act  of  1918.  I  had  a 
very  active  part  in  drafting  Kegulations  No.  41,  under  the  excess 
profits  tax,  and  was  assignea  by  me  commissioner  to  draft  the  excess 
profits  part  and  the  personal  service  part  of  Regulations  No.  45. 

I  remember  when  one  of  the  members  of  the  committee  this 
morning  referred  to  what  the  regulations  under  this  act  would  be. 
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I  remember,  very,  very  well  what  happened  and  what  inevitably 
happeus  in  the  drafting  of  any  legislation,  and  how  away  back 
when  the  revenue  act  of  1916  and  1917  was  being  framed  many^ 
many  points  had  to  be  left  to  the  regulations. 

But,  in  any  event,  it  is  not  a  matter  which  I  would  criticize;  it  is 
inevitable.  Legislation  can  not,  and,  as  a  matter  of  fact,  should  not 
cover  the  details.  It  should  be  left  more  or  less  flexible.  Those  are 
left  for  the  regulations. 

I  have  seen  that  other  side  of  it,  too.  I  have  been  up  against  it, 
and  I  have  seen  just  how  hard  it  is  to  draft  regulations  governing  all 
these  matters,  and  it  has  come  home  to  me  that  it  is  not  simply  the 
principle  of  a  tax — it  is  not  the  principle  of  a  tax  that  ntiakes  for  its 
simplicity  or  not,  it  is  the  amount  involved. 

This  proposed  sales  tax  is  intended,  as  I  understand  it,  to  raise 
substantially  the  same  amount  of  revenue  which  the  big  taxes  are 
raising  to-day.  In  other  words,  it  is  advocated  and  intended  to 
raise  irom  one  to  several  billion  dollars  of  revenue.  It  is  the  amount 
of  tax  wliich  is  goin^  to  be  raised  that  makes  it  simple  or  not  simple. 
It  is  not  the  rate  oi  tax — 1  per  cent — or  2  per  cent.  The  rate  of 
tax  does  not  make  any  difference.  If  it  is  going  to  raise  several 
bUlion  of  dollars  it  is  going  to  be  a  serious  tax,  going  to  be  complicated, 
because,  just  like  income  tax  and  profits  tax,  it  is  going  to  go  down 
into  every  detail  of  business,  and  each  little  detail  is  going  to  become 
important. 

As  we  go  back  from  1909  to  1916,  corporations  were  subject  to  an 
income  tax  exactly  as  they  have  been  since  that  time,  but  not  merely 
the  rate,  but  the  amount  to  be  raised  was  low,  and  as  a  result  the  tax 
was  comparatively  simple.  From  1917  on,  the  rates  have  been  high, 
but  the  amount  to  be  levied  has  been  high,  and  aU  those  points 
which  are  comparatively  imimportant  from  1909  to  1916  became 
magnified  in  importance. 

^nator  Smoot.  You  are  not  comparing  the  law  of  1916  with  1917 
as  to  its  simplicity  ? 

Mr.  Peacock.  1  am  comparing  this 

Senator  Smoot  (interposing).  You  know  very  well,  if  you  have 
been  in  the  departments,  that  the  law  of  1917  brought  questions  in 
that  the  manufacturer  or  the  individual  never  had  anvthin^  to  do 
with  under  any  law  preceding  that,  do  you  not — capital  stocK  ? 

Mr.  Peacock.  That  is  exactly  what  I  am  coming  to. 

Senator  Smoot.  That  has  nothing  to  do  with  that 

'iir.  Peacock.  May  I  proceed  ? 

Senator  Smoot  (continuing).  Nothing  whatever. 

Aifr.  Peacock,  That  is  just  exactly  what  I  was  coming  to.  The 
law  of  1917  brought  in  the  new  question  of  invested  capit^,  which  is 
commonly  thought  of  and  blamed  for  many  of  the  difficulties  of  the 
tax  administration.  I  am  not  an  apologist  lor  the  excess-profits  tax; 
I  am  not  asking  this  to  be  continued  or  anything  of  the  sort.  But 
here  is  a  digest  of  the  ruUngs  of  the  Treasury  Department.  ^  It  is 
very  significant  that  in  that  digest,  covering  353  pages— this  is  the 
official  digest,  with  which  you  are  more  or  less  Tamiliar — only  44 
pages  relate  to  rulings  under  excess-profits  tax;  in  other  words,  more 
than  300  out  of  those  353  pages  relate  to  rulings  relative  to  net 
income,  which  is  almost  exactly  the  same  kind  of  net  income  which 
had  to  be  computed  under  the  acts  of  1909,  1913,  and  1916. 
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Senator  Shoot.  The  sales  tax  has  nothing  to  do  with  the  net 
income  at  all. 

Mr.  Peacock.  I  appreciate  that. 

Senator  Smoot.  And,  of  course,  all  those  353  pages,  about  275  of 
them,  changed  the  law  entirely.     You  know  that  ? 

Mr.  Peacock.  Relative  to  net  income  1 

Senator  Smoot.  I  mean  the  law  itself.  Those  regulations  are  not 
in  conformity  with  the  law,  and  you  laiow  it,  too. 

Mr.  Peacock.  I  know  there  are  many  regulations  which  are  not 
in  conformity  with  the  law.    I  absolutely  agree  with  you  on  that. 

Senator  Smoot.  You  do  not  have  to  do  that  in  the  sales  tax.  If  a 
man  sells  something,  no  fellow  down  here  in  the  department  can 
change  it  by  regulations. 

Mr.  Peacock.  I  simply  want  to  bring  out  one  point,  that  as  long 
as  the  amount  to  be  raised  is  low,  it  is  simple,  no  matter  what  kind 
of  a  tax  is  levied,  but  when  you  get  to  large  amounts  it  becomes 
difficult.  There  was  net  income,  which  was  looked  upon  as  com- 
paratively simple  for  seven  years.  There  were  very  few  rulings,  as 
we  all  know.  But  as  soon  as  the  rate  on  it  became  high  and  the 
amount  to  be  raised  became  high,  the  various  little  difficulties  of  net 
income  became  important. 

And  right  h^e  [indicating]  in  these  rulings  about  income  there 
are  6  or  8  pages  which  relate  to  the  subject  of  sales.  What  is  a 
sale  ?  There  are  various  kinds  of  sales,  and  in  Encyclopedia  of  Law 
and  Procedure,  with  which  most  lawyers  are  familiar,  it  is  rather  in* 
teresting  to  know  that  there  are  700  pages  of  that  closely  printed 
text,  each  one  carrying  any  number  of  citations  which  relate  to  the 
subject  of  sales.  Sales,  like  anything  else,  is  a  complicated  sub- 
ject as  soon  as  the  amount  to  be  raised  and  the  burden  of  tax  is 
several  billion  doUars  and  becomes  enough  to  make  it  complicated. 

Senator  Smoot.  Not  for  goods,  wares,  and  merchandise.  Every- 
bodv  knows  what  that  is. 

Mr.  Peacock.  I  merely  want  to  turn  to  this  statement  of  Mr. 
Plumb's  and  refer  to  some  of  the  points  he  touches,  and  then  leave 
the  statement  to  be  printed  in  the  record. 

The  first  point  he  takes  up — and  most  of  these  are  points  which 
have  become  more  or  less  familiar  as  a  result  of  the  discussion  of  the 
sales  tax — ^is  a  number  of  schedules  and  computations  which  have 
appeared  showing  the  net  result,  of  tax  after  a  great  many  turnovers 
to  DC  only  2  or  3  per  cent.    Mr.  Plumb  points  out  here 

Senator  Smoot  (interposing).  Before  you  go  on  with  that  I  want 
to  get  your  idea.  Is  it  your  idea  that  the  sales  tax  provided  for  in 
Senate  202  is  no  simpler  as  to  the  calculation  of  the  tax  than  the 
present  existing  law  I 

Mr.  Pbacook.  My  idea  is  practically  that;  yes. 

Senator  Smdot.  Then  I  know  just  how  far  you  know  what  the  bill 
conceoms. 

Mr.  Peacock.  That  is  my  idea.  I  might  say  that  I  have  had  very 
real  experi^ice  in  not  only  the  drafting  of  regulations  under  acts 
which  have  been  passed  by  Congress  just  as  important  as  this  act, 
but  also  whw  I  first  went  into  the  Treasury  I  was  called  upon,  with 
Mr.  Walk^,  to  examine  every  ruling  for  the  commissioner,  every 
ruling  that  was  made  or  proposed  to  be  made  under  not  only  the 
excess-profits  and  the  income  tax,  but  under  the  many  miscellaneous 
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taxes  passed  in  the  act  of  1017,  and  I  know  something  of  the  many 
unimaginable  questions  which  came  up,  which  were  not  foreseen  by 
the  Members  Oi  Congress  here. 

Senator  Smoot.  under  that  law;  but  this  is  an  entirely  different 
law.  This  is  a  simple  sales  tax.  No  other  country  has  had  any 
trouble  with  it. 

Mr.  Peacock.  It  is  quite  simple  as  it  appears  in  the  law,  and  it  is 
quite  simple  where  only  a  small  amount  of  money  is  to  be  raised. 
But  I  certainly  do  want  to  testify  from  my  own  experience  that  no 
law  of  that  sort  is  simple  when  one,  two,  or  three  oillion  dollars  is 
to  be  raised  from  it. 

Senator  Smoot.  It  takes  lust  as  Ions  a  time  for  a  man  to  figure 
1  per  cent  on  a  million  dollars  or  to  figure  on  $100,000  or  $10,  and 
it  does  not  take  any  more  than  about  three  figures  to  make  the 
difi'erence  in  his  return,  and  he  has  got  to  swear  to  it,  and  that 
is  all  there  is  to  it. 

Senator  McCxtmber.  Kindly  present  the  objections. 

Mr.  Peacock.  Yes.  May  1  make  one  other  reference  ?  I  would 
like  to  call  the  attention  of  this  committee  to  the  existing  sales 
taxes  and  to  some  of  the  problems  that  arise  under  them.  There 
are  a  number  of  existing  sales  taxes  under  which  the  Treasury 
Department  has  issued  Regulations  No.  47,  48,  51,  54,  and  56. 
Just  in  thumbing  over  some  of  those  regulations  you  will  find  articles 
relating  to  such  subjects  as  this:  Discounts  and  expenses,  exchanges 
and  returns  of  property  and  refunds.  Wlien  does  the  sale  take 
place?  Colorable  sales,  sales  for  export.  That  latter  one  should 
perhaps  not  be  included,  because  that  is  based  on  special  provision  of 
the  act.  Giving  of  premiums.  Does  the  giving  of  a  premium  amount 
to  a  sale  ?  Repairs  which  increase  value  of  property  where,  for  example, 
jewelry  is  repaired  and  some  new  jewels  added — <ioes  that  constitute 
a  sale  i 

In  the  regulations  under  the  very  low  taxes  which  now  exist  and 
the  simple  taxes  which  now  exist,  that  gives  just  some  idea  of  the 
points  which  had  to  be  met,  which  had  not  oeen  anticipated,  and  I  can 
say  from  my  own  experience  that  for  every  point  which  is  anticipated 
•in  the  regulations  that  there  are  10  points  which  are  not  anticipated 
.and  which  have  to  be  met  by  administrative  rulings  later. 

Senator  Dillingham.  Do  I  understand  vou  to  say  you  are  oppos- 
ing this  measure  because  of  the  difliculty  of  its  enforcement  ? 

Mr.  Peacock.  That  is  one  of  many  reasons.  I  am  simply  trying 
to  place  before  this  committee  the  results  of  my  own  experience  in 
connection  with  the  administration  of  taxes. 

Senator  Dillingham.  I  know;  but  is  it  because  of  the  difiiculty  of 
this  law's  enforcement  that  you  are  opposing  it  ? 

Mr,  Peacock.  Yes;  for  the  purpose  of  snowing  that  this  or  any 
other  tax  is  not  simple  when  one  or  more  billions  is  to  be  raised. 

This  tax  has  been  labeled  by  many  of  its  advocates  as  ''simplicity 
tax/' 

Senator  Dillingham.  Is  it  your  claim  that  tibis  is  more  difficult  of 
enforcement  than  the  laws  in  existence  ? 

Mr.  Peacock.  I  would  not  say  that  it  is  more  difficult.  I  say  it 
b  difficult,  and  it  is  not  simple,  as  is  claimed  by  many  of  its  a(fvo- 
c«U6.  And,  of  course,  in  tnat  connection  there  is  still  one  other 
fi}«Qt.    A  tax  euudi  as  this  would  mean  in  the  first  year  in  which  it 
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is  in  effect  that  there  would  be  two  years'  taxes  collected,  because, 
of  course,  the  existing  income  and  profits  tax,  or  at  least  income 
tax,  even  though  there  may  not  be  any  profits  tax  for  the  preceding 
year,  will  be  coming  due  during  that  same  year  when  the  first  part 
of  this  tax  will  be  oue.    That  is  a  minor  matter,  perhaps. 

My  main  point  is  that  it  is  not  a  simple  tax;  it  does  not  deserve  to 
be  called  '^simplicity  tax,"  and  in  collecting  one  billion  or  more 
dollars  it  will  for  that  very  reason  become  a  difficult  tax,  and 
because  of  the  large  amount  that  is  to  be  raised  that  will  make  each 
of  these  points  wmch  seem  to  be  simple,  so  simple  now  that  you  do 
not  anticipate,  will  make  them  become  difficult,  just  as  exactly  the 
same  thing  happened  under  the  income  tax,  where  for  seven  years 
it  was  comparatively  simple  because  these  points  were  not  im- 
portant enough  to  be  raised.  But  as  soon  as  the  rates  became  high, 
mnumerable  points  relating  to  net  income  became  important. 

Senator  Dilungham.  ^e  you  now  connected  witn  the  Govern- 
ment? 

Mr.  Peacock.  I  am  not. 

Senator  Dillingham.  What  is  your  business? 

Mr.  Peacock.  I  resumed  the  practice  of  law,  in  which  I  was  en- 
gaged before  I  went  into  the  Govenmient. 

Senator  Dillingham.  Are  you  specializing  on  any  branch  ? 

Mr.  Peacock.  Yes;  my  clients  are  very  largely  taxpayers.  I  am 
very  glad  you  asked  that  question,  because  I  would  not  want  there 
to  be  any  misunderstanding  about  that. 

Mr.  Plumb  first  takes  up  that  question  which  has  been  raised  with 
rejgard  to  these  schedules  and  illustrations  which  have  been  very 
widely  circulated,  showing  that  the  amoimt — ^you  take  a  company 
which  sells  cotton  ploth,  a  loaf  of  bread,  a  ruboer  tire,  this,  that,  or 
the  other  article,  going  through  the  various  stages,  and  the  elements 
which  enter  into  it,  the  total  tax  on  the  final  sale  accumulated  through 
all  these  processes  is  only  1,  2,  or  3  per  cent.  Mr.  Plumb  points  out, 
with  a  number  of  illustrations,  how  no  one  of  these  schedules  would 
by  any  means  include  all  the  elements  that  ^o  into  it:  for  example, 
my  eye  just  falls  upon  an  illustration  relative  to  a  loaf  of  bread. 
In  none  of  those  illustrations  do  you  see  anything,  for  example,  about 
the  tax  on  the  coal  which  that  oaker  has  to  buy  and  use  in  the  pro- 
duction of  that  bread,  and  there  are  any  number  of  similar  illustra- 
tions which  can  be  brought  out. 

You  remember  that  tnat  coal  was  sold  and  a  tax  was  paid  on  that 
coal — would  have  to  be  paid  on  that  coal  just  the  same.  But  that 
coal,  to  take  one  instance,  does  not  enter  into  the  various  illustrations 
which  have  been  offered. 

Senator  Dilungham.  I  do  not  think  I  catch  your  point  on  that. 
PLiaughter.] 

Mr.  Peacock.  You  have  probably  seen  or,  if  not,  before  the  tax 
sales  discussion  is  finished  you  probably  will  see  presented  to  you 
certain  illustrations  showing  that  the  barrel  of  flour  sold  in  the  first 
place  for  whatever  the  price  may  be,  say  $10,  and  on  that  the  tax 
would  be  10  cents — 1  per  cent — and  that  that  was  sold  to  the  baker; 
the  next  stage — ^well,  maybe  that  barrel  of  flour  was  sold  by  another 
man,  some  intermediary,  and  the  tax  on  that  sale  would  be  12  cents, 
and  so  on  down  to  the  baker,  and  the  baker  perhaps  sells  $48  worth 
of  bread,  or  whatever  it  may  be,  out  of  that  barrel  of  flour;  and  over 
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here  you  see  1  or  2  or  3  per  cent  of  that  is  the  total  of  these  yarioua 
taxes  which  have  been  paid  as  it  comes  along.  As  an  illustration  of 
the  fact  that  the  cumulative  eflFect  of  the  tax  on  everything  that 
went  into  making  that  loaf  of  bread 

Senator  Dillingham  (interposing).  Is  it  your  claim  that  the 
cumulaitive  tax  is  too  great  ? 

Mr.  Peacock.  No.  Our  claim  is  that  that  cumulative  tax  is  more 
than  1,  2,  or  3  per  cent,  as  the  case  may  be,  because  it  does^  not  take 
into  effect  many  other  things  which  the  baker  and  eadi  one  of  the 
men  further  back  in  the  line  had  to  buy;  for  example,  the  baker  pays 
just  as  much  for  coal  as  he  does  for  flour.  That  coal  is  consumed  in 
making  that  bread. 

Senator  Dillingham.  I  suppose  that  under  this  bill  the  sale  of  the 
coal  would  pay  a  tax  ? 

Mr.  Peacock.  Yes. 

Senator  Dilungham.  The  sale  of  the  sugar  would  pay  a  tax? 

Mr.  Peacock.  Yes. 

Senator  Dillingham.  The  sale  of  flour  from  another  concern  would 
pay  the  tax  ? 

Mr.  Peacock.  Yes. 

Senator  Dillingham.  The  sale  of  the  yeast  from  another  concern 
would  pay  a  tax,  and  when  the  baker  put  out  the  finished  product  he 
pavs  a  tax  ? 

Mr.  Peacock.  Yes.  For  example,  I  recall  the  Sales  Tax  Primer, 
which  has  been  published,  which  you  maj^  or  may  not  have  seen;  if 
you  have  not,  you  probably;  will  before  this  discussion  ends. 

Senator  Dillingham.  Is  it  the  contention  that  there  are  too  many 
turnovers  out  of  this  ? 

Mr.  Peacock.  My  immediate  suggestion — this  is  merely  in  answer 
to  an  argument  wmch  has  been  advanced  and  is  being  advanced  by 
the  advocates  of  the  sales  tax  and  ar^ment,  which  they  support  by 
schedules  illustrating  the  total  cumulative  tax  on  a  losS  of  oread  to 
be  1,  2,  or  3  per  cent,  as  the  case  may  be,  of  the  final  selling  price  of 
that  bread,  whereas  it  is  really  much  greater  because 

Senator  Dilungham  (interposing).  And  they  claim  it  will  be 
greater  ?  ' 

Mr.  Peacock.  They  do  not  count  in  the  coal,  they  do  not  count  in 
in  almost  any  of  these  illustrations  a  great  many  elements. 

Senator  McCumber.  When  the  committee  has  scrutinized  it  their 
ideas 

Mr.  WiLFLEY.  I  see  the  point  exactly  which  that  primer  refers  to. 
There  is  a  schedule  which  ^owb  the  accumulation  of  the  tax  on  the 
creation  of  a  pair  of  shoes.  That  table  was  furnished  by  a  very 
earnest  opponent  of  the  sfiles  tax,  and  if  there  is  anything  left  out  of 
it,  anything  that  should  have  gone  into  it,  I  think  he  would  have  put 
it  in.    You  will  find  it  in  the  primer  or  in  the  brief. 

Most  of  these  are  made  up  by  men  in  the  business  who  are  asked 
to  put  in  all  the  elements  of  cost,  and  this  is  the  first  time  we  hare 
had  it  really  challenged;  it  is  generally  accepted. 

Mr.  Peacock.  For  example,  here  is  the  particular  one  I  referred 
to,  on  the  loaf  of  bread.  1  am  not  saying  by  whom  prepared,  and 
I  am  not  interested  by  whom  prepared,  but  it  refers  to  the  loaf  of 
bread.  When  the  bushel  of  wheat  leaves  the  farm  the  price  will  be 
$2  and  the  tax  2  cents.    When  the  flour  leaves  the  miller,  4^  bushcds 
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of  wheat  to  the  barrel,  the  price  wotdd  be  $2.67  and  the  tax  would  be 
$0.0267.  A  barrel  of  flour  makes  so  many  loaves  of  bread,  which 
would  be  sold  at  $5.10,  and  the  tax  would  be  $0.0510,  and  the  total 
taxes  would  be  9  cents  on  $5.10  worth  of  bread,  or  2  per  cent. 

Mr.  WiLFLEY.  Is  there  any  overhead  charge  ? 

Mr.  Peacock.  No  reference  is  made  to  overhead.  There  certainly 
is  no  reference  to  coal,  which  is  the  baker's  fuel,  which  makes  the 
heat;  or  the  sugar,  or  perhaps  a  lot  of  other  things  that  enter  in. 

Senator  Smoot.  It  would  fee  1  per  cent  on  the  amount  of  coal  that 
would  go  in  to  bake  bread  from  a  barrel  of  flour,  and  then  1  per 
cent  on  that  1  per  cent,  which  would  be  so  small  that  it  would  run 
out,  and  it  would  take  ten  thousand  turnovers  that  you  could  never 
count  to  get  it  to  one-half  of  1  per  cent  on  the  loaf. 

Mr.  WiLFLEY.  Not  only  that,  but  included  in  the  final  price,  and 
that  constitutes  overhead. 

Mr.  Peacock.  These  purport  to  report  the  total  amount  of  tax. 
They  are  figured  down  to  foiu:  decimal  places.  There  is  no  reference 
in  there  or  any  place  in  those  statements  which  take  care  of  the  tax 
which  was  jpaid,  the  one  or  more  taxes  back  which  may  have  been  paid 
on  the  coal,  for  example,  which  is  used  by  the  baker,  or  on  any  other 
of  the  items  which  the  baker  pays.  I  am  not  a  baker.  I  have  never 
seen  bakers'  accounts.  I  do  not  know  what  they  are  like.  But  I 
would  suggest  that  perhaps  everything  else  taken  together — pans, 
yeast,  coal,  and  everything  else  of  various  kinds  he  has  to  buy, 
perhaps  cost  him  almost  as  much  as  the  flour;  and  if  that  is  so  it 
would  seem  that  there  would  be  about  twice  as  much  tax  buried 
away  in  there  as  is  apparent  from  any  of  these  schedules. 

We  simply  suggest  that  and  ask  you  to  have  in  it  mind.  If  we 
are  not  right,  you  will  discover  that;  if  we  are  right,  it  is  for  your 
use  we  are  making  that  suggestion.  These  various  illustrations  and 
schedules  should  be  examined  from  that  point  of  view. 

Senator  Smoot.  In  other  words,  if  they  cost  10  per  cent,  which  is 
about  what  they  would  cost,  it  would  oe  one-tenth  of  $10,  which 
would  be  $1,  and  the  next  percentage  would  be  1  per  cent  of  $1,  that 
would  be  1  cent,  and  then  1  per  cent  of  1  cent,  and  so  on.  That  is 
what  it  would  be  even  if  we  take  in  the  overhead  expenses. 

Mr.  WiLFLEY.  These  ovens,  pans,  and  utensils  are  used  to  bake 
bread  a  whole  year  or  two  years. 

Mr.  Peacock.  If  you  will  refer  to  my  remarks  you  will  notice  I 
carefully  refer  to  whatever  a  baker  buys  which  is  not  useful  for  more 
than  one  year. 

Mr.  WiLFLEY.  Do  you  not  think  it  is  all  included  in  the  final  price; 
that  is,  overhead  ? 

Mr.  Peacock.  Certainly  it  is  not  included  in  the  final  price.  Who- 
ever prepared  this  shows  that  1  bushel  of  wheat  would  be  sold  at  $2, 
tax  2  cents.  Somewhere  back  along  that  line,  just  as  that  bushel  of 
wheat  is  being  sold,  a  ton  of  coal  is  being  sold  for  $3  or  $4  or  $5,  tax 
5  cents,  but  nowhere  does  it  appear  in  those  illustrations. 

Senator  McCumber.  I  think  the  committee  understands  that,  Mr. 
Peacock. 

Mr.^  Peacock.  Taking  up  another  point,  Mr.  Plumb  refers  to  this 
question  whether  the  tax  will  or  will  not  be  passed  along.  I  think 
both  the  committee  and  myself  feel  very  much  that  it  will  be  passed 
along  in  some  instances  and  that  it  will  not  be  passed  along  in  other 
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instances.    But  that,  in  any  event,  there  are  going  to  be  cases — ^and 
i  doubt  if  even  the  most  ardent  advocate  of  sales  taxes  will  deny 
this — especially  during  the  first  year  and  in  some  cases  permanent 
where  for  some  reason  or  other  the  tax  will  not  be  passed  along. 
May  I  read  just  a  paragraph  on  this  point  ? 

Now,  just  suppose  that  the  beautiful  scheme  of  passing  the  tax  on  to  the  consumer 
should  fail  ana  ousiness  should  not  be  able  to  collect  a  considerable  portion  of  the 
$2,000,000,000  they  are  expected  to  pay.  The  serious  and  dangerous  situation  to 
bujsiness  is  that  this  tax  would  have  to  oe  paid  whether  a  business  made  any  money  or 
not.  If  it  lost  money,  the  tax  would  be  payable  just  the  same.  In  a  year  of  losses  it 
mi^ht  be  the  additional  expense  that  would  produce  insolvency.  Do  not  let  us  be 
fooled  by  any  statement  that  there  is  some  peculiar  virtue  in  a  tax  on  all  sales  that  wiU 
make  it  more  easy  to  pass  on  than  a  tax  on  profits.  In  either  case  the  tax  can  be  pasBed 
on  when  the  demand  is  strong  enough  for  business  to  make  a  profit  after  paying  taxes. 
Either  form  of  tsX  will  come  out  of  profits  when  consumers  will  not  pay  prices  above 
costs  including  taxes.  The  important  difference  is  that  a  tax  on  profits  is  levied  only 
when  a  business  makes  money,  while  taxes  on  sales  may  be  added  to  losses. 

Mr.  Plumb  then  points  out  that  the  most  unfair  thing  about  this 
tax,  and  the  thing  which  makes  it  fimdamentally  unsound,  is  that  it 
conforms  neither  to  the  principle  of  ability  to  pay  or  to  the  principle 
of  benefits  received.  A  business  man,  and  especially  a  manufac- 
turer, comes  in  contact  and  learns  from  experience  that  the  number 
of  turnovers  in  different  kinds  of  business  is  very  different. 

Mr.  Plumb  gives  some  very  interesting  illustrations  here,  taken  at 
random  from  published  financial  statements,  showing,  for  example, 
the  percentage  of  net  profits  on  sales,  ranging  in  the  cutlery  business 
from  21  per  cent  to  only  2  per  cent  in  some  businesses,  such  as 
cotton  weaving,  and  goes  into  that  in  some  detail.  I  do  not  know 
that  there  is  occasion  to  go  into  it  now,  as  this  will  go  into  the 
record.     [Reading:] 

These  differences  are  slight  compared  to  the  differences  we  find  when  we  investi- 
gate other  forms  of  business.  It  has  been  shown,  for  instance,  that  a  1  per  cent  sales 
tax  would  in  a  normal  year  be  equivalent  to  40  per  cent  of  the  net  profits  of  the 
wholesale  hardware  dealer,  and  over  50  per  cent  of  the  net  profits  of  tne  wholesale 
fi^rocery  dealer.  Is  it  fair  and  equal  treatment  to  impose  a  tax  upon  a  tool  manu* 
iacturer  such  as  we  are,  which  would  be  less  than  the  present  corporation  income 
tax  oi  10  per  cent  and  in  the  case  of  the  wholesale  grocer  would  be  greater  than  the 
corporation  income  tax  of  50  per  cent? 

Mr.  Plumb  is  former  president  of  the  American  Hardware  Manu- 
facturers' Association,  and  is  in  a  position  to  speak  with  authority 
as  to  the  hardware  business.    For  example 

Senator  Smoot  (interposing).  If  Mr.  JPlumb  was  in  business,  all 
you  say  would  be  true,  and  all  Mr.  Plimib  says  is  true.  But  they 
do  not  do  it.  This  is  a  consumers'  tax,  and  it  is  passed  on,  and  we 
want  the  people  to  understand  that.  I  say  it  does  not  make  a  par- 
ticle of  difference  whether  the  profit  is  2  per  cent  or  40  per  cent. 
This  is  a  consumers'  tax  and  it  goes  on,  and  they  pay  that  tax,  and 
Mr.  Plumb  does  not  pay  it. 

Mr.  Peacock.  Of  course,  that  is  simply  a  difference  of  opinion, 
but  we  present  most  earnestly  to  this  committee  the  fact  tnat  all 
taxes  can  not  be  passed  on  all  the  time,  and  any  committee  or 
legislative  body  which  goes  in  violation  of  that  fact  will  find  that 
trouble  is  coming  somewiere. 

We  do  not  claim  that  this  tax  will  never  be  passed  along,  but  it 
will  not  be  passed  along  all  the  time,  and  it  is  going  to  come  mighty 
hard  on  the  man  sometimes  who  is  not  able  U>  pass  it  all  along. 
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Senator  Smoot.  The  man  who  does  not  want  to  pass  it  on  does 
not  have  to.  But  under  the  law  he  has  to  pass  it  on,  and  I  think 
they  will  all  do  it. 

Mr.  Peacock.  I  hope  this  committee  is  not  laboring  under  the 
misapprehension  that  all  taxpayers  are  going  to  be  aole  to  pass 
along  all  of  their  taxes.    I  know  many  who  are  not. 

Senator  Smoot.  Then  the  law  ought  to  be  amended. 

Mr.  Peacock.  Then  comes  the  (question  of  self-contained  businesses, 
the  comparison  between  which  is  self-contained  in  the  business  oi 
manufacture  or  all  contained  within  the  one  concern  as  compared 
with  the  other  group  of  concerns  which  perhaps  independently,  some 
six  or  seven  of  them,  may  carry  on  the  same  six  or  seven  processea 
that  are  carried  on  by  the  one  competitor.  Touching  on  tnat  point 
Mr.  Plumb  refers  to  one  of  the  leaaing  advocates  of  the  sales  taxes, 
and  what  he  has  to  say  about  it.  Mr.  Bache  comments  in  the  follow- 
ing words : 

If  in  the  course  of  that  tendency  it  has  been  found  that  the  cost  of  distribution  is 
reduced  by  business  being  more  self-contained,  viz,  by  corporations  handling  the 
various  movements  of  the  articles  themselves,  no  sympathy  for  the  middleman  has 
prevented  this  movement.  Th  ultimate  tendency  will  be  for  all  business  to  become 
more  self-contained.  If  this  tax  should  hasten  the  process,  it  will  only  prove  that  the 
tax  is  operating  in  the  spirit  of  the  times. 

Mr.  Plimib  states  [reading] : 

I  object  most  strenuously  to  such  an  attitude.  I  do  not  feel  that  the  United  Stated 
Grovernment  should  levy  a  tax  that  would  have  a  tendency  to  drive  out  of  business 
distributors  who  have  proved  their  service  is  worth  what  it  costs  by  surviving  the  test 
of  competition,  or  to  drive  into  combinations  manufacturers  who  have  proven  that 
they  can  conduct  a  single  process  business  efficiently  enough  to  meet  the  competition 
of  greater  combinations.  Such  businesses  have  obstacles  enough  to  overcome  without 
placing  a  discriminatory  tax  burden  upon  them. 

Mr.  Bache  also  makes  that  alternative  suggestion,  that  the  1  per 
cent  tax  will  apply  to  each  movement  of  intercompany  bookkeepmg 
or  operation.     Is  that  simple  or  practical  ?    I  doubt  it. 

Senator  Smoot.  That  is  Mr.  Bache's  idea,  but  that  is  not  mine. 

Mr.  Peacock.  I  would  not  want  to  attribute  it  to  you,  but  these 
points  have  been  raised.  We  want  to  make  our  position  on  them 
clear  and  certain. 

Mr.  Plumb  also  refers  to  a  matter  which  may  have  been  brought 
to  your  attention;  if  not,  you  will  probably  want  to  look  furtner 
into  it.     [Reading :] 

It  is  interesting  to  know  that  not  only  American  business  men  when  they  see  both 
sides  of  this  question  see  the  unfairness  of  the  sales  tax,  but  also  that  the  greatest 
organization  of  manufacturers  in  Great  Britain — that  is,  the  Federation  of  Britidi 
Industries — came  to  the  same  conclusion.    They  report: 

**The  taxation  committee  of  the  federation  gave  long  and  serious  consideration 
to  the  turnover  tax  during  its  study  of  the  possible  alternatives  to  the  excess 
profits  duty  and  came  'reluctantly'  to  the  conclusion  that  the  objections  were  too 
great.    *    ♦    *" 

That  is  an  experience  almost  identical  with  the  experience  of  our 
own  national  inaustrial  tax  committee;  and  I  can  say  this  because  I 
know  from  my  own  knowledge  that  they,  not  having  seen  a  copy  of  this 
report,  used  that  very  same  word  "reluctant"  in  their  report.  They 
started  out  and  wanted  to  report  favorably  to  the  sales  tax,  and 
they  were  forced  in  the  report  I  have  mentioned  to  use  the  word 
"reluctant";  they  could  not  do  it. 
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Very  much  has  been  heard  about  a  certain  23.2  percentile,  which 
has  been  attributed  to  the  Department  of  Justice.  I  do  not  know 
how  official  or  unofficial  that  was.  I  remember  some  time  a^o  know- 
ing something  about  the  origin  of  that^  and  it  was  a  conclusion  that 
was  reached  dv  an  investigator  of  the  Department  of  Justice.  I  do 
not  know  and  I  can  not  say  whether  or  not  it  was  ever  officially  pub- 
lished by  the  department.  But,  in  any  event,  here  is  rather  an 
interesting  reaction  of  that.  Messrs.  Bache,  Rothschild,  and  others 
refer  constantly  to  a  statement  that  'Hhe  Department  of  Justice  in 
making  investigations  under  the  Lever  Act  came  to  the  conclusion 
that  the  pyramided  profits  tax  added  23.2  per  cent  to  the  price  to 
the  consumer.''  I  have  never  seen  the  authority  for  this  statement. 
The  man  who  made  it  must  have  been  a  wizard  to  figure  the  per- 
centage so  accurately.  Perhaps  it  has  as  much  sonuH  haAia  as  the 
following  statement  made  by  tir.  Rothschild,  of  the  Business  Men's 
National  Tax  Committee : 

The  taxation  committee  of  the  National  Retail  Dry  Goods  Association,  composed  of 
treasurers  and  comptrollers  of  some  of  the  largest  department  stores  in  the  country, 
has  published  the  statement  that  every  dollar  spent  by  the  consumer  pays  for  56  cents 
worth  of  merchandise  and  25  cents  worth  of  pyramided  profits  tax. 

It  is  a  lamentable  fact  that  the  tax  committee  of  the  National  Retail  Dry  Goods 
Association  in  their  report  do  say: 

"  It  is  generally  admitted  that  the  present  taxes  and  their  pyramiding  have  resulted 
in  a  tax  content  in  the  present  sales  dollar  of  apmoximately  25  per  cent.'* 

I  wrote  the  managing  director  of  the  National  Retail  Dry  Goods  AssooiAtion  to  find 
out  if  this  statement  was  the  result  of  any  investigation  on  their  part  and  received  the 
replv  in  which  he  says: 

"You  will  note  that  our  taxation  committee  does  not  make  this  statement  upon  its 
own  authority,  nor  as  the  result  of  its  own  study.  The  committee  repeats  the  etate> 
ment  which  was  made  by  several  of  the  governmental  departments,  notably  the 
Department  of  Justice,  and  which  I  believe  was  later  supported  by  a  statement  which 
camo  from  one  of  the  deputies  of  the  Biu^au  of  Internal  Revenue." 

Mr.  Pliunb  then  comments  [reading] : 

Tills  is  an  illustration  of  the  care  taken  to  verify  statements  by  the  various  advocates 
of  the  turnover  tax  before  repeating  them.  As  a  matter  of  fact,  it  is  evident  that  the 
National  Retail  Dry  Goods  Association  made  the  report  based  on  statements  calcu- 
lated  by  the  Business  Men's  National  Tax  Committee,  and  then  the  Business  Men's 
National  Tax  Committee  referred  to  this  report  as  authority  for  their  own  statement. 

Senator  Smoot.  Mr.  Plumb  takes  the  position  that  that  statement 
is  not  true  1 

Mr.  Peacock.  He  takes  the  position  that  it  is  not  so  sacred  as  it 
has  been  made  out  to  be,  nor  so  authoritative. 

Senator  Smoot.  Do  you  take  the  position  that  it  is  not  true  ? 

Mr.  Peacock.  I  do  not  know  whether  it  is  true  or  not. 

VXBWS  OF  F.  &.  PLTTMB.  OF  FAYETTE  R.  PLUMB  (inrC),  PKILADSLPHXA,  PA. 

Widespread  publicity  has  baen  given  to  misstatements  based  upon  superficial 
calculations  of  the  cumulative  effect  of  a  turnover  sales  tax.  It  is  amazing  to  see 
such  statements  accepted  as  correct  when  the  slightest  thought  would  show  how  incom- 
plete they  are.  The  Bache  Review,  for  instance,  quotes  a  table  to  show  what  a  turn- 
over tax  at  1  per  cent  would  amount  to  on  a  loaf  of  bread.  The  different  taxes  in- 
cluded in  these  calculations  are  the  tax  on  the  wheat  when  it  leaves  the  farm,  the 
tax  on  the  flour  when  it  leaves  the  miller,  the  tax  on  the  loaf  of  bread  when  it  leaves 
the  baker.  Perhaps  the  tax  which  the  farmer  would  pay  on  his  fertilizer  and  hia 
farm  equipment  would  not  increase  the  price  of  the  wheaV  ^^  ^^^  ^^,  ^^^  miller'a 
tiour,  however,  would  certainly  be  increased  by  the  numerous  taxes  paid  on  every- 
thing else  besides  wheat  which  he  buys— on  the  flour  barrel,  on  his  coal,  and  on  all 
the  other  expenses  for  operating  his  inill  as  well  as  by  the  comparatively  small  tax 
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paid  on  the  wheat  itself.  The  cost  of  the  baker  who  makes  the  flour  into  bread 
would  be  increased  not  only  by  the  tax  on  the  flour  but  certainly  also  by  the  tax  on 
everything  else,  except  water,  he  used  in  making  the  bread — on  the  coal  for  his  hake 
ovens  and  on  every  other  purchase  he  made.  The  cost  of  the  flour  is  not  over  00  per 
cent  of  the  cost  of  the  loat.  No  allowance  whatever  is  made  for  the  cumulative  tax 
on  these  other  expenditures.  The  calculations  also  stop  with  the  sale  by  the  baker. 
Bread  is  not  usually  sold  directly  from  the  baker  to  the  consumer,  so  there  would  be 
at  least  one  more  sale  with  its  full  1  per  cent. 

The  same  criticism  can  be  made  of  the  illustration  given  by  Mr.  Charles  E.  Lord, 
showing  the  cumulative  effect  of  a  1  per  cent  turnover  tax  on  the  sale  of  a  yard  of 
cotton  cloth.  He  says,  ''From  this  table  we  learn  that  although  the  cotton  passed 
through  seven  hands  in  the  course  of  its  manufacture  into  cloth  and  distribution 
and  paid  a  sales  tax  each  time,  yet  the  total  represented  but  12.4  cents  on  $4.50  worth 
of  cotton  cloth,  or,  as  stated,  less  than  3  per  cent.'l  The  taxes  which  Mr.  Lord  adds 
up  to  make  his  total  are  only  tiie  taxes  on  the  cotton,  the  yam,  the  dyes,  and  supplies 
and  the  cloth  itself  as  they  passed  through  the  different  hands.  No  allowance  at  all 
is  made  for  the  taxes  which  would  be  paid  by  the  spinner  or  the  weaver  or  the  dyer 
on  the  other  purchases  made  to  operate  their  plants  or  the  jobber  and  the  retailer 
in  the  cost  of  conducting  their  business. 

Another  illustration  referred  to  by  Mr.  Rothschild  shows  the  cumulative  effect  of 
a  turnover  tax  of  1  per  cent  on  the  sale  of  an  automobile  tire  would  be  3J  per  cent. 
In  reaching  this  total  the  same  error  is  made  of  considering  only  the  effect  of  the  tax 
on  the  raw  materials.  The  raw  materials  shown  in  the  table  total  less  than  one- 
third  the  cost  of  the  finished  tire.  No  allowance  has  been  made  for  any  taxes  on 
purchases  that  would  be  paid  in  connection  with  the  manufacture  of  this  raw  material 
into  the  flni^ed  tire.  And  remember  these  would  be  cumulative  taxes  which  had 
increased  the  cost  of  every  step  in  every  process  in  transforming  crude  rubber  and 
raw  cotton  into  a  finished  tire.  The  cost  of  conducting  the  business  of  the  dealers 
and  consequently  the  margin  thev  would  have  to  add  would  likewise  be  increased. 
Next  time  you  see  one  of  these  tables  that  purport  to  efcow  the  cumulative  effect  of  a 
1  per  cent  turnover  tax  just  analyr.e  it  for  yourself. 

The  most  consen^ati^  e  of  the  advocates  of  a  sales  tax  propose  to  raise  $2,000,000,000 
by  it.  I'his  is  twice  as  much  as  the  excess-pro'' ts  tax  and  the  corporation  income  tax 
combined  are  expected  to  produce  this  year.  All  this  money,  whether  it  is  passed  on 
or  not.  has  to  be  paid  to  the  Government  in  the  f  rst  place  by  business.  It  will  come 
from  tne  multitude  of  little  taxes  piling  up — the  little  leaks  that  niin  business.  All  of 
these  taxes  will  increase  not  only  the  cost  of  raw  materials  but  all  the  costs  of  operating 
any  business.  Is  this  going  to  help  you  to  reduce  costs  so  that  prices  can  be  reduced 
to  a  point  where  the  indi\  idual  consum.er  will  buy? 

Now,  just  suppose  that  the  beautiful  scheme  of  passing  the  tax  on  to  the  consumer 
should  fail  and  business  should  not  be  able  to  collect  a  considerable  portion  of  the 
$2,000,000,000  they  are  expected  to  pay.  The  serious  and  dangerous  situation  to 
business  is  that  this  tax  would  have  to  be  paid  whether  a  business  made  money  or  not. 
If  it  lost  money  the  tax  would  be  payable  just  the  same.  In  a  year  of  losses  it  m.ight 
be  the  additional  expense  that  would  produce  insolvency.  Do  not  let  us  be  fooled  by 
any  statement  that  tliere  is  some  peculiar  ^  irtue  in  a  tax  on  all  sales  that  will  make  it 
more  easy  to  pass  on  than  a  tax  on  profits.  In  either  case  the  tax  can  be  passed  on 
when  the  demand  is  strong  enough  for  business  to  make  a  profit  after  paving  taxes. 
Either  form,  of  tax  w^ill  come  out  of  pro'Hs  when  consumers  will  not  pay  prices  above 
co3t  including  taxes.  The  important  difference  is  that  a  tax  on  profits  is  levied  only 
when  a  business  makes  money,  while  taxes  on  sales  may  be  added  to  losses. 

The  whole  basis  of  the  turnov  er  tax  is  unfair.  It  bears  no  relation  whatev  er  to  the 
a>>ility  of  any  particular  form  of  business  to  pay  the  tax.  It  sounds  fair  to  say  tax  the 
sale  of  everything  at  the  same  rate,  but  it  is  most  unfair  to  the  business  with  a  (  uir  k 
turnover.  The  only  source  from  which  a  business  can  pay  taxes  without  impairing  its 
capital  is  from  net  promts,  and  one  business  may  have  \ery  large  sales  with  a  sii  all 
net  pro^t  on  each  sale,  while  another  business  will  ha-  e  small  sales  in  c  omparison  with 
the  investment  in  the  business  and  must  therefore  secure  a  large  net  proft  on  each 
sale.  We  do  not  secure  e'^uality  by  taxing  alike  things  which  are  so  unlike  as  the 
sales  of  different  commodities  and  different  forms  of  business.  K\  en  when  wo  c ompare 
di^Terent  kinds  of  manufacturing  we  find  startling  di; 'erences  in  the  >  olum.e  of  sales 
compared  to  the  investment  and  compared  to  the  net  profits.  In  other  words,  the 
turnover  in  some  lines  of  manufacturing  is  much  mote  rapid  than  in  others.  Anyone 
by  looking  over  the  financial  statements  of  various  manufacturing  companies  can 
verify  this. 

5340a— 21 ^19 
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The  following  are  some  examples  taken  at  random  from  published  financial  state 
ments: 


Manufacturer  of— 


Percentaf^e 

of  net  profit 

on  sales. 


Percent  a^e 
of  profit 
which  1 
percent 
sales  tax 

would 

equal. 


Cutlery 

Electrical  machinery 

Automobile  bodies 

Drop  forcings 

SUkknitUng 

Rubber  tires 

Shoes / . 

Cotton  weavers 


21.15 

4.7a 

16.75 

5.05 

15.6 

6.55 

14.95 

6.7 

7.47 

13.4 

6.15 

16.25 

2.87 

35.1 

2.84 

35.2 

Many  examples  could  be  shown  of  much  greater  variations  in  the  manufacturing 
business,  but  tnese  are  enough  to  illustrate  how  much  larger  a  proportion  of  the  profits 
a  1  per  cent  sales  tAx  would  be  when  levied  on  the  manufacturer  with  a  small  invest- 
ment and  large  sales  than  on  one  with  a  large  investment  compared  to  sales.  The 
companies  cited  above  whose  profits  are  the  largest,  turn  their  capital  once  in  about 
one  and  a  half  to  two  years.  Those  whose  profits  on  each  sale  are  the  smallest  turn 
their  capital  three  to  five  times  a  year.  The  man  who  turns  his  capital  most  often  is 
not  necessarily  the  one  who  makes  the  largest  net  profit  on  his  investment.  It  is 
simply  that  his  business  is  organized  along  aif'erent  lines.  The  man  with  four  turn- 
overs a  year  would  pay  four  taxes.    The  man  with  one  turnover  would  pay  only  once. 

These  dirf  erenccs  are  slight  compared  to  the  di  ''erences  we  find  when  we  investigate 
other  forms  of  business.  It  ha«  been  shown,  for  instance,  that  a  1  per  cent  sales  tax 
would  in  a  normal  year  be  equivalent  to  40  per  cent  of  the  net  profits  of  the  wholesale 
hardware  dealer  and  over  50  per  cent  of  the  net  profits  of  the  wholesale  grocery  dealer. 
Is  it  fair  and  equal  treatment  to  impose  a  tax  which  on  a  tool  manufactiu'er  such  aa  we 
are,  would  be  less  than  the  present  corporation  income  tax  of  10  per  cent  and  in  the 
case  of  the  wholesale  grocer  would  be  ^eater  than  a  corporation  income  tax  of  50  per 
cent?  Is  it  fair  to  treat  alike  things  which  are  so  totally  unlike  as  the  relation  between 
turnover  compared  to  net  return  in  different  forms  of  business?  Is  it  fair  to  tax  a 
retail  grocer  who  sells  srigar  on  a  margin  of  net  profit  of  not  over  5  per  cent  at  the  same 
rate  on  each  sale  as  the  Fifth  Avenue  jeweler  wnose  profits  necessarily  are  many  times 
as  large  on  each  sale?  And  remember,  always,  that  these  percentages  represent  only 
the  tax  which  each  business  would  pay  to  the  Government  direct.  If  this  tax  coula 
be  passed  on  there  would  still  be  the  much  larger  taxes  which  would  be  passed  on  to 
each  business  on  its  purchases. 

In  addition  to  the  fact  that  a  tax  on  sales  is  imfair  because  it  would  fall  most  heavily 
on  the  business  with  a  large  turnover  at  a  small  margin  of  profit,  and  accordingly,  gen- 
erally speaking,  on  the  sales  of  necessities  as  compared  to  luxuries,  it  is  also  im&ir  to 
a  single-process  business  as  compared  to  a  business  which  combines  several  conseci^tive 
processes,  either  of  manufacturing  or  distribution .  A  shoe  manufacturer,  for  instance, 
who  carried  on  every  process  from  the  raw  hide  to  the  sale  of  the  shoe  to  the  consumer, 
would  pay  one  sales  tax  instead  of  six  paid  by  his  single-process  competitors.  He 
would  save  in  taxes  as  much  as  the  entire  net  profits  of  some  oi  his  competitors.  Goods 
are  sold  by  manufocturers  to  wholesalers,  from  them  to  retailers,  by  retailers  to  con- 
sumers, and  also  they  are  sold  directly  from  manufacturers  to  retailers  and  in  some  cases 
by  manufacturers  direct  to  consumers.  Some  wholesalers  also  manufacture,  and  some 
large  corporations  manufacture  and  sell  their  products  directly  through  their  own 
chain  of  retail  stores. 

In  the  case  of  sales  made  by  the  manufacturer  through  the  wholesaler,  the  sales 
tax  would  apply  to  the  sale  by  the  manufacturer,  the  sale  by  the  wholesaler,  the  sale 
by  the  retailer.  In  the  case  of  large  corporations  with  chain  stores,  only  one  tax 
would  be  paid,  namely,  on  the  sale  to  the  consumer.  The  tax  paid  by  the  manufoc- 
turer  and  the  tax  paid  by  the  wholesaler  would  be  eliminated.  Would  you  consider 
it  fair  to  relieve  the  big  corporation  from  a  tax  on  sales  which  in  the  case  of  a  competing 
manufacturer  may  be  from  10  to  40  per  cent  of  his  net  profits,  and  in  the  case  of  the 
wholesaler,  30  to  50  per  cent  of  his  net  profita?  \\Tiat  would  you  think  if  Congress 
should  pass  a  law  that  manufacturers  would  have  to  pay  a  corporation  income  tax, 
wholesalers  a  corporation  income  tax,  but  that  any  corporation  engaged  in  the  busi- 
nees  of  manufacturing  articles  which  they  sold  through  their  own  retail  stores  would 
have  to  pay  a  corporation  tax  only  on  the  profits  made  from  the  retail  end  of  their 
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business;  and  yet  that  is  exactly  what  a  1  per  cent  sales  tax  in  place  of  the  coiporation 
income  tax  would  amount  to,  because  they  would  pay  no  tax  on  sales  as  manuracturers 
or  as  wholesalers.    Is  that  fair?    Mr.  Bacne  comments  on  this  objection  as  follows: 

''The  tendency  of  modem  business  development  has  been  toward  reduction  of  the 
coat  of  distribution.  If  in  the  course  of  that  tendency  it  has  been  found  that  the 
cost  of  distribution  is  reduced  by  business  bein^  more  self-contained,  viz,  by  corpora- 
tions handliiu^  the  various  movements  of  the  articles  themselves,  no  sympathy  for  the 
middle  man  has  prevented  this  movement.  The  ultimate  tendency  will  be  for  all 
business  to  become  more  self-contained.  If  this  tax  should  hasten  the  process  it 
will  only  prove  that  the  tax  is  operating  in  the  spirit  of  the  times.'' 

I  object  most  strenuously  to  such  an  attitude.  I  do  not  feel  that  the  United  States 
Government  should  levy  a  tax  that  would  have  a  tendency  to  drive  out  of  business 
distributors  who  have  proved  their  service  is  worth  what  it  costs  by  surviving  the  test 
of  competition,  or  to  drive  into  combinations  manufacturers  who  have  proven  that 
they  can  conduct  a  single-process  business  eflEiciently  enough  to  meet  tne  competi* 
tion  of  greater  combinations.  Such  businesses  have  obstacles  enough  to  overcome 
without  placing  a  discriminatory  tax  burden  upon  them. 

Mr.  Bache  has  also  an  alternative  suggestion  for  meeting  this  situation.    He  says: 

''In  most  large  self-contained  corporations  intercompany  bookkeeping  must  prevail 
in  order  that  theprofits  of  each  stage  of  the  business  may  be  carefully  checked  and 
accounted  for.  Tne  1  per  cent  tax  will  apply  to  each  movement  of  intercompany 
bookkeeping  or  operation." 

On  what  basis  could  a  1  per  cent  tax  on  intercompany  sales  be  levied?  How  would 
the  price  be  arrived  at?  Would  it  be  the  market  price,  charged  by  competitors? 
If  80,  who  would  establish  what  this  price  was  for  each  particular  bookkeeping  trans* 
fer?  Would  each  movement  be  taxed  on  the  basis  of  cost?  If  so,  how  would  the 
costs  be  determined?  This  suggestion  of  Mr.  Bache 's  is  not  new.  It  is  the  very 
first  thought  that  occurs  to  anyone  in  a  way  of  overcoming  this  difficulty;  but  even 
a  slight  investigatj'  ^  shows  that  the  problems  presented  are  absolutely  beyond  the 
ability  of  tax  collov..       to  solve.    Mr.  Bache  also  says: 

"Any  large  corporate  combination  which  does  not  keep  intercompany  books  can 
be  taxed  as  under  tha  Canadian  law,  up  to  2  per  cent  i!n  the  event  of  these  combining 
three  separate  developments  of  the  product  and  3  per  cent  in  a  combination  of  five, 
only  1  per  cent  of  which,  however,  in  either  case  it  can  pass  on  to  the  consumer  to 
whom  it  sells. " 

Is  this  the  simplicity  of  a  1  per  cent  general  turnover  tax?  The  uncertainty  and 
the  need  for  investigation  under  the  excess  profits  tax  which  are  almost  the  strongest 
reasons  for  its  repeal,  would  appear  simple  compared  to  any  such  determination  of 
the  proper  rate  ot  sales  tax  for  each  particular  business  by  the  Revenue  Department. 
To  vary  the  rate  of  the  sales  tax  in  accordance  with  the  processes  eliminated  by  any 
particular  business  would  require  a  knowledge  which  the  Revenue  Department 
never  could  posseas.  Can  any  revenue  officer  determine  that  we  buy  our  own  stand- 
ing timber  and  make  the  finished  handles  which  we  drive  into  our  tools,  whereas 
some  of  our  competitors  buy  the  timber  from  lumbermen  and  others  buy  the  handles 
outright? 

It  IB  interesting  to  know  that  not  only  American  business  men  when  they  see  both 
sides  of  this  question  see  the  imfaimess  of  the  sales  tax,  but  also  that  the  greatest 
organization  of  manufacturers  in  Great  Britain,  that  is,  the  Federation  of  British 
Industries,  came  to  the  same  conclusion.    They  report: 

"The  taxation  committee  of  the  federation  gave  long  and  serious  consideration  to 
the  turnover  tax  during  its  study  of  the  possible  alternatives  to  the  excess  profit 
duty  and  came  'reluctantly'  to  the  conclusion  that  the  objections  were  too  great. 
*  *  *  In  view  of  the  facts  it  seemed  to  the  committee  that  no  flat  percentage  rate 
could  be  fair.  The  committee  then  considered  the  alternative  plan  of  decidingby 
means  of  some  appropriate  tribunal  the  rate  of  tax  for  each  separate  industry.  This 
plan  presented  two  serious  difficulties.  In  the  first  place  it  did  not  seem  to  touch 
cases  of  vertical  combination  of  the  kind  found  in  the  manufacture  of  steei  products. 
In  the  second  place,  any  scheme  of  differential  tax  would  be  upset  in  the  cases  of 
industrial  firms  which  have  complex  works  and  manufacture  commodities  which 
fall  within  the  fields  occupied  by  other  industries. " 

One  of  the  reasons  whicn  led  me  to  oppose  a  sales  tax  in  spite  of  the  fact  that  I  am 
a  manufacturer  in  an  industry  on  which  the  tax  would  apparently  fall  the  lightest, 
was  that  I  saw  the  harmful  effect  it  would  have  on  business  generally  in  causing 
changes  in  established  business  forms  of  organization  and  practices  in  order  to  evade 
the  tax.  We  did  not  want  our  customers  to  ask  us  to  appoint  them  our  agents  with 
a  consigned  stock,  so  that  they  would  not  have  to  pay  a  t^  which  chain  stores  would 
escape.  We  did  not  want  to  be  driven  into  encouraging  the  growth  of  chain  stores 
or  of  the  laige  catalogue  houses  to  save  a  lax  on  wholesale  sales  which  would  amount 
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to  40  per  cent  of  the  wholesaler's  net  profit.    We  did  not  want  tha  lai^e  wholesale 
hardware  houses  to  undertake  the  manufacture  of  tools  in  order  to  escape  the  tax. 

A  favorite  way  of  meeting  the  objections  I  have  cited  to  a  sales  tax  is  to  say  that 
the  tax  on  each  sale  is  so  small  that  the  disadvantage  to  which  any  particular  business 
might  be  put  is  negligible  as  compared  to  the  d£advantage  which  now  exists.  It 
does  not  seem  to  me,  however,  a  small  disadvantage  for  a  business  like  the  wholesale 
grocers  to  pay  a  tax  of  50  per  cent  of  their  net  profits  and  a  tool  manufacturer,  like 
ourselves,  to  pay  a  tax  of  10  per  cent.  This  is  an  advantage  which  we  do  not  want, 
because  we  know  such  inequality  in  taxation  would  hurt  business  generally,  and  the 
success  of  our  business  depends  upon  general  prosperity.  It  might  be  that  the  10 
per  cent  that  we  would  pay  directly  to  the  Government  would  be  less  tlian  our  share, 
out  we  are  large  purchasers  as  well  as  sellers,  and  we  can  see  that  the  cumulated  tax 
on  our  purchases  would  be  far  heavier  than  the  tax  on  our  sales.  It  is  not  a  small 
thing  for  a  wholesale  hardware  jobber  to  have  to  pay  a  tax  equal  to  40  per  cent  of  his 
net  profits  which  his  competitor,  the  catalogue  house,  would  not  have  to  pay. 

So  far  I  have  tried  to  show  you  how  this  tax  would  affect  your  business.  1  believe, 
however,  the  strongest  ars^ument  against  it,  and  the  one  which  will  appeal  the  most  to 
you,  is  the  effect  it  woula  have  upon  consumers  among  the  poorer  classes  of  our  popu- 
lation. The  claim  that  a  turnover  sales  tax  would  reduce  the  cost  of  living  is  pre- 
posterous. 

Messrs.  Bache,  Rothschild,  and  others  refer  constantly  to  a  statement  that  'Hhe 
Department  of  Justice  in  making  investigations  under  the  Lever  Act  came  to  the 
conclusion  that  the  pyramided  profits  tax  added  2.3.2  per  cent  to  the  price  to  the 
consumer. ' '  I  have  never  seen  tne  authority  for  this  statement.  The  man  who  made 
it  must  have  been  a  wizard  to  figure  the  percentage  so  accurately.  Perhaps  it  has 
as  much  sound  basis  as  the  following  statement,  made  by  Mr.  Rothschild,  of  the 
Business  Men's  National  Tax  Committee: 

•*The  taxation  committee  of  the  National  Retail  Dry  Goods  Association,  composed 
of  treasurers  and  comptrollers  of  some  of  the  largest  department  stores  in  the  country, 
has  published  the  stitement  that  every  dollar  spent  bv  the  consumer  piys  for  75 
cents  worth  of  merchandise  and  25  cents  worth  of  pvramided  profits  tax. 

It  is  a  lamentable  fact  that  the  tax  committee  of  the  National  Retail  Dry  Goods 
Association  in  their  report  do  say: 

"  It  is  generally  admitted  that  the  present  taxes  and  their  pyramiding  have  resulted 
in  a  tay  content  in  the  present  sales  dollar  of  approximately  25  per  cent." 

I  wrote  the  managing  director  of  the  National  Retail  Dry  Gooas  Association  to  find 
out  if  this  statement  was  the  result  of  any  investigation  on  their  pirt  and  received  a 
reply  in  which  he  says: 

•'You  will  note  that  our  taxation  committee  does  not  make  this  statement  upon 
its  own  authority,  nor  as  the  result  of  its  own  study.  The  committee  repeats  the 
statement  which  was  made  by  several  of  the  Government  depirtmente,  notably  the 
Department  of  Justice,  and  which  I  believe  was  later  supported  by  a  statement 
which  came  from  one  of  the  deputies  in  the  Bureau  of  Internal  Revenue." 

This  is  an  illustration  of  the  care  taken  to  verify  statements  bv  the  various  advo- 
cates of  the  turnover  tax  before  repeating  them.  As  a  matter  of  fact,  it  is  evident 
that  the  National  Retail  Dry  Goods  Association  made  their  report  based  upon  state- 
ments circulated  by  the  Business  Men's  National  Tax  Committee,  and  then  the 
Business  Men's  National  Tax  Committee  referred  to  this  report  as  authority  for  their 
own  statement. 

It  does  not  matter  how  much  nor  how  little  the  prices  of  commodities  have  been 
increasfd  bv  the  excess  profits  tix.  We  are  all  agreed  that  the  excess  profits  tax  is 
to  be  repealed,  and  the  business  conditions  confronting  us  are  very  different  from 
what  thev  were  a  year  ago.  I  think  I  have  already  shown  you  that  ill  us  tmt  ions 
used  bv  those  who  advocate  a  turnover  tax  to  show  how  little  it  would  increase  the 
cost  of  anv  commodity  are  entirely  unreliable.  There  is  no  way  in  which  a  percentage 
could  be  fiafured  to  show  how  much  the  multitude  of  sales  taxes  would  add  to  the  cost 
of  anv  particular  article.  It  is  entirely  a  question  of  the  extent  to  which  they  can  be 
passed  on.  If  sales  taxes  are  passed  on  to  the  consumer  to  a  greater  extent  than  a 
tax  on  not  profits  would  be  passed  on,  they  will  increase  the  cost  of  living  that  much 
more.  Taxes  whicli  start  with  the  raw  material  and  carry  through  every  process 
to  the  final  consumer  are  certainlv  just  as  likelv  to  be  loaded  as  are  taxes  on  profits. 
The  advocates  of  the  sales  tax  tell  business  men  that  the  tax  will  be  passed  on  and  tell 
the  consumers  that  thev  will  reduce  the  cost  of  living.  Such  statements  are  con- 
tradict>rv  and  hvpocritical  on  their  face.  The  truth  probably  is  that  whether  the 
taxes  which  business  pays  are  levied  on  sales  or  net  profits,  they  will  be  passed  on 
when  business  ia  good  and  come  out  of  profits  when  business  is  poor.  The  unfairness 
of  a  general  sales  tax  at  a  uniform  rate  to  the  consumer  is  that  it  would  fall  most  heavily 
on  the  necessities  of  life  and  lighter  on  luxuries.  Does  any  of  us  believe  that  the 
sale  of  a  loaf  of  bread  should  pay  a  tax  at  the  same  rate  as  the  sale  of  a  diamond? 
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Another  element  of  unfairness  is  that  a  sales  tax  would  fall  upon  the  entire  income 
of  the  poor  and  only  part  of  the  income  of  the  rich.  A  poor  man  necessarily  spends 
his  entire  income  to  live  ui>on.  T  he  rich  man  spends  but  a  part  of  it.  It  is  of  course 
true  that  those  who  possess  taxable  incomes  would  have  to  pay  an  income  tax  in 
addition  to  such  part  of  sales  taxes  as  were  passed  alonp[  on  their  purchases.  But 
remember  that  it  is  proposed  to  raise  two  billions  of  dollars  by  a  turnover  sales  tax 
alone,  or  nearly  twice  as  much  as  from  taxes  on  personal  income. 
-  It  is  proposed  in  order  to  correct  this  situation  to  increase  the  exemption  from  one 
and  two  thousand,  respectively,  for  unmarried  and  married  men  to  $2, COO  and  5,000. 
This  would  certainly  be  a  move  in  the  wrong  direction  and  would  not  meet  the  situa- 
tion at  all,  because  it  would  relieve  from  the  income  tax  only  those  whose  incomes 
are  between  the  present  exemptions  and  the  raised  exemptions.  It  would  not  relieve 
at  all  the  very  people  who  need  it  the  most:  that  is.  those  whose  incomes  now  are  below 
$2,000  per  year.  These  are  over  80  per  cent  of  our  population.  1  hey  are  the  only 
ones  who  have  to  spend  every  cent  they  get  for  necessities  or  slight  comforts.  1  hey 
can  not  buy  luxuries.  '>  hey  are  the  people  who  v/ill  not  be  able  to  see  the  justice  of  a 
tax  on  the  sale  of  necessities  at  the  same  rate  as  a  tax  on  luxuries.  1  shoula  not  think 
there  would  be  much  chance  of  convincing  these  people  that  a  proposal  to  replace 
the  excess-profits  tax  and  the  higher  rates  of  taxes  on  personal  income  with  a  turnover 
sales  tax  was  not  a  selfish  attempt  on  the  part  of  the  more  prosperous  to  shift  two 
billions  of  taxes  from  their  shoulders  to  those  less  able  to  bear  it.  Most  especially 
would  such  a  tax  proposal  seem  unreasonable  if  to  it  was  added  an  attempt  to  secure 
the  repeal  of  any  large  portion  of  the  sales  taxes  already  in  force.  1  here  undoubtedly 
are  some  of  these  sales  taxes  which  are  unjust  or  which  do  not  produce  sufficient 
revenue  to  justify  their  continuance.  Such  particular  cases  can  be  remedied;  but  it 
would  create  a  much  more  unfair  situation  even  to  business  itself  if  we  should  substi- 
tute for  them  a  tax  that  would  fall  just  as  heavily  on  necessities  as  it  would  on  luxuries, 
and  that  would  be  ten  times  as  great  on  some  forms  of  business  as  it  would  be  on  others. 

It  makes  an  appeal  to  us  to  say  that  even  the  poorest  should  help  to  support  the 
Government  and  that  the  whole  burden  should  not  be  thrown  upon  business  and 
those  who  are  now  paying  personal  income  tax.  As  a  matter  of  fact,  present  con- 
sumption taxes,  that  is,  tlie  sales  and  excise  taxes  now  in  force,  yield  a  revenue  greater 
than  the  income  tax  with  all  its  high  surtaxes. 

Do  you  suppose  that  a  general  turner  er  tax  which  it  is  not  proposed  should  be  paid 
as  a  tax  by  the  purchaser,  but  simply  added  to  the  price,  would  be  recognized  by  the 
a-v  erage  consumer  as  his  contribution  toward  the  support  of  the  ( -  o-\  emir.ent?  Wouldn't 
he  look  upon  the  resulting  advance  in  the  price  of  necessities  as  being  another  indica- 
tion of  pro'teering?  The  proposal  of  the  sales  tax  advocates  to  in<  rease  the  amount 
of  exemption  from  the  personal  income  tax  would  simply  reduce  the  number  of  con- 
scious taxpayers.  A  sa^es  tax  which  was  reflected  simply  in  the  increased  prices  of 
necessities  and  perhaps  a  reduction  in  the  prif  e  of  luxuries  would  not  make  the  a*  erage 
citizen  feel  anv  increased  pride  in  his  citizenship. 

The  tiirno*  er  tax  is  not  only  unfair  and  dangerous  to  business  and  unfair  to  those 
members  of  our  population  who  c  an  least  aford  to  pay  it,  but  there  is  no  reliable  basis 
to  make  e\  en  an  intelligent  guess  as  to  what  it  would  produce.  The  -v  ariations  in  the 
estimates  of  its  jdeld  are  so  great  that  it  would  be  laughable  if  it  were  not  serious. 

Some  of  them  say:  Tax  committee  of  the  National  i^ ssociation  of  Manufacturers, 
six  billion  se  en  hundred  and  twenty  million;  the  Fache  Review,  April,  1020,  ti^e 
billion;  Mr.  Rothschild,  l-usiness  Men's  National  Tax  Corcniittee,  three  billion;  Mr. 
Charles  E.  I  ord,  two  billions;  Joseph  S.  McCoy,  Treasurv  expert  on  com.modities, 
excluding  sales  of  senice,  real  estate,  etc.,  one  billion  two  hundred  million. 

The  T^nig  Trade  Weekly  in  its  issue  of  March  2G,  basing  its  estimates  on  the  French 
experience  says: 

'  'A  re-  enue  of  two  billion  from  the  sales  tax  will  make  up  any  de'^ciency  from  loss 
of  other  re~  enue  and  the  elinr.ination  of  the  objectionable  features  of  the  present  tax 
law.  That  this  will  te  reached  by  the  imposition  of  the  new  tax  at  the  rate  of  two- 
tenths  of  1  per  cent  seem.8  entirely  ])ro])able." 

According  to  this  guess  a  1  i)er  c  eiit  rate  would  produce  o  er  ten  l.illionp.  ^^r.  Jules 
S.  Bache  has  now  reduced  his  estimate  to  ^ 8,000. 000,000,  but  in  a  speech  hefore  the 
Econonic  Club  said  that  no  one  can  ostim.ate  within  ?1 ,000,000,000  of  what  a  1  j^er  cent 
sales  tax  would  produce. 

Xow  let  us  remembpr  that  this  tax  is  to  be  collected  in  the  first  instance  from  busi- 
ness regardless  of  whether  or  not  it  is  passed  on.  Po  business  men  want  to  pav  to  the 
Government  a  billion  dollars  m.ore  or  less  than  may  be  neerled?  For  (^ongress  to  levy 
a  tax  on  this  basis  would  m.aVe  them  the  laughing  stock  of  the  world. 

Mr.  Fa  he  -av.'  "The  ^ale  tax  wo'  l^l  p-o  on  uninte'rupted  forever  withciit  injurinir 
the  capital  from  whi'  h  it  wa  drawn  and  would  hardly  t'U(  t'  ate  more  than  an  a\  cage 
of  10  pe-  rent  pe*  annum  in  it    yiel  1.  ' 
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We  know  that  wholesale  prices  as  shown  by  Bradstreet's  Index  have  declined  40 
per  cent.  In  addition  to  this,  the  volume  of  sales  is  decidedly  less.  How  does  Mr. 
Bache  figure  10  per  cent  as  tne  extreme  variation  in  a  sales  tax  with  these  facts  so 
generally  known?  It  might  be  true  that  taxes  based  on  net  profits  would  vary  more 
than  taxes  on  sales.  I  have  heard  this  disputed,  but  at  any  rate  the  Treasury  Depart- 
ment has  past  records  to  go  upon  in  basing  their  calculations  upon  the  yield  of 
income  taxes  and  seem  to  far  to  have  been  pretty  accurate  in  forecasting  what  tne  yield 
would  be. 

A  general  sales  tax  would  be  an  experiment  in  this  country  contrary  to  the  experi- 
ence of  other  ci\dlized  countries.  Those  who  have  been  carrying  on  the  propaganda 
for  a  turnover  tax  used  to  point  to  Canada  as  an  example.  They  now  admit  that  the 
Canadian  sales  tax  is  not  at  all  what  they  propose.  It  is  a  tax  limited  to  the  sales 
of  finished  articles,  with  not  more  than  tlu'ee  turnovers,  and  accompanied  with  a 
long  list  of  exemptions  and  a  variety  of  other  sales  taxes  at  varying  rates.  The  whole- 
saler, retailer,  and  credit  men  in  Canada  are  already  backing  a  movement  to  have  all 
the  tax  paid  **at  the  source,"  viz.,  by  the  manufacturers,  m  order  to  make  evasion 
more  difficult.  Germany  and  France  are  pointed  to  as  examples  of  the  successful 
application  of  a  general  turnover  tax.  Not  much  has  been  learned  about  Germany, 
but  we  know  it  was  the  last  desperate  resort  of  the  French  people  after  exhausting 
every  other  conceivable  form  of  taxation,  and  that  in  spite  of  the  statements  which 
have  been  made  to  the  contrary,  the  truth  is  that  it  has  not  been  successful.  The 
New  York  Times  of  Simday,  March  13,  prints  a  wireless  report  from  Paris  as  follows: 

''French  business  men  have  learned  to  escape  paying  tne  tax  on  business  transax>- 
tions.  This  tax,  put  into  effect  last  year,  was  expected  to  yield  huge  returns  inasmuch 
as  it  was  levied  upon  every  business  transaction  at  every  stage.  But  not  only  has  it 
never  produced  what  it  should,  but  it  has  fallen  off  every  month  until  the  receipts  for 
January,  published  to-day,  are  about  one- third  of  what  they  should  be.  It  seems  that 
skillful  bookkeeping  can  do  wonders  toward  getting  exemptions  from  this  payment. 

•'Last  September  this  tax  produced  290.000,000  francs,  in  October  205,000,000,  in 
November,  203,000,000,  in  December  183,000,000,  in  January  151,000,000.  Since 
it  has  been  in  effect  the  tax  has  produced  1,270,000,000  instead  of  the  2,900,000,000 
calculated  to  be  due. 

"The  total  French  receipts  from  indirect  imports  and  monopolies  in  February  was 
921.000,000  francs." 

The  yield  of  the  tax  has  rapidly  fallen  of!  each  month .  The  economist  of  the  French 
high  commission  told  me  in  April  that  the  revenue  it  is  producing  is  about  one-eighth 
of  the  total  revenue  derived  from  taxation,  and  yet  the  most  conservative  of  the 
sales  tax  advocates  want  us  to  raise  at  least  one-half  of  the  revenue  required  by  the 
Government  through  such  a  tax.  The  countries  that  are  left  to  point  to  as  examples 
of  a  successful  sales  tax  are  Mexico  and  the  Philippines.  Perhaps  Mexico  is  a  good 
example,  I  do  not  know,  but  it  is  evident  that  to  compare  the  working  of  a  tax  they 
have  in  the  Philippines  with  a  turnover  tax  proposed  for  the  United  States  requires  a 

Seat  stretch  of  the  imagination.  Great  prominence  has  been  given  to  an  article  by 
r.  Martin  R.  Bourne,  \ice  president  of  the  Manila  Trading  &  Supply  Co.  He  says: 
"The  Philippine  tax  rests  primarily  upon  the  merchants'  sales  of  commodities.  It 
includes  a  supplementary  equivalent  tax  on  common  carriers  and  others  and  provides 
an  exemption  for  farmers,  but  substantially  it  is  a  merchant's  tax  *  *  *  Perhaps 
the  clearest  evidence  of  this  is  to  take  a  typical  statement  of  cost  and  selling  price  of 
my  own  company  on  an  important  article  selling,  we  will  say,  at  about  $1,200.  This 
statement  reads: 

Net  price  f.  a.  s.  New  York $749. 00 

Ocean  freight 109. 25 

Marine  insurance 4. 70 

Cost  of  landing 862. 95 

Exchange 27. 57 

Interest. 13, 40 

Bank  commission 7. 85 

Custom  charges 11. 30 

Lighterage,  etc 6. 20 

Unpacking,  setting  up,  etc 87. 25 

Profit,  15  per  cent  of  cost 155. 00 

Government  revenue  tax 11. 83 

Total 1,183.35 

'Selling price,  ^-2,367." 
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It  appears  to  me  that  these  very  statements  by  Mr.  Bourne  indicate  the  difference 
between  such  a  tax  in  the  Philippines  and  a  turnover  tax  on  every  eale  from  the  raw 
material  through  all  the  complicated  turnovers  of  American  industry  and  our  varied 
systems  of  distribution  to  the  ultimate  consumer.  Certainly  such  a  tax  in  the  United 
States  would  not  be  confined  to  merchants'  sales  of  commodities.  You  will  observe 
that  farmers  are  exempted.  The  tax  is  not  leided  on  exports.  Inasmuch  as  there  is 
very  little  industrial  development  in  the  Philippines  outside  of  agriculture,  the  tax 
must  necessarily  fall  almost  entirely  on  merchants'  sales  of  imports.  I  think  that 
Judge  Wilfley,  who  had  an  active  part  in  the  framing  of  this  tax  in  the  Philippines, 
let  the  cat  out  of  the  bag  when  he  told  the  Xew  York  State  WTiolesale  Grocers  in  effect 
that  it  was  de\'ised  to  meet  a  requirement  by  the  United  States  Government  at  Wash- 
ington that  the  Philippines  should  not  be  solely  dependent  upon  customs  duties  for 
their  revenue.  The  inhabitants  of  the  Philippines  were  accustomed  to  sales  taxes  on 
everything  under  Spanish  rule.  They  were  extensively  resorted  to  by  Spain  to 
extort  large  revenues  out  of  her  colonies.  These  multitudinous  sales  taxes  were  re- 
garded as  the  most  serious  obstacles  to  business  prosperity. 

Personally,  I  should  be  inclined  to  give  more  weight  to  the  report  made  by  the 
great  manuracturing  interests  of  Great  Britain  in  the  Federation  of- British  Industries, 
than  to  have  to  turn  to  a  country  where  industrial  conditions  are  so  totally  unlike 
those  in  the  United  States,  to  find  an  illustration  of  the  successful  working  of  a  tax 
which,  even  then,  is  not  the  kind  of  a  tax  which  it  is  proposed  to  fasten  upon  American 
industry. 

The  turnover  tax  makes  a  great  hit  when  only  one  side  of  the  story  is  told,  but  its 
record  is  one  of  consistent  failure  when  both  sides  have  been  presented.  The  enlarged 
tax  committee  of  the  National  Industrial  Conference  Board,  made  up  of  representa- 
tives selected  from  over  100  business  organizations,  decided  against  it.  The  vote  of 
the  referendum  sent  out  by  the  Chamber  of  Commerce  of  the  United  States  was 
against  it.  The  National  Credit  Men's  Association  is  against  it.  The  National  Asso- 
ciation of  Manufacturers  took  a  referendum  which  was  overwhelmingly  in  its  favor. 
No  statement  of  the  case,  however,  accompanied  the  request  for  a  voteby  the  National 
Association  of  Manufacturers  and  affirmative  answers  were  so  strongly  suggested  that 
any  man  who  had  not  studied  the  question  for  himself  and  had  confidence  in  his  offi- 
cers would  naturallv  vote  in  f&yoT  of  a  turnover  tax.  I  imagine  that  most  of  the  men 
in  this  room  have  had  the  arguments  for  a  sales  tax  brought  to  their  attention  and 
have  heard  very  little,  if  anything,  of  the  other  side.  The  propa^nda  in  its  ^vor 
has  been  widespread.  It  may  defeat  the  e£fort  for  a  reasonable  revision  of  the  revenue 
laws.  It  is  easy  for  the  representatives  of  the  farmers  and  the  poorer  classes  of  our 
population  generally  to  denoimce  the  turnover  tax  as  an  attempt  to  shift  two  billions 
of  taxation  irom  bueoness  and  the  rich  men  of  large  incomes  to  the  shoulders  of  the  poor. 
It  would  be  better  to  support  a  program  of  tax  revision  that  is  reasonable  than  to  en- 
courage a  movement  in  mvor  of  a  tax  which  is  most  unequal  in  its  application  to 
various  forms  of  business,  which  threatens  to  produce  insolvency  in  unprofitable 
vears,  and  which  would  be  collected  most  \a,regly  from  the  necessities  of  life.  Five 
nundred  million  from  an  increase  in  customs  outieB,  and  an  increase  in  the  corpora- 
tion income  tax  would  be  the  least  objectionable  method  of  raising  the  revenue  lost 
by  the  repeal  of  the  excess-profits  tax. 

The  corporation  income  tax  has  its  objections,  of  course,  but  they  do  not  compare 
to  the  objections  of  the  excess-profits  tax.  When  the  excess-profits  tax  is  repealed  it 
is  reasonable  to  expect  that  the  revenue  department  can  rapidly  catch  up  on  their 
corporation  income-tax  returns,  and  that  we  can  even  expect  them  to  make  verifica- 
tion of  tax  returns  and  assessment  of  the  proper  amount  before  payment. 

It  is  certainly  better  to  increase  the  least  objectionable  taxes  already  in  force  than 
to  impose  a  multitude  of  new  taxes  which  it  would  require  a  new  army  of  Federal 
job  holders  to  collect.  Imagine  the  tremendous  task  of  cnecking  up  the  sales  of  every 
form  of  business  in  the  United  States.  It  would  not  be  a  particularly  difficult  matter 
to  check  the  return  of  an  honest  business,  but  it  would  take  a  laig^  active,  and  com- 
petent force  to  make  sure  that  all  sales  made  were  included.  The  experience  of 
France  in  this  respect  should  be  a  warning,  unless  we  want  our  revenue  laws  brought 
into  as  great  contempt  as  the  Volstead  Act. 
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STATEMENT  OF  PHIUP  H.  GADSDEN,  PBESIDENT  AKEBICAK' 
ELECTBIC  BAILWAY  ASSOCIATION,  PHILADELPHIA,  PA.,  BEI>- 
BESENT  NG  ALSO  AMEBIC  AN  GAS  ASSOCIATION  AND  NATION  AI. 
ELECTBIC  LIGHT  ASSOCIATION. 

Senator  McCumber.  Mr.  Gadsden,  will  you  please  state  your  name, 
your  residence,  and  whom  you  represent  ? 

Mr.  Gadsden.  My  name  is  Philip  H.  Gadsden.  My  residence  is 
Philadelphia.  I  appear  as  representing  the  American  Electric  Rail- 
wa}^  Association,  the  American  Gas  Association,  and  the  National 
Electric  Light  Association.  I  am  one  of  the  vice  presidents  of  the 
United  Gas  Improvement  Co.,  and  I  am  president  of  the  American 
Electric  Railway  Association.  I  am  also  chairman  of  the  joint  tax 
committee  of  tnese  three  associations.  As  representing  our  com- 
mittee, I  want  to  discuss  with  the  Finance  Committee  the  application 
of  any  proposed  sales  tax  or  turnover  tax  to  regulated  industry. 

Wh'de  the  bill  of  Senator  Smoot  does  not  purport  to  impose  a  sales 
tax  on  street  car  fares  as  such,  or  gas  bills,  there  have  been  sugges- 
tions made,  and  the  general  idea,  I  think,  of  a  great  many  people  in 
discussing  the  subject  is  that  a  sales  tax  should  be  a  comprehensive 
one  and  include  every  transaction. 

I  wanted  to  show,  Mr.  Chairman,  if  such  a  tax  came  up  before  your 
committee,  the  difficulties  of  applying  any  sales  tax  to  a  regulated 
industry.  In  the  first  place,  I  would  say  that  so  far  as  our  informa- 
tion goes  no  sales  tax  now  existing  apphes  to  public  utilities.  I  have 
studied  the  French  act  and  there  they  are  expressly  excluded.  The 
German  act,  I  think,  also  expressly  excludes  public  utilities.  The 
Canadian  act  does  the  same  thing. 

Senator  McCumber.  Well,  does  not  this,  by  implication  at  least, 
exclude  it  ? 

Mr.  Gadsden.  It  does.  I  am  onty  suggesting  that  as  this  discus- 
sion develops  there  may  be  some  members  of  the  committee  who  may- 
offer  an  amendment,  or  the  committee  itself  may  take  into  con- 
sideration how  such  a  tax  should  be  imposed  upon  a  regulated  in- 
dustry, and  I  wish  to  anticipate  a  suggestion  of  that  kind.  The 
Philippine  act  expressly  excludes  public  utilities. 

Mr.  Chairman,  1  want  to  say  that  the  public  utilities  are  not  here 
seeking  to  evade  any  just  share  of  any  taxation.  As  an  industry  we 
are  very  much  in  favor  of  a  sales  or  turnover  tax,  for  the  reasoa 
that  we  believe  its  tendency  would  be  to  increase  the  number  of 
taxpayers,  to  distribute  the  tax  burden  eauitably.  We  believe  that 
a  sales  tax  or  a  turnover  tax  would  be  less  subject  to  cumulative 
effect  than  the  present  tax.  So  we  are  not  here  in  opposition  to  a 
sales  tax,  but  are  throwing  the  full  weight  of  our  industries  in  favor 
of  such  a  tax.  We  simply  want  to  call  the  attention  of  the  com- 
mittee to  the  fact  that  so  far  as  we  are  concerned  there  are  very 
serious  difficulties  in  its  application  in  connection  with  passing  it  on 
to  the  consumer.  For  instance,  take  the  gas  industry.  There  are 
in  the  gas  industry  what  are  known  as  prepayment  meters.     You 

fmt  25  cents  in  the  meter  and  get  25  cents  worth  of  gas.  It  is  a  very 
avored  meter  among  a  certain  class  of  people.  There  are  1,250,000 
such  meters  in  this  country  to-day.  To  make  the  changes  in  such  a 
meter  necessary  to  pass  on  a  sales  tax  to  the  gas  consumer,  which,  of 
course,  is  the  purpose  of  a  sales  tax,  we  estimate  would  cost  about 
82.50    a   meter.     In   other   words,    it   would    cost   something   like 
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$3,000,000  to  the  gas  industry  to  put  itself  in  a  position  to  collect  a 
sales  tax  in  that  wav. 

To  put  it  in  another  way:  To  collect  a  Government  tax  per  con- 
sumer of,  say,  37i  cents,  based  upon  a  1-cent  tax,  the  gas  companies 
would  have  to  expend  $2.50.  It  would  take  about  six  or  seven  years 
for  the  Government  to  collect  enough  tax  to  equal  the  amount  of 
money  which  the  gas  company  had  to  pay  out  in  the  first  instance  to 
collect  it.  So  with  the  application  of  a  sales  tax  to  the  gas  companies 
there  would  be  imposed  upon  them  a  burden  which  would  be  out  of 
all  proportion  to  the  benefit  which  the  Government  would  receive 
and  which  the  gas  companies  could  not  pass  on. 

Take  the  street  car  lare.  We  have  fares  in  this  country  to-day 
ranging  anywhere  from  5  to  10  cents. 

Senator  McCumber.  I  want  to  understand  this  gas  proposition  a 
little  more  clearly,  if  I  can.  A  company  sells  gas  for  home  con- 
sumption. Why  is  it  difficult  for  the  company  to  determine  under 
any  system  that  they  see  fit  just  exactly  how  much  gas  they  have 
sold  and  what  they  received  for  it  ? 

Mr.  Gadsden.  I  was  referring  to  the  class  of  consumers  who  use 
what  they  call  prepayment  meters.  A  consumer  uses  the  meter  like 
one  would  use  a  prepay  telephone. booth.  He  puts  a  quarter  in  the 
meter. 

Senator  McCumber.  I  know;  but  the  company  would  know  when 
it  unlocked  the  box  how  much  money  it  had  received.  It  would  go 
into  its  monthly  account. 

Mr.  Gadsdex.  Unquestionably  the  company  could  account  to  the 
Government,  but  how  could  the  company  collect  from  the  consumer? 

Senator  McCumber.  It  collects  every  time  the  consumer  drops  his 
quarter  in  the  box. 

Mr.  Gadsden.  Say  the  price  of  gas  is  a  dollar  a  thousand  cubic  feet. 
Those  meters  are  now  arranged  to  give  the  consumer  250  cubic  feet 
of  gas  for  a  quarter.  In  order  to  collect  1  per  cent  tax  on  it,  those 
meters  would  have  to  be  changed  so  as  to  furnish  him  with  less  than 
250  cubic  feet  of  gas  for  his  quarter.  Otherwise  we  would  give  him 
the  full  amount  oi  gas  that  he  originally  had  and  we  would  have  to 
try  to  collect  it  from  him.  The  tax  would  fall  upon  the  gas  company. 
Tnose  meters  would  all  have  to  be  changed,  which  would  involve  an 
expense  on  the  industry  of  something  over  $3,000,000. 

It  will  not  take  any  argument  to  show  that  so  far  as  a  street  rail- 
way fare  is  concerned^  there  is  not  any  way  of  passing  onto  the  car 
rider  a  1  per  cent  tax  on  a  6  or  7  cent  fare.  Twenty  per  cent  on  a 
fare  of  5  cents  is  1  cent.  When  you  get  to  a  7-cent  lare,  which  is 
the  average  to-day  in  this  country,  and  apply  a  I  per  cent  tax,  you 
have  something  which  could  not  fee  collected  from  the  car  rider.  So 
that,  Mr.  Chairman,  the  point  is  not  that  there  is  not  some  way  of 

fetting  an  equivalent  tax  from  the  public  utilities,  because  there  is. 
thiuK  in  the  Philippines  to-day  they  have  an  equivalent  tax  upon 
public  utiHties.  They  have  it  in  Canada.  But  the  point  is  that  if 
this  tax  is  to  be  passed  on  you  can  not  get  it  from  the  public  utilities 
in  this  way.  It  must  be  framed  so  as  to  get  the  amount  of  money 
which  would  be  required  in  another  way. 

Another  very  serious  difficulty  is,  being  a  regulated  industry,  we 
have  very  great  difficulty  in  passing  on  any  tax.  For  instance,  there 
are  a  number  of  commissions  in  this  country,  and  courts  also,  which 
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have  refused  to  allow  us  to  include  in  our  operating  expenses  the 
present  income  tax.  Other  jurisdictions  have  allowed  it,  and  I 
think,  there  is  no  question  but  what  that  is  one  of  the  expenses  of 
performmg  service  which  the  ultimate  user  must  pay. 

But  the  point  is,  our  rates  being  the  subject  of  regulation  by  com- 
missions in  different  States,  the  only  way  we  can  pass  on  a  tax  is  for 
Congress  to  specificaDy  say  so. 

So  that  I  would  ask  the  committee  in  any  tax  which  may  be 
framed  seeking  to  get  revenue  from  public  utilities  that  express 
authority  be  given  by  Congress  to  the  public  utility  to  include  it  m  its 
rate. 

We  have  a  precedent  for  that  as  far  back  as  the  Civil  War,  Mr. 
Chairman.  It  was  found  necessary  in  the  last  days  of  the  Civil  War 
to  pass  an  act  imposing  a  tax  on  toll  bridges  and  sta^e  coaches. 
Congress  specifically  provided  that  those  companies  should  have  the 
right  to  add  that  to  their  rates  or  fares,  any  law  to  the  contrary 
notwithstanding.  That  was  found  to  be  necessary  to  protect  those 
rates. 

Mr.  Chairman,  there  is  another  very  much  greater  reason  why  we 
urge  the  support  of  a  sales  or  turnover  tax  than  the  simplicity  of  it, 
than  the  fact  that  it  will  spread  the  burden  out.  While  public 
utilities,  unfortunately,  are  not  subject  to  any  excess-profits  tax, 
and  while  their  income  taxes  amoimt  to  a  very  small  amoimt  of 
money — they  amounted  in  1918  to  only  about  $12,000,000,  for 
the  three  industries  I  represent — while  it  is  true  that  our  stockholders 
and  bondholders  have  suffered  so  that  their  taxes  have  been  very 
greatly  reduced,  I  want  to  call  the  committee's  attention  to  the 
serious  burden  which  the  excess-profits  taxes  and  the  high  surtax^ 
have  in  an  indirect  way  upon  the  public  utilities  business. 

We  have  recently  had  a  studv  made  of  the  effect  of  the  surtaxes 
and  the  income  taxes  upon  the  sale  of  public  utility  securities. 
We  have  been  very  much  aisturbed,  Mr.  Chairman,  to  find  that  under 
the  present  fiscal  and  taxation  laws  of  this  Government  the  taxpayer 
who  is  subject  to  a  surtax  of  over  3  per  cent  can  not  afford  to  buy  a 
public  utility  security  paying  8  per  cent  or  less  in  preference  to  a 
5  per  cent  tax-exempt  bond.  That  means,  Mr.  Chairman,  that  practi- 
cally the  only  purchasers  of  our  securities  must  come  from  the  people 
who  are  in  the  $10,000  class.  The  reason  for  it  is  that  the  public 
utility,  being  regulated  by  law,  its  earnings  being  kept  down  to  prac- 
tically 8  per  cent,  it,  of  course,  can  not  have  any  long-time  securities 
of  a  greater  rate  of  interest. 

I  am  not  trying  to  inject  an  argument  for  exemption  of  securities, 
but  I  am  showing  how  vitally  interested  pubhc  utilities  are  in  any  law 
which  will  spread  out  the  burden  of  taxation  and  which  will  make  it 
possible  for  Congress  to  reduce,  if  not  to  cut  out,  these  very  high  income 
taxes.  The  public  utilities  of  this  country,  including  the  steam 
railroads,  must  every  year  find  new  money  for  their  extensions  and 
betterments.  The  group  I  represent  req^uire  about  $750,000,000 
a  year.  Altogether,  including  steam  railroads,  we  need  about 
$2,000,000,000  of  new  money  every  year.  That  money  must  be 
obtained  in  the  open  market  in  competition  with  these  municipal 
securities.  No  man  with  a  high  income  can  afford  to  buy  our  securi- 
ties, because  we  can  not  afford  to  pay  more  than  6,  7,  or  8  per  cent,  as 
the  law  says  we  can  not  get  more  tha  nthat  amount.     The  investor  is 
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being  driven  by  that  process  away  from  public  utilities  into  municipal 
bonds,  building  school  houses  and  court  houses,  and  public  roads. 
The  effect  of  that,  Mr.  Chairman,  is  this:  In  the  first  place,  the 
^2,000,000,000  of  betterments  which  the  public  requires  can  not  be 
made.  Thejr  have  not  been  made  in  four  years.  We  estimate  that 
the  public  utilities  are  behind  in  actual  necessities — that  is,  the  three 
public  utilities  that  I  represent — at  least  a  billion  and  a  quarter 
now,  owing  to  the  inability  to  get  money. 

The  second  effect  is  that  as  we  fail  year  by  year,  owing  to  oiu* 
inability  to  get  this  additional  new  capital  to  measure  up  to  the 
standard  and  growth  of  our  various  communities,  and  fail  to  render 
the  facilities  which  the  communities  must  have,  there  is  a  growing 
dissatisfaction  in  the  communities  against  oiu*  service  and  an  mcreas- 
ing  demand  on  the  part  of  the  population  to  take  them  over.  It  is 
quite  apparent,  Mr.  Chairman,  that  the  public  wiU  say,  '*  If  you  can 
not  raise  money,  we  can;  we  can  get  all  the  money  we  need  at  5  per 
cent.^'  Therefore,  we  reach  this  anomolous  situation,  that  while 
the  political  policies  of  this  Government  have  been  definitely  and 
firmly  fixed  in  opposition  to  the  municipalization  of  these  utilities, 
the  financial  and  tne  fiscal  policies  of  the  Government  are  inexorably 
driving  us  into  it.  Therefore,  any  tax  whose  tendency  is  to  spread 
out  the  burden;  any  tax  which  will  raise  money  sufficient  to  enable 
this  Government  to  relieve  the  higher  brackets  on  the  surtax  and  the 
income  tax,  is  working  in  the  interests  of  the  public  utilities  and 
immediately  in  the  interests  of  the  users  of  those  facilities  all  over 
this  country. 

STATEMENT  OF  B.  O.  ELLIOTT,  OF  THE  JAQTTES  MANTJFACTTJBING 
CO.,  BEFBESENTINO  IHE  NATIONAL  ASSOCIATION  OF  CBEDIT 
MEN,  CHICAGO,  ILL. 

Senator  McCumber.  Mr.  Elliott,  will  you  kindly  give  your  name, 
place  of  residence,  and  occupation  ? 

Mr.  Elliott.  My  name  is  R.  G.  Elliott,  of  the  Jaques  Manufac- 
turing Co.;  my  residence,  Chicago;  and  I  represent  the  National 
Association  of  Credit  Men. 

Mr.  Chairman,  the  National  Association  of  Credit  Men  is  an  organi- 
zation of  33,000  business  units — manufacturers,  mining  companies, 
wholesalers,  and  financial  institutions.  Our  membership  is  made  up 
of  the  business  units  and  is  not  an  organization  of  individuals.  The 
committee  on  Federal  taxation,  of  which  I  happen  to  be  the  chair- 
man, was  organized  just  a  little  more  than  three  years  ago  and  has 
been  very  active  ever  since  in  the  study  and  discussion  with  our 
various  members  at  their  various  meetings  on  the  subject  of  Federal 
revenue. 

I  have  not  in  mind  taking  a  great  deal  of  your  time  this  afternoon. 
We  have  worked  out  some  substitutes  for  tne  excess-profits  tax,  and 
at  the  proper  time  we  should  like  to  have  the  privilege  of  presenting 
them;  out  as  I  understand  this  is  for  the  purpose  of  discussing  the 
sales  tax  I  shall  confine  my  few  remarks,  probably  10  minutes  of  your 
time,  to  the  subject  of  the  sales  tax. 

It  is  true  that  while  at  the  outset  of  our  study  of  taxation  we  were 
more  or  less  impressed  with  the  seeming  simplicity  of  a  tax  on  busi- 
ness transactions;  nevertheless,  after  we  had  given  the  subject  very 
careful  thought  we  came  to  the  conclusion,  which  seems  to  us  in- 
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evitable  and  which  is  concurred  in  by  many  of  the  other  organiza- 
tions, that  it  would  not  be  a  practical  method  of  raising  a  large 
amount  of  Government  revenue;  that  it  would  not  be  equitable; 
that  it  would  not  be  sound;  that  it  would  be  bad  for  business  in 
general. 

That  conclusion  was  arrived  at  before  many  of  the  organizations 
now  advocating  the  sales  tax  were  formed  and  notJiing  has  ever  been 
said  about  it.  We  went  on  from  that  to  developing  things  that  we 
could  stand  behind  and  which  we  did  feel  were  sound  and  should  be 
incorporated  in  our  revenue  system.  Our  national  convention  a 
year  ago  and  also  a  number  of  our  State  conventions  during  the  past 
year  passed  resolutions  against  the  enactment  of  any  general  sales 
or  turnover  tax.  The  tax  committee  of  the  Chamber  of  Commerce 
of  the  United  States,  of  which  I  happen  to  be  a  member,  was  also 
unanimous  in  their  condemnation  of  a  sales  tax. 

The  committee  which  was  spoken  of  here  this  morning  of  the 
National  Industrial  Conference  Board,  with  whom  I  had  the  pleasure 
of  sitting  thrpughout  their  meetings  last  year,  also,  as  you  know, 
came  to  that  conclusion.  The  wholesale  grocers  of  the  State  of  New 
York  passed  a  resolution  condemning  the  sales  and  turnover  tax. 
Also,  1  believe  the  wholesale  grocers  of  Pennsylvania,  New  Jersey, 
and  Delaware,  if  I  am  correct  in  that,  passed  a  similar  resolution  a 
short  time  ago.  The  bulletin  of  the  Retail  GrocersWssociation  states 
that  the  retail  grocers  are  opposed  to  it. 

It  might  be  mteresting  to  note  that  I  have  just  last  evening  re- 
ceived a  telegram  from  the  Cotton  Yarn  Merchants'  Association  of 
Philadelphia,  in  which  they  state : 

Understand  you  are  representing  Credit  Men's  Association  as  opposed  to  sales  tax. 
Cotton  Yarn  Merchants'  Association  also  opposed.  Would  like  to  cooperate  with 
you.     If  can  be  of  assistance  please  advise  us  by  wire. 

I  simply  mention  those  things  as  indicative  of  the  widespread 
feeling  on  the  part  of  a  great  many  business  men  that  the  sales  tax 
is  not  the  savior  of  the  situation. 

Now,  any  discussion  of  the  sales  tax  must  of  necessity  bring  up  the 
question  of  its  incidence.  Is  it  shifted  or  not  shifted  ?  At  the  pres- 
ent time  I  think  everyone  will  admit  that  it  can  not  be,  in  a  general 
way,  shifted;  that  is,  in  a  falling  market.  If  business  is  not  profitable 
and  it  is  not  shifted,  it  becomes  a  tax  on  capital.  Take  in  my  own 
line  of  business,  a  business  in  which  the  price  of  our  commodity  has 
been  maintained  for  30  years.  That  is  a  part  of  our  trade-mark.  We 
can  not  shift  it.  We  must  absorb  not  only  the  tax  that  we  pay,  but 
we  must  absorb  the  tax  of  the  succeeding  distribution  in  order  that 
the  margin  which  the  retailer  who  finally  distributes  the  goods 
receives  may  be  maintained  at  a  point  where  he  will  continue  to  act 
as  a. distributing  agent. 

The  point  has  been  brought  up  of  passing  tax  specifically  by  adding 
it  to  the  invoice  in  a  falling  market.  I  think  an  effective  answer  to 
that  is  that  the  man  in  the  falling  market  is  getting  all  he  can  as  a 
total  invoice,  and  rather  than  put  on  a  1  per  cent  and  collect  it 
specifically  as  such,  w^hat  really  happens  is  that  he  takes  off  1  per 
cent  from  his  selling  price  and  then  adds  it  on  as  tax.  Surely  if  he 
is  losing  money  on  his  commodity  he  is  not  going  to  have  a  total 
invoice  of  a  less  amount  than  it  is  possible  for  him  to  obtain  for  his 
goods. 
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Now,  speaking  in  normal  times  of  the  tax  being  passed  on.  Statis- 
tics show  that  for  recent  jrears — ^not  1920,  however — only  a  little 
over  one-half  of  the  corporations  of  the  country  made  any  net  income. 
Those  are  the  figures  of  the  Bureau  of  Internal  Revenue.  Over 
150,000  corporations  in  this  country  showed  no  net  income.  I  submit, 
Mr.  Chairman,  that  it  is  hardly  a  proper  procedure  to  collect  such  a 
tremendous  amoimt  of  money  irom  business  which  has  been  improfit- 
able;  that  these  150,000  corporations  who  showed  no  net  income  did 
a  very  large  volume  of  busmess;  they  had  a  large  voltume  of  sales, 
and  would  under  a  sales  tax  have  paid  a  very  large  tax  which  would 
have  been  an  additional  loss  and  which  would  have  had  to  have  been 
paid  out  of  capital. 

Now,  the  turnover  tax  borne  by  the  seller  is  not  fair  for  the  reason 
that  turnovers  and  margins  of  profit  vary  greatly  in  a  great  many 
industries.  Margins  are  very,  very  small  in  a  number  of  very  large 
industries.  Take  the  wholesale  grocers  and  the  packing  industry. 
One  per  cent  borne  by  the  seller  would  be  equivalent  to  from  26  to 
^0  per  cent  income  tax.  Then,  we  have  the  integrated  industry,  and 
I  want  to  stress  that  point  of  the  multiple  process,  the  industry  that 
carries  on  the  various  processes  of  distrioution  from  the  raw  material 
down  to  the  ultimate  consumer  and  who  are  in  competition  with 
single-process  businesses  that  are  very  helpful  to  the  community. 
I  tnink  that  those  smaller  units  of  business  are  really  a  wholesome 
thing  in  our  fabric  of  business.  It  can  not  be  explained  away.  It  is 
absolutely  existant. 

The  policy  of  Congress  has  apparently  been  away  from  integration, 
and  I  question  very  much  the  advisability  or  desirability  of,  and  I 
seriously  doubt  that  Congress  has  any  thought  in  mind  of  passing, 
any  legislation  which  would  practically  force  all  of  the  busmess  of 
the  coimtry  into  larger  units  tnan  now  exist. 

So  much  for  the  tax  not  shifted.  Now,  if  it  is  shifted,  as  its  pro- 
ponents suggest  that  it  will  invariably  be,  it  violates  most  seriously 
the  principle  of  income  and  ability  to  pay,  which  has  been  a  growing 
principle  of  taxation.  As  you  go  bacfc  through  the  history  of  taxa- 
tion you  will  find  that  it  has  been  growing  for  75  or  100  years,  and  it 
has  become  pretty  well  established  that  income  is  a  proper  yardstick 
to  apply  for  taxation;  that  ability  to  pay  should  be  recognized,  and 
that  taxes  should  be  lievied  on  that  basis. 

Senator  McCumber.  Of  course,  that  i»  still  included  in  our  scheme 
of  taxation  for  the  next  year. 

Mr.  Elliott.  Mr.  Chairman,  the  advocates,  or  many  of  the  advo- 
cates, of  the  gross  sales  tax  are  advocating  it  in  lieu  of  practically 
all  other  taxes.  In  other  words,  there  is  one  prominent  advocate 
of  the  gross  sales  tax  that  I  have  heard  say  that  he  wanted  the  income 
tax  done  away  with,  with  the  exception  of  possibly  a  5  per  cent 
flat  income  tax.  Now,  I  do  not  think  Congress  is  going  to  do  any- 
thing like  that,  and,  therefore,  I  am  not  going  to  discuss  that. 

There  are  some  figures  that  were  riven  here  this  morning  that  I 
just  want  to  touch  on,  and  one  is  the  23.2  per  cent  that  is  excess 
profits  tax  in  the  consumers  dollar  as  against  the  S{  per  cent  which 
it  is  stated  would  be  the  tax  content  of  the  consumer  dollar  under  the 
1  per  cent  sales  tax. 

In  passing  I  want  to  call  your  attention  to  the  fact  that  there  is  a 
difference  of  20  per  cent  there  in  the  tax  content  of  the  consumer's 
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dollar.  Apparently  that  is  going  to  be  very  beneficial  to  the  con- 
sumer, but  this  is  the  point  I  want  to  make,  that  they  propose  to 
raise  the  same  amount  of  money.  Now,  the  Bureau  of  Internal 
Revenue  statistics  show  that  profits  have  not  been  increasing  since 
1917,  and  I  just  want  to  leave  that  thought. 

In  1918  corporate  turnover  was  $86,000,000,000.  If  the  corpora- 
tions coUectea  20  per  cent  more  on  their  turnover  than  they  paid  the- 
Government  in  tax,  then  this  amount  of  20  per  cent  on  eightjr-six  bil- 
lion, or  seventeen  billion,  would  be  reflected  in  corporate  profits.  But 
corporate  profits  were  only  one  half  this  amount  for  1918. 

I  do  not  want  to  speak  of  this  from  a  political  standpoint;  I  anx 
not  qualified  to  do  so;  but  it  seems  to  me  as  a  layman  that  if  the  taxe& 
were  shifted  from  wealth  and  income  to  consumption,  there  would 
be  an  irresistible  demand  for  the  return  of  income  taxes;  and  that 
they  would  come  back  strong,  and  then  we  would  probably  have 
both  of  them.     I  think  then  we  would  have  a  very  complex  system. 

I  just  wanted  to  ask  this  question,  not  because  I  know  anything^ 
about  the  business  in  the  Philippine  Islands,  but  it  would  seem  to 
me  that  in  a  broad  general  way  they  are  lacking  in  the  complexities, 
of  production,  manufacture,  and  distribution  we  nave  in  this  country. 
I  suspect  that  much  of  tneir  finished  product  is  imported  in  the 
finished  state.  I  question  whether  there  would  be  a  great  many 
cases  in  the  Philippines  where  there  would  be  five  or  six- turnovers, 
before  it  got  to  tne  consumer.  I  simply  insert  that  question;  I  do 
not  know;  but  there  might  be  something  in  it. 

The  questions  of  simplicity  and  equity  are  often  discussed  in  the^ 
same  breath.  Now,  simplicity  makes  for  inequity.  It  means  the 
applying  of  a  given  rule  to  all  people  who  come  under  the  tax  system* 
The  greatest  equity  must  of  necessity  carry  with  it  some  complexity^ 
because  the  greatest  equity  would  be  obtained  if  it  were  possible  to 
take  each  individual  and  apply  a  proper  tax  to  him  based  upon  all 
of  the  circumstances  entering  into  his  situation. 

In  closing  I  just  want  to  say  that  our  orjganization  feels  that  what 
we  are  needing  more  than  anything  else  is  a  permanent  system  of 
taxation.  We  are  going  to  come  to  a  time  when  there  will  be  a  fluc- 
tuation in  the  revenue  reauirements  of  the  Government,  and  whea 
that  time  comes  if  we  shall  have  established  a  permanent  system  of 
taxation — and,  incidentally,  I  believe  the  income  tax  is  the  real  founda- 
tion of  our  revenue  system,  and  it  should  always  be  considered  as  such 
and  perfected  as  we  may  perfect  it  in  the  next  few  years — and  then 
when  we  come  to  this  point  where  we  can  stand  a  cut  in  revenue,  all 
that  will  be  necessary  will  be  to  shave  down  our  rates.  We  will  not 
have  to  stir  up  all  those  things  or  overturn  our  entire  system.  Those^ 
are  the  things  that  we  would  like  to  have  you  consider,  and,  as  I 
stated,  at  the  proper  time  we  wiU  have  some  few  things  to  say  on. 
substitutes.  * 

If  I  may  do  so,  Mr.  Chairman,  I  should  like  to  leave  with  the  stenog- 
rapher just  a  few  pages  of  matter  to  be  included,  which  pages  cover- 
in  a  concise  way  these  rambling  statements  that  I  have  made. 

Senator  McCumber.  Mark  such  portions  as  you  want  to  insert. 

I  would  like  to  have  you  who  have  studied  this  question,  or  some 
of  you  present,  state  what  constitutes  a  sale.  I  will  give  a  little 
illustration  and  see  if  it  can  be  answered  to  at  least  my  satisfac- 
tion.    We  will  suppose  that  here  is  a  person  who  weaves  cloth.. 
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He  does  not  dye  it;  he  does  not  make  the  prints;  he  takes  the  fabric 
which  he  has  woven  to  a  dyer  or  a  printer,  and  has  the  coloring 
added  at  that  time  and  then  the  cloth  returned  to  him  after  the 
chaise  is  put  on.  We  will  suppose,  then,  that  the  labor  charges  and 
overhead  charges  of  the  buyer  would  be  $5  and  his  dyes  which  he 
actually  used  were  worth  25  cents.  If  you  were  applying  a  sales  tax 
to  that  proposition,  what  would  be  the  basic  tax  of  nis  side,  or  would 
it  be  a  sales  tax  at  all  ?  I  am  asking  for  a  statement  from  some  of 
you  experts  who  have  made  a  study  of  this  matter,  and  I  do  not  care 
which  one  of  you  answers  it.  I  would  be  glad  to  have  any  of  you 
answer  it  who  has  studied  that  feature  of  tne  case.  Would  he  put 
in  as  overhead  charges  and  regard  the  printing  of  that  cloth  as  a  sale 
of  his  25  cents  worth  of  dye,  with  $5  or  $4  overhead  charges  connected 
with  it,  or  would  it  be  equivalent  to  a  sale  of  four  or  five  dollars  and 
twenty-five  cents  ? 

Mr.  Elliott.  I  am  not  a  tax  expert,  Mr.  Chairman;  I  am  just  a 
man  engaged  in  business  that  has  come  in  contact  with  these  tnings, 
and  I  am  frank  to  say  to  you  that  I  have  not  been  able  to  answer 
that  question  to  my  own  satisfaction.  It  seems  to  me  that  it  presents 
a  very  difficult  situation. 

Senator  MgCumber.  I  anticipate  that  there  will  be  a  great  many 
of  those  and  the  committee  is  simply  trying  to  get  information.  There 
are,  perhaps,  very  few  on  the  committee  who  are  not  open-minded 
on  this  subject  at  the  present  time. 

(The  matter  above  referred  to  is  as  follows:) 

Other  Proposed  Substitutes. 

the  sales  or  turnover  tax. 

A  tax  on  sales  as  a  substitute  for  the  excess  profits  tax  numbers  many  adherents 
among  groups  of  business  men.  The  advocates  of  this  tax  claim  for  it  many  virtues^ 
amon^  them  simplicity,  equitv^  and  ease  of  collection.  It  is  the  opinion  of  this 
committee  that  this  tax  not  only  does  not  embody  these  virtues  but  that  its  enact- 
ment into  law  would  be  at  this  time  most  unsound  and  unwise.  The  comtnittee 
.therefore  rejects  the  .sales  tax  as  a  proposed  substitute.  In  support  of  this  course  iL 
'offers  the  following  analysis: 

ANALYSIS  OF  THE  SALES  TAX. 

Three  general  forms  of  a  tax  on  sales  may  be  distinguished: 

1.  A  tax  (at  a  suggested  rate  of  1  per  cent)  on  every  sale  or  turnover  of  commodities 
and  sendees.  real*propertv,  capital  assets,  rent,  and  interest. 

2.  A  tax  (at  a  suggestecf  rate  of  1  per  cent)  on  evepy  sale  or  turnover  of  goods,  wares, 
and  merchandise  (limited  to  commodities^. 

3.  A  tax  on  all  final  sales  of  goods,  wares,  and  merchandise  for  consumption 
or  use. 

The  first  two  taxes  are  very  similar  and  may  well  be  treated  together. 

THE  DIFnCULTY  OF  SATISFACTORY  DEFINITION. 

It  is  difficult  to  define  the  word  '^sale.''  It  has  been  well  pointed  out  by  Dr.  T.  S. 
Adams  in  his  monograph.  The  Sale  Tax  that  mere  sale  transfer  of  title,  in  modem  com- 
merce and  industry,  is  freauently  a  matter  of  convenience  only.  It  can  be  postponed, 
divided,  and  often  avoiaed.  Leases,  contracts  for  sale,  commission,  and  agency 
arrangements  in  lieu  of  sale  trading  would  be  stimulated  if  a  sales  tax  were  enacted. 

THE  ADMIKISTRATION  OF  A  SALES  TAX. 

It  is  impossible,  of  course,  to  predict  with  accuracy  the  extent  of  the  difficulties 
of  administering  tne  sales  tax.  Any  tax,  however,  which  is  difficult  of  definition  is 
difficult  of  administration.    The  tax  force  of  the  Treasury,  as  is  well  known,  has  been 
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unable  to  cope  with  the  difficulties  provided  by  the  excess  profits  tax.  WTiile  it  is 
true  that  the  repeal  of  this  tax  will  relieve  the  Treasury  to  a  considerable  extent,  it 
must  be  emphasized  that  the  introduction  of  an  entirely  new  tj'pe  of  tax.  the  sales 
tax,  will  demand  the  installation  of  a  new  type  of  tax  machinery.  The  Treasury 
experts  assert  that  the  administrative  task  of  covering  and  checking  all  industries 
and  occupations  of  the  country  in  connection  with  a  sales  tax  will  be  colossal.  The 
extension  of  the  income-tax  principle,  on  the  other  hand,  will  make  use  of  the  machin- 
ery of  taxation  already  existing,  which  may  reasonably  be  expected  to  improve  in 
efficiency  and  technique. 

THE    EFFECT   OF  THE   GENERAL  SALES   OR  TURNOVER  TAX. 

There  still  remains,  however,  to  be  considered  the  important  question  of  the  effect 
of  the  application  of  this  tax.  Since  this  tax  (and  for  this  purpose  1  and  2  may  be 
considered  the  same  tax)  is  not  levied  on  individual  income  or  earnings,  but  is  based 
on  sales,  the  question  of  its  incidence  must  play  a  prominent  part  in  any  discussion 
of  it.  Who  bears  the  tax?  is  it  shifted  or  is  it  not  shifted?  Or  is  it  shifted  in  part? 
The  arguments  in  favor  of  or  against  this  tax  must  vary  with  the  answers  to  these 
questions. 

SHIFTING   OR   NOT  SHIFTING  THE   SALES  TAX. 

The  (question  of  the  incidence  of  the  sales  tax  is  too  involved  to  permit  of  easy 

feneralization.  Two  points  that  find  general  acceptance  may,  however,  be  made, 
n  general,  it  may  be  said  that  in  a  declining  market  and  under  close  competition 
the  sales  or  turnover  tax  will  frequently  be  borne  by  the  seller,  and  thus  may  even 
constitute  an  added  loss.  In  a  rising  market  the  tax  may  frequently  be  (and  un- 
doubtedly frequently  is)  shifted.  Only  a  careful  study  of  the  particular  commodity 
under  discussion  in  each  period  will  answer  this  cjuestion.  But  whatever  the  diffi- 
culty of  determining  when  the  tax  is  or  is  not  shifted,  the  fact  remains  that  under 
certain  circumstances  the  tax  is  (J)  not  shifted  at  all  and  thus  borne  by  the  seller 
or  is  (2)  either  wholly  shifted  and  thus  borne  by  the  consumer  or  is  (;j)  partly  shifted 
find  thus  borne  bv  both  seller  and  consumer. 

THE   INJUSTICE   OF  THE   SALES  TAX    WHEN    SHIFTED  TO   THE   CONSUMER. 

If  the  tax  is  shifted  to  the  consumer  it  will  result  in  a  gross  violation  of  the  ])rinriple 
of  taxing  according  to  ability  to  pay.  Extended  to  all  articles  of  consumption  it  will 
be  a  tax  on  the  necessaries  of  life  tliat  irHII  fall  most  heavily  on  thoho  with  little  or  no 
al  ility  to  pay.  Unlike  the  income  tax,  which  recognizes  exempytions.  it  recognizes 
no  exemption.  Passed  on  to  the  consumer  the  tax  on  sales  constitutes  a  tax  on  pur- 
chase .  Taxing  purchases  at  the  same  rate,  however,  is  quite  a  different  matter  irom 
taxinj;  indi\ddual  income  at  the  same  rate,  for  income  is  an  index  of  tax  paying  ability, 
whereas  purcha«»e8  are  not.  This  tax  on  sales  or  purchases  will  mean  that  the  man  of 
low  or  moderate  income  with  a  family  of  four  or  Jjve  children  will  ]»ear  an  unduly 
heavy  tax  burden.  Vhe  man  with  a  large  income  with  one  or  two  or  no  children, 
whobe  income  and  ability  to  pay  vastly  exceed  that  of  the  first  man.  will  be  taxed 
relatively  very  liirhtly.  The  sales  tax,  therefore,  not  only  doas  not  tax  in  j)roportion 
to  income  and  ability  to  pay,  it  actually  taxea  often  in  inverse  ratio  to  income  and 
ability  to  pay.  • 

INCREASING   THE   TAX    BURDEN    BY    PYRAMIDING. 

The  burden  of  this  tax  is  likely  to  be  rendered  more  severe  by  the  pyramiding  to 
which  it  is  open.  The  tax  may  be  passed  on  cumulatively  until  it  reaches  the  final 
consumer,  this  consumer  })earing  thus  not  only  one  tax  but  several  taxes,  the  number 
depending  ux)on  the  num])er  of  hands  through  whi<'h  the  commodity  has  pai^t^ed. 
Conceived  as  a  bu])stitute  for  the  ex(  e^s-pro'its  tax.  it  will  in  cftect  relieve  businei*? 
of  $450,000  000  of  taxec*  and  plate  this  l>urden  upon  cousumerM  with  little  or  no  ro.xard 
to  theii'  ability  to  pay. 

THE    INJUSTICES   OF  THE    SALES   TAX    WHEN    NOT   SHIFTED   AND   THHS     BORNE     BY    THE 

SEU.ER. 

The  rate  usually  suggested  for  the  sales  tax  is  1  per  cent,  'i'hc  discriminatory 
effect  of  this  rate  becomes  clearly  apparent  upon  analysis.  If  a  tax  meavsure  can  be 
defined  and  framed  to  include  every  possible  kind  of  sale  or  servv'e.  so  that  nothing 
will  e5ca]3e— so  that  the  sale  of  stock,  the  sale  of  merchandise,  and  the  sale  of  service 
of  ph}flician,  architect,  engineer,  lawyer,  wage  earner,  salaried  man,  etc.,  the  sale 
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of  capital  assets,  the  sale  of  transportation,  etc.  will  be  taxed  and  taxed  at  the  sug- 
gested rate  of  1  per  cent — there  will  not  be  lacVing  stienuous  opposition  from  every 
quarter.  This  opposition  will  take  the  form  of  a  general  objection:  "Put  there  are 
sales  and  sales."  and  the  objection  will  be  justif  ed.  It  is  obviously  unfair  to  tax  at 
the  same  rate  of  1  per  rent  the  sales  on  the  stock  market,  the  ordinary'  sales  of  mer- 
chandise and  the  sales  of  capital  assets,  to  say  nothing  of  taxing  at  the  same  rate  all 
the  different  t\'pes  of  sales  of  service. 

OROSS   SALES  ARE   NOT  A   PAIR   INDEX   OF  NET  INCOME. 

The  inequity  of  the  1  per  cent  rate  is  revealed  in  a  more  startling  fashion  by  a  con- 
sideration of  sales  of  commodities.  Gross  sale^  do  not  form  a  ])roper  basis  for  the 
computation  of  business  profits  and  hence  for  the  application  ot  a  r^ommon  flat  rate 
of  tax.  Taxing  jfross  sales  of  all  merr  handising  enterprise^  at  the  same  rate  of  1  per 
cent  will  result  in  inequalities  without  number.  Smith,  for  example,  may  make  a 
net  profit  of  $20,000  on  gross  sales  of  $100. COO.  Jones  may  make  the  same  net  profit 
of  $20,000  on  gro«s  sales  of  $400  000.  Jones  has  turned  over  his  stock  far  more  rapidlv 
than  Smith.  With  a  tax  of  1  per  cent  he  will  be  compelled  to  pay  $4,000  while  Smith 
with  the  Fame  net  profit  will  pay  but  $1  000. 

An  intimate  knowledge  of  business  is  not  necessary  to  appreciate  the  possible 
variations  of  this  type  of  injustice.  Besiness  enterprises  whicn  are  characterized  by 
rapid  tiunover,  and  hence  are  likely  to  show  a  low  rate  of  profit  to  total  sales,  are 
penalized,  while  business  enterprises  characterized  by  a  low  rate  of  turnover  and 
presumably  a  high  rate  of  profit  compared  to  sales  are  favored.  Specifically  it  will 
mean  that  wholesale  business,  ^ith  a  rapid  turnover  and  low  margins  of  profits  com* 
pared  to  sales,  will  pay  taxes  wholly  out  of  proportion  to  their  net  income.  Whole- 
sale dealers  whose  businesses  are  characterized  by  a  relatively  low  rate  of  turnover 
and  a  relatively  high  rate  of  profits  compared  to  sales,  will  be  proportionately  favored. 
The  discrimination  applies  with  equal  force  to  retail  concerns.  The  1  per  cent  tax 
on  gross  sales  in  some  instances  will,  in  normal  and  good  years,  be  equivalent  in  some 
cases  to  one-quarter  to  one-half  of  the  net  income  of  going  concerns,  and  will  thus  in 
reality  tax  these  concerns  at  a  rate  of  25  or  50  per  cent. 

THE   EFFECT  OF  THE   SALES  TAX  IN  A  FALLING   MARKET. 

The  effect  of  such  a  grossly  inequitable  tax  in  a  period  of  rapidly  declining  prices 
will,  of  course,  be  still  more  serious.  In  such  a  period  large  total  annual  sales  may  be 
made  with  little  or  no  profit.  In  such  an  event  a  tax  on  sales  will  eliminate  profit 
entirely,  or  even  constitute  a  loss  to  the  business.  The  implications  of  such  a  tax 
are  far-reaching.  It  would  mean  an  entire  reorganization,  an  entire  readjustment  of 
prices  in  individual  businesses  and  in  business  at  laroe.  Such  a  readjustment  could 
not  be  undertaken  at  any  time  without  serious  difiSculties.  To  adjust  the  rate  of  tax 
in  an  attempt  to  distinguish  fairly  between  all  the  various  types  of  business  is  on  the 
face  of  it  impossible,  and  would  invite  confusion.  To  be  equitable  the  rate  of  tax 
would  have  to  be  adjusted  to  every  business  in  every  line,  for  the  ratio  of  net  profits 
to  gross  sales  varies  with  every  business  and  every  line. 

THE    INJUSTICES    OF  THE    GENERAL   TURNOVER   TAX    WHEN   PARTIALLY    SHIFTED — THE 
SALES  TAX   DISCRIMINATES   IN   FAVOR   OF  INTEGRATED   BUSINESS. 

Just  as  tliere  are  times  when  the  general  turnover  tax  ^ill  not  be  shifted  at  all  or 
will  be  wholly  shifted,  so  there  are  times  when  this  tax  v^ill  be  partially  shifted. 
The  extent  to  which  it  will  be  shifted  will  vary  and  may  not  be  predicted.  One  per 
cent,  5  per  cent,  50  per  cent,  95  per  cent,  or  99  per  cent  of  the  tax  may  be  shifted. 
The  result  of  this  partially  shiftea  tax  will  be  to  distribute  the  injustices  of  this  tax 
between  the  seller  and  uie  consumer.  Distributing  these  injustices,  however,  no 
matter  in  what  proportion,  will  mitigate  little,  if  at  all.  the  evil  results  of  the  tax. 
Both  types  of  injustices — ^the  injustice  to  the  seller  and  the  injustice  to  the  consumer — 
are  in  tnemselves  fiagrant.  If  the  tax  is  only  partially  shifted,  and  the  degree  of 
ddfting  is  not  determinable,  the  business  men  of  the  country  viill  face  not  only 
certain  injustices  of  the  tax  but  a  serious  uncertainty  in  marking  their  prices. 

A  sales  tax  that  includes  all  the  sales  of  a  commodity  in  its  passage  irom  the  raw 
state  to  the  finished  state  in  the  hands  of  the  ultimate  consumer  gives  a  tremendous 
advantage  to  the  so-called  integrated  industry  or  business  (i.  e.,  to  the  industry  that 
carries  on  seveial  consecutive  processes  of  manufacture  and  distribution)  over  those 
businesses  that  carry  on  only  one  of  the  processes  of  manufacture  and  distribution. 
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There  are  integrated  industries  that  make  but  one  sale  of  their  product  as  it  paa 
from  the  raw  to  the  finished  state  in  the  hands  of  some  ultimate  consumer.  Three, 
four,  five,  six,  seven,  or  more  sales  of  the  same  product  take  place  as  it  moves  from 
the  raw  state  to  the  finished  product  through  the  hands  of  independent  businesBefl, 
each  of  which  carries  on  only  one  of  the  processes  of  manufacture  and  distribution. 

The  fabrication  of  a  tenpenny  nail  may  serve  to  illustrate  the  discriminations  that 
result  from  the  tax  on  sales.  In  a  nonintegrated  industry  eight  taxes  are  borne  by  the 
eight  concerns  whicrh  manufacture  and  distribute  the  commodity: 

Tax  1.  Paid  by  the  company  which  mines  the  iron  ore. 

Tax  2.  Paid  by  the  company  which  carries  the  ore  to  the  port  on  Lake  Erie. 

Tax  3.  Paid  by  the  dock  company  which  unloads  the  ore. 

Tax  4.  Paid  by  the  railroad  company  which  carries  the  ore  to  the  blast  furnace. 

Tax  5.  Paid  by  the  blast  furnace  which  smelts  the  ore. 

Tax  6.  Paid  by  the  steel  mill  which  transforms  the  pig  iron  into  steel. 

Tax  7.  Paid  by  the  factory  wliich  makes  the  nail. 

Tax  8.  Paid  by  the  wholesale  hardware  liouse  which  buys  the  nail  from  the  factory. 

A  highly  integrated  industry  which  controls  the  process  of  production  and  distfi> 
bution  will  escape  possibly  all  these  taxes.  It  is  thus  in  a  position  to  compete  at  a 
tremendous  advantage  over  these  businesses  which  are  taxea.  It  will  be  impossible 
for  the  nonintegrated  industries  to  market  the  tenpenny  nail  at  the  price  made  by  the 
integrated  industry. 

THE   EFFECT  OF  THE   R.VLE8  TAX   ON    BUHINES.S   OR'iANIZATIOV. 

Former  Assistant  Secretary  of  the  Treasury  Leffingwell  has  predicted  that  such  a 
tax  would  in  five  years  revolutionize  present  methods  of  doing  business  because  means 
of  getting  around  the  intermediate  turnover  tax  would  be  devised  and  put  into  effect. 
.  Whatever  may  be  said  as  to  the  merits  or  demerits  of  our  present  system  of  busineaa 
orsfanization.  there  surely  can  be  no  justificiition  for  instituting  a  tax  meai^ure  which 
will  disrupt  that  intricate  oi^nization  for  no  other  reason  than  for  the  purpose  of 
collecting  taxes. 

For  the  reasons  given  above,  which  are  here  briefly  recapitulated,  the  general 
turnover  tax  should  be  rejected: 

1.  It  is  difficult  to  define  satisfactorily. 

2.  It  is  difficult  of  administration  and  involves  the  setting  up  of  a  new  tax  machinery. 

3.  If  shifted  to  the  consumer  it  constitute:^  a  violation  of  the  principle  of  taxing  in 
accordance  with  ability  to  pay,  for  it  will  fall  heavily  upon  the  nece^ities  of  life  and 
be  paid  largely  by  those  with  little  ability  to  pay. 

4.  If  not  shifted  and  thus  borne  by  the  seller,  it  discriminates  against  businessee 
that  have  large  sales  with  a  small  rate  of  profit  compared  to  sales.  The  1  por  cent  tax 
on  such  busineases  may  be  the  equivalent  of  a  25  to  50  per  cent  tax  on  promts  and  in 
abnormal  years  may  tax  all  profits  away  and  even  cause  deficits. 

5.  If  only  partially  shiftea,  it  discriminates  against  individual  businesses  and  m 
favor  of  integrated  business  that  carries  on  several  processes  of  manufacture  and  dis- 
tribution, and  involve")  also  injustices  to  both  seller  and  consumer. 

ANALYSIS  OF  THE  TAX  ON  FINAL  OR  RETAIL  SALES  OF  GOODS,  WARES,  AND  MBQCHANDISE 

FOR  CON8UMFTION   OR  USE. 

All  the  criticisms  leveled  at  the  general  turnover  tax  (Nos.  1  and  2)  can  not  be 
directed  asainst  the  retail  tax  on  all  nnal  sales  (No.  3).  Since  it  is  a  tax  on  final  sales, 
it  obviously  will  not  discriminate  in  favor  of  mte^ted  industry.  In  addition,  the 
possibility  of  pyramiding  the  tax  is  removed.  Since  it  eliminates  sales  of  capital 
assets  and  sales  of  service,  some  of  the  difficulties  connected  with  a  satisfactory  defi- 
nition and  rate  of  tax  are  removed.  But  serious  difficulties  still  remain — difficulties 
both  of  definition  and  application. 

THE   DIFFICULTY  OF  DEFINING  FINAL  SALES  FOR  CONSUMPTION   OR  USE. 

It  is  difficult  to  determine  whether  a  final  sale  is  made  for  consumption  or  use,  or 
whether  it  is  made  for  business  purposes.  Serious  administrative  problems  will  arise 
as  a  result  of  this  difficulty.  In  connection  with  this  problem  Dr.  T.  S.  Adams,  in  his 
article  * '  Difficulties  of  the  Sales  Tax, ' '  says: 

**  Limiting  the  tax  to  final  sales  would  create  a  difficult  administrative  problem. 
Merchants  and  other  dealers  would  be  required  to  secure  affidavits  from  purchaseiB 
stating  whether  the  goods  were  to  be  consumed  or  to  be  resold,  either  as  bouffht  or  in 
some  changed  form.  Would  purchasers  tell  the  truth?  How  about  purchases  of 
gasoline,  coaI,  and  similar  commodities  or  services  which  can  be  used  either  in  busi- 
ness or  for  final  consumption? 
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"Certificates  of  this  kind,  distinguishing  purchases  for  resale  from  purchases  for 
consumption  and  use,  are  now  employed  in  connecrtion  with  some  of  the  existing 
sales  taxes;  but  they  are  said  to  lead  to  considerable  evasion.  It  is  an  even  question 
whether  such  a  device  could  be  successfully  administered.  In  any  event  the  sales 
tax,  like  the  income  tax,  would  depend  almost  wholly  on  the  honesty  of  the  taxpayer 
for  its  successful  colle cation.  Experience  with  the  income  tax  indicates  that  the 
honesty  of  the  taxpayer,  particularly  in  case  of  the  larger  business  concerns,  is  capable 
of  withstanding  the  strain,  provided  an  administrative  force  large  enough  to  check 
and  supervise  the  returns  is  employed.  The  administrative  problem  would  be  a 
huge  one,  with  almost  every  business  concern  in  the  country  which  sells  at  retail 
subject  to  the  tax." 

INJUSTICES   OF  THB   REPAIL  TAX   WHEN   BOR^^E   BY  THE   CONSUMER. 

Since  the  retail  tax  or  the  tax  on  final  sales  is  not  susceptible  of  pyramiding  (being 
onlv  one  tax),  it  is  not  so  tlagrant  a  violation  of  the  principle  of  taxing  in  accordance 
with  the  ability  to  pay  as  is  the  general  turnover  tax.  It  does,  however,  seriously 
violate  this  principle.  As  is  the  case  with  the  general  turnover  tax,  it  will  fall  most 
heavily  on  families  with  only  a  living  wage  or  with  only  a  moderate  income  and 
comparatively  lightly  on  families  with  a  large  income.  It  recognizes  no  exemptions. 
The  poor  man  with  five  children  pays  taxes  on  pairs  of  shoes  for  all  his  five  children. 
The  man  of  wealth  and  great  ability  to  pay,  wno  has  but  one  or  two  children  or  no 
children,  pays  taxes  on  a  smaller  number  of  shoes.  Similar  comparisons  might  be 
instituted  between  consumption  by  these  two  contrasted  families  of  all  necessaries  of 
life.  The  poor  man  mav  bear  a  tax  burden  on  the  necessaries  of  life  as  great  as,  if  not 
greater  than,  that  borne  by  the  rich  man,  and  he  obviously  has  not  the  ability  to  do  so. 
If  this  tax  measure  is  enacted,  it  will  mean  relieving  business  of  a  heavy  tax  and 
placing  it  on  the  shoulders  of  consumers  withbut  regard  to  their  relative  ability  to  pay. 

.    INJUSTICES   OF  THE  TAX   ON   FINAL  SALES   WHEN    BORNE    liY  THE    RETAILER. 

As  is  the  case  with  the  general  turnover  tax  on  sales,  retail  sales  are  not  a  fair  index 
of  business  prosperity  or  profits.  A  tax  on  retail  gross  sales,  therefore,  taxes  unfairly 
those  businesses  w^hich  have  large  yearly  sales  and  a  low  rate  of  profit  as  compared 
with  these  a&les. 

When  borne  by  the  retailer  it  introduces  another  type  of  injustice.  Why  should 
the  retailer  be  singled  out  to  bear  the  tax  while  the  wholesalers  and  manufacturers  are 
relieved  of  its  burden? 

The  tax  on  final  sales  is,  therefore,  to  be  rejected  for  the  reasons  given  above  and 
briefly  set  forth  here: 

1.  It  is  difficult  of  definition  and  administration. 

2.  WTien  shifted  to  the  consumer  it  is  a  gross  violation  of  the  principle  of  ability  to 

pay. 

3.  When  borne  by  the  seller  it  discriminates  unfairly  in  favor  of  businesses  with 
small  total  sales  and  a  high  rate  of  profit,  and  against  businesses  with  large  total  sales 
and  a  low  rate  of  profit. 

4.  When  borne  oy  the  retailer  it  imposes  the  sole  tax  burden  upon  him,  thus  dis- 
criminating in  favor  of  manufacturers  and  wholesalers. 

STATEMENT  OF  H.  0.  McKENZIE,  BBPBESENTINO  AMBBICAXT 
FARM  BTTRBAU  FEDBBATION,  WALTON,  N.  Y. 

The  Chairman.  Will  you  state  your  business,  Mr.  McKenzie  ? 

Mr.  McBjenzie.  I  am  a  farmer  and  lumberman. 

The  Chairman.  Will  you  state,  as  briefly  as  possible,  your  views 
on  the  sales  tax  ? 

Mr.  McKenzie.  Yes,  sir.  I  speak  for  the  American  Farm  Bureau 
Federation,  which  has  between  one  and  two  million  members  and 
represents,  roughly,  about  five  million  people  in  this  country. 

We  think  that  any  changes  made  in  our  present  tax  system  should 
be  made  in  view  of  four  general  principles:  (1)  That  a  man's  net 
income  is  the  (rue  measure  of  his  ability  to  pav  taxes  in  support  of 
the  National  Government;  (2)  that  the  rates  snould  be  progressive; 
that  is,  that  the  larger  the  man's  income  the  higher  the  rate;  (3) 
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that  as  this  is  the  country  of  all  the  people  everybody  should  have 
some  part  in  supporting  the  Government,  and  that  a  certain  portion 
of  the  taxes  can,  therefore,  justly  be  raised  through  the  tariff  and 
other  consumption  taxes;  and  (4)  while  recognizing  that  the  raising 
of  the  revenue  is  the  first  consideration  in  any  tax  scheme,  the  taxes 
should  be  so  laid  as  to  tend,  as  far  as  practicable,  to  the  distribution 
of  wealth  in  the  hands  of  the  many  and  not  to  its  concentration  in 
the  hands  of  the  few. 

We  want  to  draw  clearly  the  difference  between  income  and  con- 
sumption taxes,  because  we  think  there  is  a  vital  difference  which 
should  be  kept  in  mind.  If  my  memory  serves  me  correctly,  in  1919 
73  and  a  fraction  per  cent  of  the  taxes  were  raised  tlirough  income  and 
excess-profits  taxes  and  about  26  and  a  fraction  per  cent  through 
consumption  taxes.  We  think  that  that  proportion  is  approximately 
correct,  as  far  as  principle  (3)  that  I  have  enunciated  is  concerned. 

Senator  McCumber.  You  do  not  think  that  73  per  cent  of  the 
income  and  excess-profits  taxes  were  not  finally  paid  oy  the  ultimate 
consumer  and  is  not  finally  a  consumption  tax  ? 

Mr.  McKenzie.  I  would  like  to  answer  that  by  asking  you  a 
question.  You  are  asking  that  on  the  theory  that  all  taxes  are 
ultimately  passed  on  to  the  consumer? 

Senator  McCumber.  I  am  asking  that  because  I  want  to  find  out 
if  there  is  any  tax  that  the  ultimate  consumer  does  not  have  to  pay; 
that  is,  any  tax  that  is  levied  against  either  an  industry  or  an  article. 

Mr.  McKenzie.  Yes;  there  are  such  taxes.  I  believe  that  if  you 
change  the  taxing  basis  from  net  income  to  a  sales  tax  you  have  done 
what  President  Harding  in  his  message  referred  to  when  he  said: 
'^The  country  does  not  expect  and  wul  not  approve  a  shifting  of 
burdens";  that  vou  will  be  shifting  very  largely  the  burden  from 
those  who  are  able  to  pay  to  the  pockets  of  those  who  are  not  able  to 
pay.     You  will  be  relieving  the  banker,  the  broker,  the  great  newspa- 

?ers  of  part  of  their  taxes  and  shifting  them  to  other  shoulders, 
hese  are  the  people  who  are  urging  the  sales  tax. 

Senator  Smoot.  What  are  they  ? 

Mr.  McKenzie.  Let  us  take  the  inheritance  tax.  Who  passes 
that  on  to  the  ultimate  consumer — the  man  who  is  dead  or  his  heir 
who  never  got  the  money  and  who  is  the  ultimate  consumer  ? 

The  Chairman.  That  is  a  tax  on  capital,  in  a  sense. 

Mr.  McKenzie.  It  is  a  tax. 

The  Chairman.  That  is  not  to  be  compared  to  the  ordinary  tax. 

Mr.  McKenzie.  All  right;  let  us  take  another.  If  all  domestic 
taxes  are  passed  on  to  the  ultimate  consumer,  let  us  take  the  income 
tax. 

Senator  Smoot.  We  are  not  going  to  repeal  the  income-tax  law,  so 
why  not  take  up  some  law  under  wnich  tne  taxes  are  to  be  collected 
direct  that  reacnes  the  ultimate  consumer  ?  An  income  tax  is  after 
you  have  it.     That  comes  into  your  possession  and  after  it  has 

f;otten  there  we  take  a  part  of  it,  and  nobody  is  going  to  repeal  that 
aw. 

Mr.  McKenzie.  Mr.  Chairman,  may  I  answer  the  gentleman's 
question  by  referring  to  the  income  tax  ? 
The  Chairman.  Go  on. 

Mr.  McKenzie.  If  we  take  the  income  tax  and  take  reduction  of 
the  surtax,  if  it  is  true  that  these  taxes  are  passed  on  to  the  ultimate 
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consumer,  why  reduce  them  ?  We  are  not  hurting  the  man  who  pays 
the  tax,  because  he  is  passing  it  on  to  somebody  else.  There  are 
many  men  in  the  country  to-day  who  are  taking  crood  securities 
paying  6  to  16  per  cent  and  selling  them  and  putting  the  money  into 
tax-free  securities  that  pay  only  5  or  6  per  cent.  If  that  theory  is 
true,  these  men  need  a  guardian. 

Senator  Smoot.  I  do  not  see  any  argument  in  that. 

Senator  Watson.  Your  theory  is  that  taxes  are  not  passed  on  to 
the  ultimate  consumer  ? 

Mi\  McKenzie.  Not  all  taxes.  I  was  referring  to  the  surtaxes  and 
the  personal  income  taxes. 

Senator  Smoot.  As  proof  of  his  argument  he  refers  to  the  fact 
that  it  is  not  these  men  that  have  to  pay  income  tax  that  sell  their 
stock  drawing  15  and  16  per  cent  and  put  it  into  nontaxable  invest- 
me^ts  or  bonds. 

Mr.  McKenzie.  Take  me,  for  example.     If  I  have  $10,000  invested 

•in  United  Statas  Steel  Co.  stock,  or  something  else  that  is  paying  16 

per  cent,  and  I  sell  it  and  put  my  money  into  5  or  6  per  cent  tax-free 

securities,  I  need  a  guardian,  if  that  theory  is  true.     But  it  is  not  true. 

Senator  Smoot.  Let  us  see  if  it  is  not  true.  When  he  evades  that 
tax  by  buying  tax-exempt  bonds,  somebody  else  has  to  pay  the 
amount  of  tax  that  is  necessary  to  run  the  Government. 

Mr.  McKenzie.  Yes;  he  has  shifted  his  part  of  it. 

Senator  Smoot.  He  has  shifted  it,  and  the  Government  has  lost 
money  because  of  the  exempt  bond,  but  the  other  man  who  pays  his 
taxes  and  can  not  buy  these  bonds  has  to  pay  that  much  more  tax. 

Mr.  McKenzie.  Yes;  but  there  is  no  proof  that  it  will  be  shifted 
in  his  case  to  the  ultimate  consumer. 

Senator  Smoot.  It  is  bound  to  reach  the  ultimate  consumer. 

Mr.  McKenzie.  I  do  not  think  so.  Let  me  give  you  another 
example,  Senator. 

Senator  Smoot.  The  one  you  have  given  is  no  example  at  all. 

Mr.  McKenzie.  Suppose  1  am  doing  business  in  a  small  way.  If 
I  can  run  along  at  50  per  cent  of  normal  capacitv  and  do  $100,000  of 
business,  I  think  I  am  lucky:  but  I  am  afraid  tne  overhead  is  going 
to  eat  me  up.  If  I  come  out  at  the  end  of  the  year  possibly  I  nave 
lost  85,000.  Now,  suppose  that  these  present  conditions  continue 
for  another  year  and  we  do  the  same  thmg,  and  you  put  on  a  sales 
tax  of  1  per  cent,  I  lose  $5,000  and  $1,000  tax.  I  will  not  pass  it 
on  to  anyoody. 

Senator  Smoot.  You  can  picture  any  kind  of  a  transaction  that 
does  not  take  place  once  in  a  million  years  and  say  that  the  tax  will 
fit  that.     If  it  is  taking  place  those  people  would  not  be  in  business. 

Mr.  McKenzie.  Well,  I  am  in  busmess. 

Senator  Smoot.  Yes ;  you  are  in  business^  but  do  you  mean  to 
say  that  you  have  been  in  business  for  30  years  and  there  has  not 
been  a  year  passed  that  you  did  not  make  any  money  ? 

Mr.  IScKenzie.  No. 

The  general  theory  that  all  domestic  taxes  are  eventuallv  paid  by 
the  ultimate  consumer  is  not  borne  out  by  the  facts  and  will  not 
stand  investigation. 

If  this  theory  were  correct  tax-free  securities  would  have  no  reason 
for  existence;  the  only  advantage  they  possess  is  in  that  they  free 
their  owners  from  taxes. 
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The  existence  of  $16,000,000,000  of  tax-free  securities  is  an  irrefu- 
table argument  against  this  theory;  when  you  get  to  an  argument  of 
that  size  the  theory  blows  up. 

Senator  Smoot.  That  is  true  in  the  case  of  all  business.  You 
can  not  pick  out  one  year,  like  a  declining  market  existing  to-day, 
and  say  there  is  no  law  that  shall  be  passed  that  will  in  any  way 
aifect  tnat  one  year.  Not  only  that,  but  you  must  understand  that 
there  is  no  evasion  to  it.  This  tax  is  not  to  be  paid  by  you,  but  by 
the  man  to  whom  you  sell. 

Mr.  McKenzie.  We  believe  that  this  general  sales  tax  is  unsound 
in  principle;  that  it  is  unsound  economically;  that  it  is  unsound 
from  a  social  standpoint;  and  it  is  go vemmen tally  inexpedient. 

The  Chairman.  What  do  you  mean  by  the  statement  that  it  is 
unsound  from  a  social  standpoint  ? 

Mr.  McKenzie.  I  believe  that  if  the  general  sales  tax  which  is 
purported  to  raise  anywhere  from  a  billion  and  a  half  to  two  billion 
dollars  were  substituted  for  the  higher  surtax  brackets  and  the  ex- 
cess profits  tax,  you  would  be  putting  an  undue  burden  on  the 
people  who  are  already  heavily  burdened  under  the  present  tax 
rate. 

Senator  Smoot.  Do  you  think  that  that  is  all  that  the  tax  is 
going  to  take  the  place  of  ?  That  is  not  the  case.  It  will  take  the 
place  of  most  all  of  the  other  taxes  outside  of  the  income  tax. 

Mr.  McKenzie.  So  much  the  worse. 

The  Chairman.  Well,  suppose  we  permit  Mr.  McKenzie  to  go  on 
and  make  his  statement. 

Mr.  McKenzie.  It  is  unsound  if  it  is  passed  on  to  the  ultimate 
consumer  for  that  reason.  Most  of  the  advocates  of  the  sales  tax 
claim  that  it  is  eventually  passed  to  the  ultimate  consumer,  but 
they  lack  the  courage  of  their  convictions.  If  their  statement  were 
true  all  the  Government  would  be  concerned  about  would  bo  the 
easiest  way  of  getting  the  money,  and  the^'  should,  according  to  their 
theory,  abolish  all  other  taxes  and  raise  all  the  revenue  by  means  of 
a  sales  tax  and  avoid  all  the  present  income  tax  troubles.  They 
should  go  a  step  further,  and  instead  of  going  to  the  trouble  and 
expense  of  checking  and  auditing  a  million  accounts,  as  they  would 
have  to  do  with  the  general  sales  tax,  they  should  reduce  the  trouble 
and  expense  to  its  lowest  terms  by  collecting  all  the  tax  from  one 
item,  a  salt  tax,  or  a  head  tax.  They  do  not  believe  their  own 
theory,  and  many  of  them  admit  that  if  they  can  not  show  that  it 
is  passed  on  it  is  absolutely  indefensible. 

Senator  McLean.  Then,  you  think  the  excess-profits  tax  has  re- 
sulted in  raising  prices  to  the  ultimate  consumers 

Mr.  McKenzie.  Not  to  the  extent  claimed  for  it. 

You  are  familiar  with  the  statement  attributed  to  the  Department 
of  Justice,  that  the  excess-profits  tax  ^added  23.2  per  cent  to  the 
cost  of  living. 

I  sent  an  investigator  to  the  department  to  see  what  basis  there 
was  for  these  figures,  and  ho  reports  that  he  saw  Mr.  Reid,  and  that 
they  have  made  a  thon>ugh  investigation  of  their  files  and  have  not 
been  able  to  run  down  any  referenc  e  whatever  to  this  percentage.  I 
would  like  to  suggest  that  the  committer*  thoroughly  look  into  this. 

The  first  reference  or  publicity  apparent!}"  came  from  Mr.  Roth- 
schilds, and  I  suggest  the  desirability  of  having  him  produce  the  facts. 
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You  gentlemen  are  familiar  with  the  course  of  prices  in  the  world  for 
the  last  four  or  five  years,  and  you  know  that  pnces  were  no  higher  in 
England  and  the  United  States,  where  taxes  were  high,  than  they  were 
in  tne  neutral  countries  and  in  France  and  Italy,  where  taxes  were  low. 
You  also  know  there  was  no  relation  right  here  between  the  taxes 
and  the  height  of  our  prices.  There  is  absolutely  no  connection. 
Taxes  are  not  a  controllmg  factor  in  fixing  prices. 

Senator  McLean.  I  think  you  are  right  there.  I  think  theoreti- 
cally it  is  pretty  hard  work  to  add  the  excess-profits  taxes  to  prices. 
For  instance,  wnere  there  is  a  monopoly,  of  course,  the  article  will 
be  sold  for  what  the  trade  will  bear,  ana  where  there  is  competition 
that  regulates  the  price. 

Mr.  McKenzie.  Absolutely. 

Senator  McLean.  The  excess-profits  tax  can  not  legitimately  be 
charged  back  to  prices. 

Mr.  McKenzie.  I  agree  with  you  that  that  is  true,  but  here  are 
facts:  I  happen  to  know  something  about  the  price  of  methyl  alcohol. 
Last  July  tne  price  for  local  consumption  was  about  $3  a  gallon. 
The  exporters  came  in  from  Germany  and  wanted  it  and  couldn't  get 
it,  and  they  ran  the  price  right  up  to  84.50.  What  had  the  excess- 
profits  taxes  to  do  with  that  increase  in  price  ?    It  did  not  control  it. 

Senator  McLean.  Nevertheless,  I  think  that  the  going  was  good, 
and  it  was  used  as  an  excuse  for  raising  prices. 

Mr.  McKenzie.  Most  of  them  did  not  need  any  excuse.  They  took 
all  the  traffic  would  stand. 

Senator  McLean.  Very  likely  you  are  correct  about  that,  but  as 
long  as  we  maintain  excess-profits  taxes  they  will  continue  to  use  it 
as  an  excuse. 

Mr.  McKenzie.  And  they  will  continue  to  get  all  the  traffic  will 
bear  if  it  is  repealed. 

Senator  McLean.  But  we  must  assume  that  the  time  will  come 
some  time  when  the  normal  effect  of  the  law  of  supply  and  demand 
will  control. 

Mr.  McKenzie.  Business  is  done  in  the  United  States  under  three 
forms:  Individual,  partnei-ship,  and  corporation.  Only  corporations 
pay  excess-profits  taxes.  I  am  in  the  lumber  business.  Suppose 
three  of  us  are  all  selling  on  the  New  York  market  to  the  same  cus- 
tomers. How  can  I  add  excess-profits  taxes  to  my  customers  and 
get  away  with  it  in  competition  with  the  other  fellows  who  do  not 
pav  it  ? 

Senator  McLean.  Of  course,  excess-profits  tax  has  resulted  in  many 
injustices.     You  will  admit  that  ? 

Mr.  McKenzie.  We  will  never  get  a  perfect  tax. 

Senator  Smoot.  What  business  are  you  in  ? 

Mr.  McKenzie.  I  am  in  the  farm  and  lumber  business. 

Senator  Smoot.  Are  you  doing  the  liunber  business  individually? 

Mr.  McKenzie.  It  is  a  corporation. 

Senator  Smoot.  Your  corporation  never,  then,  took  any  notice  of 
the  excess  profits  in  arriving  at  what  they  were  going  to  sell  the  lumber 
for? 

Mr.  McKenzie.  No.  The  taxes  are  figured  up  at  the  end  of  the 
year. 

Senator  Smoot.  That  is,  you  did  not  care  what  the  taxes  were. 
If  it  had  taken  thorn  all  vou  would  not  have  cared  ? 
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Mr.  McKenzie.  It  had  absolutely  no  bearing  on  the  price  of  lumber 
in  the  last  four  years. 

Senator  Smoot.  In  other  words,  you  sold  the  lumber  for  just  as 
high  prices  as  you  could  ? 

Mr.  McKenzie.  No;  we  sold  at  the  market  price. 

Senator  Smoot.  No;  you  sold  as  high  as  you  could  sell  it. 

Mr.  McKenzie.  All  right;  I  will  say  that.  What  would  be  the 
virtue  in  your  going  into  the  market  and  selling  the  lumber  below  the 
market  price  ?    It  would  serve  no  good  purpose  whatever. 

Senator  Watson.  If  the  men  who  deal  in  lumber  as  a  corporation 
sold  their  lumber  as  high  as  they  could,  taking  into  account  the  excess- 
profits  tax,  evidently  those  who  were  dealing  as  individuals  came  up 
to  their  level. 

Mr.  McKenzie.  It  was  justified. 

Senator  Watson.  So  that  the  law  of  supply  and  demand  did  not 
operate.  But  that  does  not  prove  that  the  excess-profits  tax  should 
not  be  taken  into  consideration.  The  point  about  it  is  that  it  did 
not  operate  so  as  to  bring  you  down  to  their  level;  but  they  took 
advantage  of  it  to  come  up  to  your  level  and  charge  a  greater  price 
than  they  needed  to  charge.  Evidently  somebody  had  to  pay  that 
tax. 

Mr.  McKenzie.  The  question  of  taxes  did  not  enter  into  the 
thing  at  all,  just  as  I  have  shown  you  by  my  statement  with  respect 
to  the  question  in  France  and  England.  The  tax  did  not  coiTe- 
spond  to  the  price  at  all. 

Senator  Watson.  You  mean  the  relation  between  taxes  and 
prices? 

Mr.  McKenzie.  It  is  not  a  controlling  factor;  I  will  say  that. 

Senator  Watson.  But,  according  to  what  you  said  a  while  ago, 
it  did  not  have  anything  to  do  with  it. 

Mr.  McKenzie.  It  is  not  a  controlling  factor. 

Senator  McLean.  No;  the  going  was  good  and  everybody  charged 
every  dollar  they  could  get.  But  the  sentimental  effect,  the  very 
existence  of  that  tax,  gave  all  dealers  in  the  lumber  business  a  good 
excuse  for  shoving  up  their  prices,  and  they  did  it. 

The  Chairman.  Would  it  not  be  better  and  expedite  matters  if 
the  witness  could  go  ahead  and  finish  his  statement  ? 

Senator  Watson.  I  think  it  would  unless  it  disturbs  the  witness. 
Mr.  Chairman,  this  is  a  very  illuminating  way  of  getting  at  it. 

Mr.  McKenzie.  I  am  pei-fectly  satisfied  to  scrap  it  out  with  you 
gentlemen. 

Senator  McLean.  I  think  the  witness  is  absolutely  sound  on 
that  point. 

Senator  Smoot.  So  do  I,  wherever  there  is  not  any  competition 

Senator  McLean.  There  was  competition,  but  it  was  the  sellers' 
mecca,  and  they  were  all  raising  prices. 

Mr.  McKenzie.  Yes;  and  why  should  anybody  take  less  than  the 
market  price?  They  do  not  do  it.  I  have  some  references  here  if  I 
wanted  to  take  time  to  go  into  them;  but  I  shall  not  do  that. 

Senator  Jones.  What  kind  of  references  are  they?  Are  they 
figures  ? 

Mr.  McKenzie.  I  have,  for  instance,  a  statement  by  Mr.  George  E. 
Roberts,  of  the  National  City  Bank,  who  is  a  good  authority  on 
economics,  in  which  he  says  that  the  thing  is  absolutely  true  as  I  nave 
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stated  it.  That  theory  is  absolutely  indefensible  if  it  is  not  passed 
on  to  the  ultimate  consumer  for  the  reason  that  it  bases  the  amount 
of  the  tax  on  gross  income,  which  has  no  fixed  relation  to  a  man's 
ability  to  pay  taxes,  which  is  his  net  income.  If  I  do  business  at  a 
loss  I  will  nave  to  pay  that  1  per  cent  tax  out  of  my  capital,  and  it  is 
a  capital  levy  just  as  much  as  the  German  tax  to-day. 

Senator  ^lcLEAN.  You  do  not  pay  it;  you  pass  it  on.  You  lose 
just  as  much  without  tax  as  you  ao  with  it. 

Mr.  McKenzie.  Take  a  jeweler.  He  may  buy  a  diamond  brooch 
at  $2,000  and  sell  it  at  $3,000  and  make  $1,000  profit.  He  would 
pay  a  tax  of  $30  In  the  wholesale  grocery  business  profits  run  from 
2  to  2i  to  3  per  cent.  To  make  $1,000  he"  would  have  to  do  $30,000 
worth  of  busmess.  In  the  first  case  the  jeweler's  tax  would  amount 
to  one-thirtieth  of  his  net  profits.  In  the  case  of  the  wholesale 
grocer,  his  tax  would  amount  to  one-third  of  his  net  profits. 

I  come  from  New  York  where  we  have  the  most  intensive  dairy 
business  in  the  United  States.  Dr.  T.  S.  Adams  is  responsible  for  the 
statement  that  probably  it  would  take  35  to  40  per  cent  of  the  profits 
of  the  dairy  busmess  to  pay  1  per  cent  tax.  That  is  the  way  that  tax 
works  out  as  between  the  luxury  people  and  the  people  who  do  busi- 
ness in  the  great  staples. 

Senator  McLean.  The  spread  would  be  precisely  the  same. 

Senator  Smoot.  If  you  pass  it  on  it  is  exactly  the  same. 

Mr.  McKenzie.  Yes;  but  I  do  not  believe  that  it  is  passed  on. 

Senator  Smoot.  But  we  will  so  arrange  that  it  will  be  passed  on. 

Senator  Simmons.  Take  the  case  you  put  a  little  while  ago.  If  that 
is  passed  on — and  we  all  agree  it  will  be  passed  on — in  the  case  of  the 
jeweler  who  made  a  profit  of  a  thousand  dollars  and  passed  it  on,  the 
consumer  would  have  to  pay  a  tax  of  only  $30;  but  in  the  case  of  the 
retail  merchant,  who  made  $1,000  and  passed  it  on,  the  consumer 
would  have  to  pay  on  the  same  product  $300,  as  I  understand  you. 

Mr.  McKenzie.  Absolutely;  on  $30,000  worth  of  business. 

Senator  Smoot.  No. 

Senator  Simmons.  That  is  what  you  said. 

Mr.  McKenzie,  You  are  correct. 

Senator  Simmons.  Then,  you  develop  one  case  where  the  consumer 
will  have  to  pay  $30  where  there  is  a  profit  of  $1,000,  and  $300  where 
there  is  a  profit  of  $1,000  in  another  business,  or  ten  times  as  much 
in  one  case  as  in  the  other. 

Mr.  McKenzie.  No;  in  the  case  of  the  wholesale  grocer  it  will 
absorb  one- third  of  his  profit. 

Senator  Simmons.  You  said  that  in  one  case,  where  there  was  a 
profit  of  $1,000,  the  tax  would  be  only  $30,  and  in  the  other  case, 
where  there  was  the  same  profit  and  no  more,  $1,000,  the  purchasers 
of  those  goods  would  have  to  pay  $300. 

Mr.  McKenzie.  No. 

Senator  Simmons.  I  am  not  talking  about  getting  anywhere;  I  am 
talking  about  the  tax.  I  am  not  making  any  argument;  you  are 
making  the  arguments. 

Mr.  McKenzie.  There  is  another  feature  of  the  inequalities  between 
different  forms  of  tax  that  I  want  to  call  vour  attention  to,  and  that 
is  the  cumulative  effect  of  this  tax  as  between  the  self-contained 
business  that  performs  a  great  many  operations  and  the  small  con- 
cern that  performs,  possibly,  but  one  operation. 
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We  have  up  near  where  I  live  the  largest  single  shoe  business  in 
the  world,  I  think;  at  least  the  largest  in  the  United  States.  That 
concern  buys  its  hides  in  South  America  and  tans  the  leather  and 
makes  shoes  and  sells  them  to  the  man  who  wears  them.  They  would 
pay  1  per  cent  tax,  as  I  understand  it,  according  to  the  sales-tax 
theory.  There  are  many  smaller  concerns  that  would  get  their 
leather  from  the  hides  gathered  up  in  the  country  by  the  dealer  who 
would  sell  to  a  jobber  or  a  tanner.  That  leather  would  be  sold  to  a 
shoe  manufacturer,  who  would  sell  it  to  a  jobber,  and  the  jobber  to 
a  retailer,  the  retailer  in  turn  selling  it  to  the  man  who  wears  the 
shoes.  You  would  get  9  or  10  turnovers  and  4  or  5  per  cent,  probably, 
at  the  least. 

One  of  the  best  informed  men  in  the  shoe  business  in  the  United 
States  told  me  that  3  per  cent  would  settle  who  got  the  shoe  business 
in  the  United  States.  That  being  the  case,  it  would  be  only  a  little 
while  until  all  the  shoe  business  in  the  United  States  would  be  con- 
centrated in  the  hands  of  a  very  few  strong  organizations.  That  is 
not  only  true  of  the  shoe  business,  but  it  is  true  oi  a  multitude  of  other 
kinds  of  business,  and  it  would  be  only  a  little  while  until  America 
would  become  the  land  of  monopoly  instead  of  the  land  of  oppor- 
tunity. 

There  !•=;  another  very  serious  objection  to  the  sales  tnx,  from  my 
point  of  view,  and  that  is  the  question  of  its  collection. 

Senator  Simmons.  With  regard  to  that  shoe  business,  do  you  mean 
that  where  tho  shoe  is  made  ny  n  very  closely  integrated  concern  the 
turnover  would  be  less  than  wliore  it  is  made  by  numerous  inde- 
pendent concerns?  I  mean  the  shoe  and  all  the  things  thi\t  go  into 
the  shoe. 

Mr.  McKenzie.  What  I  said  was  that  that  concern  vrould  pay  1 
per  cent  tax,  and  that  the  individual  vrho  had  to  buy  in  any  other  way 
and  who  performed  but  one  operation  would  pay  4  or  5  per  cent. 

wSenator  Sim]mons.  The  point  that  you  are  making  is  that  the 
highly  integrated  product  would  be  made  at  a  less  turnover  than 
otV.erwise  ? 

Mr.  SicKexzie.  Less  tax. 

Senator  Simmons.  I  mean  that. 

Mr.  ifcKENZiE.  Absolutely.  Whatever  advantage  there  is  is  in 
favor  of  the  strong  and  against  the  weak. 

Senator  McLean.  Are  you  farmers  not  in  favor  of  a  cooperative 
organization  that  will  bring  the  consumer  closer  to  the  producer  and 
thus  avoid  half  a  dozen  profits? 

Mr.  McKenzie.  Yes. 

Senator  McLean.  Would  not  this  tax  operate  that  way,  right  in 
the  interest  of  the  consumer,  in  the  long  run? 

Mr.  McKenzie.  I  do  not  know  about  that.  It  will  bring  monopoly. 
If  you  consider  that  as  being  in  the  interests  of  the  consumer,  you  are 
all  right. 

Senator  McLean.  Assume  that  it  will  not  bring  monopoly;  that 
the  Sherman  Act  can  be  enforced  against  these  combinations.  Will 
it  not  tend  to  bring  the  producer  of  shoes  closer  to  the  consumer  of 
shoes  and  avoid  the  profits  that  they  have  to  pay  now  ? 

Mr,  McKenzie.  Let  us  take  the  question  of  fertilizers. 

Senator  McLean.  No;  answer  my  question. 

Mr.  McKenzie.  I  seriously  question  that.     I  doubt  it. 
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Senator  McLean.  Well,  we  have  to  pay  anywhere  from  $15  to  $20 
for  a  pair  of  shoes  now  that  cost  much  less, 

Mr.  McKenzie.  I  do  not.     The  farmers  can  not  afford  it. 

Senator  McLean.  Well,  we  all  have  to  buy  a  pair  of  shoes  once  in 
-a  while. 

Mr.  McKenzie.  I  have  bought  but  one  pair  in  four  years. 

The  Chairman.  Well,  go  on,  Mr.  McKenzie,  with  your  statement. 

Senator  Jones.  I  would  like  to  have  him  give  the  illustration  that 
he  started  to  give  about  fertiUzers  in  this  country. 

Mr.  McKenzie.  I  was  going  to  illustrate  tHe  point.  It  is  not 
vital.  I  will  go  on  with  the  question  of  collections  from  retailers. 
You  gentlemen  know  something  about  that  question.  You  know 
that  Canada  had  some  retail  sales  taxes,  and  that  last  December 
they  repealed  all  of  them  because  they  had  just  this  trouble  in  con- 
nection with  collections.  They  were  being  avoided.  You  gentle- 
men know  something  about  the  soda-water  tax.  As  I  imderstand 
it,  the  statement  is  being  widely  made  that  about  three-quarters  of 
the  soda-water  tax  is  being  evaded.     It  simply  is  not  being  paid. 

Senator  Sutoerland.  Do  you  mean  that  it  is  not  being  paid  to 
the  Government  ? 

Mr.  McKenzie.  It  is  not  being  paid  to  the  Government. 

The  Chairman.  Well,  Mr.  McKenzie,  it  brings  in  a  very  substantial 
revenue  to  the  (Grovernment. 

Mr.  McKenzie.  Yes. 

Senator  McLean.  That  is  a  matter  of  administration,  auywav. 

Mr.  McKenzie.  I  think  your  tax  experts  will  bear  out  the  state- 
ment I  have  made. 

The  Chairman.  The  Government  may  not  collect  it  all,  but  it 
collects  a  very  substantial  item. 

Mr.  McKenzie.  As  a  matter  of  fact,  you  genllomon  who  are  f  jimiliar 
with  the  French  taxation  svstem  Imow  that  thcv  have  a  sales  tax 
over  there,  and  that  since  it  went  into  effect  last  July  it  has  not 
produced  half  of  the  money  that  it  was  estimated  to  produce.  One 
of  our  very  large  banking  concerns  in  this  country  was  interested  in 
the  operation  of  that  sales  tax.  They  sent  over  there  and  got  some 
figures  to  find  out  just  how  it  was  going.  I  have  the  figures  lor  three 
or  four  months.  They  show  that  the  sales  tax  is  producing  about 
one- third  of  its  estimated  revenue,  because  it  is  being  evaded. 

I  think  the  French  are  just  as  good  tax  collectors  as  we  are,  and  I 
think  we  would  get  about  the  same  general  proportion  of  taxes  from 
the  general  sales  tax  as  from  the  soda-water  tax. 

Senator  Jones.  Where  do  you  get  those  figures  from  with  regard 
to  the  collection  in  France  ? 

Mr.  McKenzie.  I  have  them  right  here. 

Senator  Jones.  I  wish  you  woiild  put  them  in  the  record. 

Senator  Watson.  Their  tax  is  not  on  goods,  wares,  and  merchan- 
dise, is  it,  Mr.  McKenzie  ? 

Mr.  McKenzie.  If  I  may  be  permitted,  Mr.  Chairman,  I  would 
like  to  say  that  they  are  figurine;  now  on  changing  some  of  their  tax 
methods,  and  they  are  looking  about  to  find  how  they  may  get  addi- 
tional money,  not  from  the  sales  tax,  but  from  income  taxes. 

Here  are  the  figures  that  you  asked  for.  That  tax  went  into  effect 
in  July.  For  the  months  of  July  and  August  the  estimated  receipts 
were  700,000,000  francs.    The  actual  receipts  were  292,79 1 ,500  francs. 
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For  the  month  of  September  the  estimates  were  460,000,000  francs. 
The  actual  returns  were  234,000,434  francs.  For  the  month  of 
October  the  estimates  were  460,000,000  francs,  and  the  actual  returns 
were  205,492,000  francs.  For  the  month  of  February  the  estimates 
were  413,000,000  francs,  and  the  actual  yield  151,571,000  francs. 
That  shows  how  the  sales  tax  is  being  enforced  in  France.  That 
information  is  issued  by  Dowd,  Jones  &  Co.,  of  the  Wall  Street 
Journal,  and,  as  I  understand  it,  the  figures  were  gotten  by  one  of  the 
very  large  bankers  in  New  York. 

Senator  Smoot.  Do  you  know  anything  about  the  French  sales 
tax? 

Mr.  McKenzie.  I  know  that  about  it. 

Senator  Smoot.  That  is  all  you  know,  is  it  ? 

Mr.  McKexzie.  No,  not  quite  all. 

•  Senator  Smoot.  The  French  tax  in  no  way  compares  to  this  tax. 
It  is  the  same  tax  as  we  call  the  luxury  tax.  •  It  is  aivided  into  about 
20  or  30  different  sections.  Every  merchant  has  to  give  an  exemption 
and  impose  a  tax  upon  the  balance  that  is  paid  over  and  above  a 
certain  price;  and  in  each  one  of  those  divisions  or  groups  there  are 
different  rates.  I  do  not  see  how  the  merchants  in  France  can  keep 
track  of  the  tax. 

Mr.  McKenzie.  They  are  not  getting  the  money. 

Senator  Smoot.  Well,  they  got  money  from  it  during  the  war. 
That  is  about  the  onlv  way  they  did  get  any  money. 

Senator  Simmons.  It  is  a  turnover  tax. 

Mr.  McKenzie.  It  is  a  general  sales  tax,  and  was  only  put  into 
effect  last  July,  so  could  not  have  produced  any  money  during  ttie 
war.  ^ 

Senator  Simmons.  It  is  based  on  the  turnover? 

Senator  Smoot.  It  is  not  a  general  sales  tax.  There  are  exemptions 
I  do  not  know  how  many.  There  are  different  rates  entirely  on 
almost  all  the  commodities  in  France. 

Mr.  McKenzie.  That  does  not  change  the  underlying  principle. 

Senator  Sutherland.  Have  you  discussed  the  Canadian  sales  tax? 

Mr.  McKenzie.  No;  but  I  fiave  referred  to  the  fact  that  they 
repealed  taxes  applying  to  retailers  because  they  found  trouble  in 
collecting  them. 

Senator  Sutherland.  How  about  the  rest  of  them  ? 

Mr.  McKenzie.  It  applies  to  wholesaler  and  jobber;  1  per  cent  on 
the  manufacturer  and  1  per  cent  on  the  jobber.  The  retauer  pays  no 
tax  unless  he  happens  to  be  a  manufacturer,  and  then  it  is  on  the 
manufacturer  ana  not  on  the  retailer. 

Senator  Smoot.  It  is  a  manufacturer's  tax,  so-called,  in  Canada.  ^ 

Mr.  McKenzie.  Now,  I  would  like  to  say  a  word  or  two  about  this 
excess-profits  tax.  One  of  the  reasons  usually  advanced  for  that  tax 
is  that  it  is  strangling  business,  and  that  it  is  taking  from  corporations 
money  that  is  needed  in  the  business.  So  far  as  my  experience  goes, 
these  gentlemen  who  make  this  statement  ask  you  to  talce  their  wora 
for  it.  They  do  not  offer  any  facts  or  figures  to  prove  it.  I  have 
facts  that  I  would  like  to  call  to  the  attention  of  the  committee.  The 
first  is  this,  that  if  those  statements  are  true,  one  of  the  first  signs  we 
will  see  of  that  thing  is  that  the  men  of  discretion  and  sense  will  stop 
putting  their  money  in  corporations.  They  will  not  put  their  money 
where  they  do  not  believe  it  is  going  to  be  profitable. 
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1  took  the  trouble  to  look  up  the  amount  of  money  put  into  cor- 
porations in  1918,  1919,  and  1920,  and  here  is  what  I  found:  In 
1918  the  amount  of  money  put  into  new  corporations,  with  capital 
of  over  S100,000,  was,  in  round  numbers,  $3,000,000,000.  In  1919 
that  amount  had  jumped  to  $12,000,000,000;  and  in  1920  it  amounted 
to  813,000,000,000.  So  that  the  investing  public  in  the  United 
States  have  not  yet  made  up  their  minds  that  corporations  are  no 
good. 

There  is  another  sidelight  on  that  line,  and  that  is  the  amount  of 
corporation  profits.  In  1909  the  profits  of  corporations  amoimted 
in  round  numbers,  to  $3,000,000,000,  and  in  1919,  10  years  later,  those 
profits  had  climbed  to  $8,900,000,000. 

Senator  Sutherland.  That  is  after  the  tax  was  paid? 

Mr.  McKenzie.  Those  are  net  earnings,  as  I  understand  it. 

Senator  Watson.  What  did  they  amount  to  in  1920? 

Mr.  McKenzie.  I  do  not  know. 

Senator  McLean.  Are  your  estimates  of  the  totals  based  on 
•capitalization? 

Mr.  McKenzie.  The  amount  of  net  earnings  ? 

Senator  McLean.  No;  but  the  total  investments  in  the  new  cor- 
porations are  based  on  capitalization. 

Mr.  McKenzie.  Yes;  new  capital  put  into  corporations. 

Senator  McLean.  New  capital  put  in,  or  the  nominal  capital) 

Mr.  McKenzie.  No;  what  was  put  in,  as  I  understand  it. 

Senator  McLean.  Are  you  sure  about  that? 

Mr.  McKenme.  I  think  so. 

Senator  McLean.  I  think  you  have  your  figures  pretty  high. 

Mr.  McKenzie.  I  have  documents  here,  if  you  want  to  see  them. 

Senator  McLean.  There  has  been  about  a  billion  dollars  a  year  put 
into  oil  stocks  and  blue  sky  corporations  of  one  kind  or  another. 

Mr.  McKenzie.  I  have  a  clipping  here  from  the  New  York  Com- 
mercial Bulletin  which  gives  tliose  figures,  if  you  are  interested  in 
them. 

Senator  Simmons.  I  would  like  to  have  them. 

Mr.  McKenzie.  Unfortunately,  I  cut  the  date  off  that  clipping, 
■and  can  not  give  you  the  date  of  the  issue  of  that  bulletin.  Here  is 
what  they  say: 

The  (oliowing  are  the  romparative  figures,  as  8j>et'ia1Iy  coropiletl  by  the  Journal 
-of  Comiuerce  and  (kimmeiciu  Bulletin,  of  compenies  incorporated  in  the  principal 
Slatea  during  the  laat  throe  vcare  with  an  authorized  capital  of  $100,000  or  more: 
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Senator  McLean.  That  merely  treats  of  the  authorized  capitaliza- 
tion.  There  may  not  have  been  a  billion  dollars  put  into  the  bunch, 
so  far  as  your  figiu'es  are  concerned. 

Senator  McCumber.  That  is  the  authorized  capital  stock  of  the 
conipanies  ? 

Mr.  McKenzie.  Those  are  corporations  formed  with  over  $100,000' 
capital  in  those  years. 

Senator  McCumber.  Do  you  know  how  much  capital  stock  was 
issued  of  that  authorization  ? 

Mr.  McKenzie.  I  have  no  further  figures  than  those. 

Senator  McCumber.  And  you  do  not  know  how  much  has  been 
paid  in  ? 

Mr.  McKenzie.  I  do  not,  but  that  is  not  material  as  the  increase 
in  authorized  capital  proves  the  point. 

Senator  McCumber.  What  portion  is  represented  by  oil  stocks  ? 

Mr.  McKenzie.  I  do  not  know  anything  about  oU. 

Senator  Watson.  Do  you  think  that  the  excess-profits  tax  and 
higher  siu'taxes  have  anything  to  do  with  driving  money  into  non- 
taxable securities  ? 

Mr.  McKenzie.  Yes:  I  do,  most  decidedly. 

Senator  Jones.  Witn  regard  to  those  ng^ures  there,  you  have 
no  reason  to  believe  that  there  is  more  water  in  the  capitalization  of 
the  companies  in  the  last  year  than  in  the  previous  years,  have  you  ? 

Mr.  McKenzie.  Absolutely  not.  It  is  a  fair  measure  of  what 
people  think  of  corporations.    That  is  the  reason  I  give  the  figures- 

Senator  McLean.  Is  not  the  excess-profits  tax  the  greatest  incentive- 
to  increasing  capital,  to  watering  stock? 

Mr.  McKenzie.  It  will  not  get  you  anywhere  if  you  water  it  because 
the  Government  will  not  allow  it  to  you. 

Senator  McLean.  Well,  I  said  ''water."  Change  your  values- 
For  instance,  one  man  has  a  block  that  he  paid  $100,000  for  in  1912 
and  he  gets  $30,000  income  from  it.  It  is  worth  $400,000  to-day. 
Another  man  has  a  block  that  cost  him  $400,000  in  1919  or  1920  and 
ho  gets  the  same  income.  The  man  with  the  $100,000  block  has  to- 
pav  a  profit  tax  and  the  feUow  with  the  $400,000  block  does  not  pay  a 
dollar. 

Mr.  McKenzie.  I  can  not  quarrel  with  you  on  that.  The  low 
capitalized  concerns  are  likely  to  be  at  a  disadvantage  in  many  cases. 

Senator  McLean.  And  it  mts  the  small  stockholder,  does  it  not? 

Mr.  McKenzie.  I  believe  that  corporations  are  artificial  persons,, 
created  by  the  State,  and  that  they  are  fit  subjects  for  taxation. 

Senator  Watson.  Do  we  understand  from  you,  then,  that  jou 
prefer  the  existing  tax  situation  to  the  one  that  would  be  brought  into 
existence  by  the  Smoot  proposition  ? 

Mr.  McKenzie.  A,bsoluteiy.  When  the  time  comes  for  abolishing 
any  of  our  existing  taxes  we  should  not  begin  by  relieving  the  wealthy 
inaividuals  and  especially  prosperous  corporations,  but  oy  abolishing 
the  transportation  tax  oi  $330,000,000  and  the  present  suDsidy  whicn 
has  to  be  paid  to  the  Shipping  Board  of  another  $100,000,000;  these 
two  items  make  $440,000,000,  which  is  a  direct  charge  on  transporta- 
tion, and  is  doing  more  than  any  other  tax  to  retard  the  general 
prosperity. 
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Senator  McLean.  Suppose  you  do  not  get  your  money.  Suppose 
you  have  five  billion  to  raise  and  you  can  not  get  over  tliree  billion 
from  present  taxes.    Where  are  you  going  to  get  the  rest  ? 

Mr.  McKenzie.  We  will  have  to  get  it.  I  oelieve  in  running  the 
Government.  But  I  believe  that  the  eventual  problem  you  will 
have  to  solve  is  this :  We  can  divide  aU  the  people  of  the  United  States 
in  two  groups,  the  income-tax  group  and  their  dependents  and  tiie 
people  below  the  income-tax  rate. 

Take  the  people  who  pay  income  taxes.  In  1919  there  were  about 
5,600,0C0  returns,  and  their  net  income  was  about  $20,000,000,000. 
If  you  will  add  to  that  the  income  of  corporations,  which  was 
$8,900,000,000,  and  then  put  on  top  of  that  the  income  from  tax- 
free  securities,  which  practically  all  goes  to  the  same  place,  you  will 
get  a  group  of  about  15,000,000  people  with  a  net  income  of  about 
$30,000,000,000.  Now,  if  vou  subtract  those  15,000,000  people 
from  the  population  of  the  Lnited  States,  you  will  have  left  a  Dunch 
of  90,000,000  people  who  are  below  income-tax  rate.  And  as  nearly 
as  anybody  can  figure  out  the  income  of  those  90,000,000  is  just 
about  the  same  as  the  other  15,000,000,  that  is,  $30,000,000,000. 
Their  average  income  was  $333.  The  question  that  comes  up  before 
you  gentlemen,  and  which  eventually  you  will  have  to  solve,  is  how 
much  of  this  average  tax  of  $50  a  head  that  we  have  to  get  in  the 
United  States  for  the  budget  can  we  take  out  of  an  average  income 
of  $333.  That  is  the  great  problem  that  has  to  be  solvea  and  not 
work  any  social  injustice. 

Senator  McLean.  That  is  too  much  of  a  question  to  discuss  in  the 
time  that  we  have  to  devote  to  it  here. 

Mr.  McKenzie.  When  you  get  beyond  the  question  you  raise  you 
will  have  to  go  to  that.  Here  is  the  thing:  So  far  as  it  is  practicable, 
we  Want  to  get  the  bulk  of  this  tax  out  of  income  above  the  living 
wage. 

Senator  McLean.  That  is  quite  true.  But  if  by  shifting  the  tax 
you  can  raise  incomes  on  the  lower  grades,  it  is  a  good  thing  to  do. 

Mr.  McKenzie.  But  I  do  not  befieve  you  are  raising  any  income 
that  way. 

Senator  McLean.  I  am  not  certain  that  you  are  right  about  that. 

Mr.  McKenzie.  There  is  a  great  difference  of  opinion  on  that 
subject.  Now,  there  is  another  question  in  regard  to  this  excess 
profits  tax.  The  final  refuge  of  the  people  who  advocate  it  is  that 
it  can  not  be  administered;  that  the  determination  of  invested 
capital  is  beyond  human  power  and  intelligence  to  solve. 

Now,  I  suppose  that  some  of  you  gentlemen  have  new  babies  at 
home  occasionally. 

Senator  Smoot.  Not  in  this  .bunch. 

The  Chaibman.  Not  recently. 

Mr.  McKenzie.  If  the  baby  gets  teething  trouble  and  outgrows 
its  clothes,  you  do  not  kill  the  oaby  and  get  a  new  one.  You  remed  y 
the  difficulty.  I  am  perfectly  willing  to  admit  that  this  excess  profits 
tax  baby  that  was  left  at  the  doorstep  of  Dr.  Adams  and  the  other 
Treasurv  experts  was  a  new  baby  and  they  had  no  way  of  taking 
care  of  nim. 

The  Chairman.  How  many  children  have  you  yourself? 
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Mr.  McKenzie,  None. 

The  Chairman.  I  thought  you  talked  like  an  expert. 

Senator  Si\fMOXS.  You  have  a  right  to  talk  direct  to  the  chairman 
on  that  subject. 

Mr.  McKexzie.  Has  he  none  ?  Then,  we  are  fellow  sufferers  in 
misery.     I  am  very  sorry  that  I  have  not  half  a  dozen. 

The  fact  is  that  those  gentlemen  in  the  Treasury  are  accumulating 
a  fund  of  precedent  that  will  help  them  in  solving  a  lot  of  their 
problems.  They  are  accumulating  an  efficient  $taff  that  will  stay 
with  them.  The  Supreme  Court  is  handing  down  decisions  from 
time  to  time  which  arc  ironing  out  a  lot  more  of  your  troubles,  and 
my  honest  judgment  is  that  what  you  want  to  do  is  not  to  abolish 
that  tax,  but  to  remedy  the  administrative  features  of  it.  Then  I 
think  you  will  g:et  away  from  a  lot  of  your  troubles. 

The  fact  of  the  matter  is  that  a  lot  of  these  people  who  want  to 
repeal  the  excess-profits  tax  admit  that  it  is  founded  on  the  proper 
pnnciples.  Mr.  Otto  H.  Kahn  said  that  the  principles  on  which  it 
IS  founded  are  absolutely  right.  I  think  Dr.  Adams  will  agree  with 
that  statement.  There  is  not  any  fault  to.  find  with  the  principles 
on  which  that  excess-profits  tax  is  founded.  The  great  howl  tney 
make  about  it  is  on  the  basis  of  administration.  One  of  the  incentives 
for  having  it  repealed  now  is  the  fact  that  if  it  is  put  into  an  efllicient 
form  some  of  these  gentlemen  fear  that  they  will  have  to  pay  it  for- 
ever. 

Senator  Simmons.  You  may  have  discussed  this  excess-profits  tax 
before  I  came  in.  In  the  last  analysis  is  not  that  paid  by  those 
90,000,000  people  you  have  just  referred  to  as  having  an  income  of 
somewhere  around  S5300? 

Mr.  McKenzie.  No;  I  do  not  agree  with  you. 

Senator  Simmoxs.  Do  you  think  that  is  paid  by  the  producers  ? 

The  Chairman.  He  has  discussed  that. 

Senator  Simmons.  If  he  has  discussed  it,  I  will  not  open  it  up. 

Senator  Jones.  Have  you  any  suggestions  as  to  amendments  of 
the  excess-profits  tax  law  with  regard  to  the  administrative  features  ? 

Mr.  Mckenzie.  Yes;  I  have  two,  I  think,  that  I  will  suggest  later. 

Another  objection  is  the  fact  that  it  tends  to  extravagance  because 
some  of  these  people  who  pay  it  are  inclined  to  spend  more  money  in 
advertising  than  they  would  otherwise  do.  That  argument  is  put 
out  by  the  advertisers. 

Senator  Smoot.  Do  you  say  it  is  not  true,  then  ? 

Mr.  McKenzie.  Here  is  wnat  I  say:  In  any  event  they  will  pay 
at  least  half  the  cost  themselves.  Are  they  likely  to  be  spreaaing 
their  own  half  doU^trs  around  the  street  promiscuously?  I  do  not 
think  so.     I  think  your  regulations  will  take  care  of  that,  too. 

Another  argument  against  it  is  that  the  revenue  is  shrinking;  that 
it  is  not  going  to  produce  as  much  this  year  as  in  former  years.  That 
argument  might  be  a  good  one  for  increasing  rates  but  not  for 
abolishing  tax. 

Senator  McLean.  Would  that  be  a  good  argument,  that  the  higher 
the  rate  the  less  thev  will  collect  ? 

Mr.  McKenzie.  That  is  not  a  principle  that  would  hold  water. 
You  would  get  to  a  point  eventually  where  you  would  not  gain 
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anything  by  raising  the  rate.  But  laying  it  down  as  a  principle 
would  not  get  you*anywhere. 

Senator  Watson,  it  is  the  same  principle  applied  there  as  was 
applied  to  the  railroad  rate. 

Mr.  McEenzie.  Yes. 

Senator  Watson.  Have  we  not  reached  that  point  now  with  the 
excess-profits  tax  t 

Mr.  McKenzie.  No.  The  trouble  with  the  excess-profits  tax  is 
that  the  coiporations  are  not  making  money. 

Senator  Watson.  Raising  the  rate  would  not  help  them  to  make 
money,  then,  would  it  ? 

Mr.  McEenzie.  Help  the  corporations  1    Absolutely  not. 

Senator  Watson.  Certainly  not,  but  you  are  saying  raise  the  rate 
nd  get  more  money.  What  is  the  difference  between  the  amoimt 
.1^/=^  1 £x_  X —  the  first  year  they  were  applied  and  this 


aised  by  excess-profits  tax 
1  ast  year? 

Mr.  McEenzie.  I  have  fig 


figures  here,  but  I  have  not  them  in  memory. 
My  recollection  is  that  last  year  the  excess-profits  tax  amounted  to 
$1,750,000,000. 

Senator  Watson.  I  think  you  have  that  too  high.  That  is  too 
high,  is  it  not,  Senator  Smoot  ? 

Senator  Smoot.  Yes. 

The  Chairman.  Well,  go  on,  Mr.  McEenzie.  There  are  a  number 
of  other  gentlemen  here  too  are  yet  to  be  heard. 

Mr.  McEIenzie.  If  you  will  just  let  me  go  ahead  I  can  finish  in 
15  minutes.  Another  objection  to  the  tax  is  that  it  excites  hostility 
because  the  corporations  have  to  lay  out  their  books  for  Govern- 
ment inspection.  It  seems  to  me  that  that  is  not  an  argument 
against  the  tax,  but  it  is  a  good  thing  because  it  compels  corpora- 
tions who  have  slipshod  ways  of  keeping  books  to  keep  proper  books 
and  they  get  much  information  that  thev  did  not  have  before  and  will 
have  a  strong  tendency  to  prevent  false  statements  to  the  public. 
If  it  has  any  effect,  it  has  a  good  one. 

There  are  two  reasons,  in  my  opinion,  why  this  excess  tax  should 
not  be  repealed.  The  first  one  is  tnat  we  need  money.  I  think  there 
is  absolutelv  no  dispute  as  to  that  fact.  This  excess-profits  tax,  as 
I  said  a  while  ago,  is  foimded  on  correct  principles,  and  even  its 
enemies  have  not  dared  to  dispute  that  fact 

Another  thing  that  should  be  considered  is  the  fact  that  if  .you 
repeal  that  tax  you  are  going  to  allow  corporations  that  make 
profits  running  up  to  200  per  cent  and*  more  to  get  out  from  under 
with  a  pavment  of  a  normal  tax  which  is  an  entirely  inadequate 
share  of  tne  tax  burden,  and  you  are  going  to  put  over  on  rood, 
fuel,  clothing,  and  other  necessaries  of  life  the  thing  from  which 
you  are  relieving  these  corporations. 

John  Hays  Hammond  said  a  while  ago  in  Colliers  that  the  greatest 
thing  that  this  Government  could  do  for  the  people  of  the  United 
States  was  to  see  that  nobody  put  any  obstructions  in  the  road 
of  opportunity,  and  more  especially  that  the  Government  itself  did 
not  put  any  obstructions  in  that  road.  To  my  mind  the  greatest 
obstruction  that  could  be  put  in  the  road  of  opportunity  for  the 
comimon  people  would  be  to  absorb  all  the  possible  savings  of  these 
people  with  consumption  in  taxes  for  the  United  States  Govern- 
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ment.  I  thiAk  that  would  not  only  obstruct  the  road,  but  the  road 
would  be  pretty  nearly  closed  as  long  as  that  thmg  lasted. 

'*jenator  Jones.  Have  you  considered  the  question  of  substituting 
the  tax  on  undistributed  earnings  of  corporations  for  the  excess 
profits  tax  ? 

Mr.  McKenzie.  Yes,  but  it  does  not  appeal  to  me  at  all. 

Senator  Jones.  For  what  reason  ? 

Mr.  McKenzie.  If  you  are  interested  in  corporations  you  vrill 
know  that  here  is  what  you  are  going  to  come  up  against:  Just 
the  moment  you  do  that  thing  the  stockholders  will  clamor  to  have 


pay. 

I  think  that  would  be  an  utterly  foolish  thing  from   a  business 
standpoint. 

Senator  Simmons.  Mr.  McKenzie,  this  excess-profits  tax  is,  of 
course,  added  to  the  cost  of  the  product  of  the  corporation  paying 
the  tax,  is  it  not  i 

Mr.  McEjenzie.  No;  I  do  not  agree  with  you.    That  is  the  theory 

that  is  held.     Do  you  believe  that 

'  Senator  Simmons:  Wait  a  minute.    The  chairman  tells  me  that 
you  have  gone  into  that,  and  I  will  not  ask  you  to  go  into  it  again. 

Mr.  McKenzie:  With  the  chairman's  permission,  I  will  answer  it. 

The  Chairman  :  You  have  already  gone  into  it  fully. 

Mr.  McKjenzie.  The  railroads  are  now  doing  busmess  imder  the 
supervision  of  the  Government,  and  the  Government  has  said  that 
they  can  have  6  per  cent  and  no  more  on  their  business.  If  6  per 
cent  is  an  adequate  allowance  for  the  railroads,  then  $3,000  and  8 
per  cent  on  invested  capital  is  a  reasonable  allowance  for  these 
othei:  corporations,  and  tnere  is  no  reason  why  thej  should  add  an 
excess-profits  tax  as  part  of  the  cost  of  doing  busmess. 

Senator  Simmons.  What  I  wanted  to  get  at  was  whether,  in  your 
opinion,  if  the  corporation  did  pay  that,  or  add  it  to  the  price  of 
tneir  product,  it  would  affect  our  export  trade.  To  what  extent 
would  that  additional  amount  so  burden  our  export  trade  as  to 
make  it  diflSlcult  for  us  to  meet  competition  in  the  markets  of  the 
world  ? 

Mr.  McKenzie.  Do  you  think  a  business  man  in  this  country 
would  not  manufacture  stuff  at  a  profit  of  $3,000,  8  per' cent,  and 
export  it  if  he  could  do  it  without  paying  excess-profits  taxes  t  There 
is  nothing  to  it.     They  will  he  glad  to  ao  it  for  less. 

Senator  Watson,  xou  have  said,  in  answer  to  the  charge  that  the 
amount  of  the  tax  collected  from  excess  profits  has  been  reduced 

Mr.  McKjenzie.  It  will  be  reduced  tnis  year,  but  the  tax  laws 
should  be  formed  for  normal  years. 

Senator  Watson.  The  Secretary  of  the  Treasurv  says  that  it  is 
estimated  that  the  tax  for  the  year  1921  would  yield  450  millions  as 
against  two  billion  five  hundred  millions  in  1918. 

Mr.  McKenzie.  In  1919,  $1,750,000. 

Senator  Watson.  I  am  talking  about  this  vear.  How  much  of 
that  is  due  to  lack  of  business  and  how  much  of  it  to  the  very  nature 
of  the  tax  itself  ? 

Mr.  McKenzie,  I  can  answer  that  question  only  partially.  No- 
body could  give  you  a  complete  answer  to  it.     Here  is  the  nearest 
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answer  that  I  know  of  to  that  question.  The  bulk  of  commodities  thai 
are  being  handled  to-day  by  the  railroads  is  down  about  40  per  cent. 
That  is  the  measure  of  the  raw  materials.  In  my  judgment,  that  is 
a  pretty  fair  idea  of  what  is  happening  to  business.  The  overhead: 
is  going  along.  They  are  running  about  50  to  60  per  cent  and  their 
overhead  is  going  along  at  very  nearly  100  per  cent,  and  the  result- 
is  that  theyare  not  making  profits. 

Senator  Watson.  That  is  quite  true;  but  is  it  not  also  true  that 
the  productivity  of  this  tax  has  been  greatly  decreased  because  cf 
the  verv  nature  of  the  tax  itself,  and  in  another  year  would  they  not 
altogether  disappear  ?  You  have  said  that  the  best  way  to  overcome 
that  would  be  to  raise  the  rate  instead  of  abolishing  the  tax. 

Senator  McLean.  Multiply  the  rate  by  five. 

Senator  Watson.  You  would  not  get  any  more  if  you  raised  the 
rate  now  ? 

Mr.  McKenzie.  You  would  from  some  people.  The  only  way  to 
find  out  would  be  to  do  it. 

I  woidd  like  to  go  to  the  question  of  surtax  which  has  been  brought 
in  here.  The  statement  was  made  before  the  committee  here  on 
Monday  that  the  amount  of  money 

The  Chairman.  Mr.  McKenzie,  you  have  consumed  a  good  deal 
of  time.  The  committee  wants  to  give  you  every  opportunity,  but 
it  is  hardly  fair  to  important  gentlemen  who  have  come  from  a  dis- 
tance to  attend  the  hearing  and  who  desire  to  be  heard. 

Mr.  McKenzie.  If  I  may  be  permitted  just  five  minutes  more  I 
will  quit. 

Senator  Jones.  I  would  like  to  make  this  su^estion,  Mr.  Chair- 
man. This  witness  represents  a  very  important  industry  in  this 
country,  and  we  have  not  had  many  witnesses  to  speak  along  the 
lines  that  he  is  discussing,  and  I  think  this  witness  ought  to  have  all 
the  time  that  he  wants. 

The  Chairman.  The  chair  has  no  desire  to  suppress  the  witness. 

Mr.  McKenzie.  There  will  be  nobody  else  here  from  the  farms. 
There  are  very  few  to  speak  for  the  farms,  and  I  would  like,  if  I  am 
not  imposing  on  your  courtesy,  to  go  a  little  further  into  the  subject. 

Senator  Cuetis.  Why  not  let  him  conaplete  his  statement  and  not 
interrupt  him  any  further  ?    I  think  he  is  entitled  to  that. 

Senator  McLean.  I  think  so,  too. 

The  Chairman.  I  must  concede  that  you  have  not  had  the  oppor- 
tunity to  speak  uninterruptedly. 

Mr.  McKenzie.  The  stateirient  was  made  before  this  committee 
on  Monday  that  men  with  an  income  of  over  $300,000  bad  put  two- 
thirds  of  tneir  money  into  tax-free  securities.  The  proposition  that 
is  involved  in  repealmg  those  surtaxes  is  to  bring  the  surtaxes  down 
from  a  maximum  tax  of  73  per  cent  to  a  maximum  of  not  to  exceed 
40  per  cent. 

The  proposition  I  want  to  put  to  you  is  this:  If  it  is  true  that 
these  men  nave  two-thirds  of  their  money  now  in  a  '^bomb  proof  *' 
where  the  Government  can  not  touch  them  for  taxes  there  is  abso- 
lutely no  justice  in  lowering  the  rate  on  the  other  one-third. 

I  nave  some  tables  that  figure  up  and  show  the  amount  of  taxes, 
for  different  amounts  of  income. 

Take  a  man  with  an  income  of  $300,000.  His  total  tax  amounts  to 
53  per  cent.    It  is,  to  be  exact,  53.73,  but  I  will  drop  the  fraction 
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and  say  53  per  cent.  Two-thirds  of  his  money  is  in  tax-free  securi- 
ties, and  all  he  is  paying  is  17  per  cent.  Why  lower  the  rate  for 
him  ?  If  he  has  $500,000  of  income  and  has  two-thirds  of  it  in  tax- 
free  securities,  he  only  pays  20  j>er  cent;  he  is  getting  off  for  less  than 
he  is  entitled  to.  Ii  he  nas  a  million  dollars,  he  is  only  paying  66 
per  cent,  and  if  he  has  two-thirds  of  it  in  tax-free  securities  he  is 
only  pajdng  22  per  cent.  He  is  not  overburdened.  He  is  not  enti- 
tled to  any  relief. 

Senator  Smoot.  He  can  get  relief  by  purchasing  more  bonds. 

Mr.  McKenzte.  I  have  a  recommendation  that  I  will  give  you 
before  I  am  through  that  will  stop  that. 

Senator  Calder.  I  was  in  a  bank  in  New  York  the  other  day,  and 
my  attention  was  called  to  the  account  of  one  gentleman  who  had  a 
trust  fund.  This  man  had  $7,000,000  invested  in  different  securi- 
ties, 80  per  cent  invested  in  mortgages  and  real  estate.  During  the 
past  three  years  he  has  gradually  withdrawn  all  of  that  money  from 
mortgages  and  real  estate  until  to-day  95  per  cent  of  his  entire  for- 
tune of  $7,000,000  is  invested  in  tax-free  securities  that  net  him 
about  6i  per  cent.  He  is  one  of  the  idle  rich,  and  these  excess-profits 
taxes,  it  seems  to  me,  are  working  to  the  advantage  of  the  idle  rich, 
while  the  worker  and  the  poor  man  who  are  taking  the  risk  of  busi- 
ness are  being  compelled  to  pay  the  taxes.  Besides  this  there  are 
excess  profits  and  high  surtaxes  that  have  the  effect  of  taking  money 
out  of  mortgage  investments.  A  man  seeking  to  build  a  noma  is 
required  to  pay  a  very  high  rate  of  interest,  and  a  bonus,  perhaps. 

Senator  Jones.  Is  not  the  Senator  from  New  York  confusing  the 
high  surtaxes  with  the  excess-profits  taxes  ? 

Mr.  MgKenzie.  I  would  like  to  ask  the  Senator  from  New  York 
a  question.  After  you  have  succeeded  in  getting  the  money  of  your 
$7,000,000  client  back  into  taxable  securities — and  Senator  Smoot 
said  the  other  day  that  he  wanted  to  get  the  money  back  into  taxable 
form — after  you  nave  done  that,  who  will  own  the  sixteen  bilhons  of 
tax-free  securities  that  are  already  Issued  ? 

Senator  Calder.  Of  course  that  is  going  to  be  very  difficult,  to  levy 
a  tax  upon  those  already  in  existence.  For  my  part,  I  would  tax 
them  if  we  can,  or  at  least  I  would  legislate  to  prevent  the  issuance 
of  any  more.  But  the  idle  rich  are  going  to  continue  to  own  tax- 
exempt  securities  if  there  are  any  in  existence. 

Mr.  McKenzie.  There  is  one  great  point  about  it,  and  that  is  that 
automatically  those  securities  that  your  $7,000,000  client  has  sold 
are  going  to  laU  into  the  hands  of  a  large  number  of  men  of  moderate 
means,  and  it  will  tend  to  that  principle  which  I  stated  to  begin  with, 
a  distribution  of  wealth  among  the  many  instead  of  being  concen- 
trated in  the  hands  of  a  few.  I  can  imagine  the  agony  of  some  of  these 
men  who  are  selling  United  States  steel  stock,  and  stocks  of  that  sort, 
and  putting  the  money  into  5  or  6  per  cent  tax-free  securities.  That ' 
is  perfectly  evident ;  but  I  do  not  believe  it  is  a  social  calamity  after 
all.  I  thmk  eventually  it  is  going  to  do  us  good  rather  than  evil, 
because  I  do  not  believe  in  tax-free  securities.  I  think  they  ought 
to  be  stopped  immediately,  or  as  quick  as  we  can  do  it. 

I  have  only  one  other  topic.  1  do  not  think  you  can  discuss  the 
sales  tax  or  tne  excess-profits  tax  without  the  question  being  raised: 
Where  are  you  going  to  get  all  this  money  ? 
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I  want  to  add  a  word  that  I  omitted,  and  that  is  in  regard  to  the 
effect  of  the  sales  tax  on  the  fanner.  We  all  know  that  the  income  tax 
is  going  to  be  with  us.  We  are  going  to  have  it,  and  the  farmer  will 
pay  a  sales  or  an  overturn  tax  in  addition,  if  this  scheme  goes  through. 
He  will  not  be  able  to  pass  it  on.  He  will  have  to  absorb  it,  for  this 
reason,  that  the  prices  of  his  conmiidities  are  fixed  beyond  his  control. 
The  price  of  wheat,  for  instance,  is  fixed  in  the  Liverpool  market, 
largely,  and  the  farmer  gets  the  price  at  Liverpool  less  the  cost  of 
getting  it  there. 

I  come  from  a  dairy  section  of  country  where  the  prices  that  wo 

fet  for  milk  are  not  even  determined  by  the  cost  of  production, 
'hey  are  determined  by  the  price  of  liquid  milk  in  New  York  City 
that  will  move  the  milk  that  we  produce.  Last  month  is  was  82.18. 
That  had  nothing  to  do  with  the  cost  of  production.  It  was  because 
they  thought  that  a  price  of  $2.18  a  hundred  would  move  the  milk. 

Take  last  year's  wool  crop,  still  largely  in  the  hands  of  the  farmers, 
or  in  the  wool  pools;  it  can  not  be  sold  for  half  the  cost  of  production. 
If  you  add  a  sales  tax,  wool  will  not  go  up  any  and  the  loss  to  the 
sheepmen  will  be  just  that  much  greater. 

The  farmer  can  not  add  a  tax  under  those  conditions  at  all.  He 
will  have  to  absorb  it. 

And  then  there  is  one  other  thing  that  I  want  you  to  bear  in  mind, 
and  that  is  that  there  are  a  lot  of  institutions  in  the  L^nited  States 
that  are  more  fortunately  situated  than  the  farmers  and  that  can 
control  the  price  of  their  products  when  they  sell  them.  You  all 
know  the  great  manufacturer  of  harvesting  machinery,  the  Inter- 
national Ifiirvester  Co.,  has  a  big  plant  in  Qiicago.  Tne  New  York 
papers  made  a  general  survey  of  industries  in  Chicago  in  January, 
and  it  showed  that  nearly  all  the  business  in  Chicago  was  being  run 
at  40  or  50  or  60  per  cent  of  their  capacity.  When  they  came  to  the 
International  Harvester  Co.,  they  found  that  the  International 
Harvester  Co.  normally  employed  25,000  men,  and  that  they  were 
running  1,750  men  short,  and  they  had  made  no  reduction  in  wages. 
Why  ?  Because  they  could  control  the  price  at  which  they  sold  their 
madiinery.  If  they  could  add  war  costs  of  steel  and  material  and 
labor  to  the  price  of  their  finished  product,  they  could  add  a  1  per 
cent  sales  tax  and  pass  it  back  to  the  farmer. 

Take  the  fertilizer  industrv.  It  is  in  the  same  position.  They 
had  a  lot  of  high-priced  stock  on  hand  used  in  the  manufacture  of 
mixed  fertilizers,  and  they  sold  potash  and  nitrogen  in  mixed 
fertilizers  to  the  famers  at  $100  a  ton  above  the  cost  oi  raw  material, 
and  if  they  could  add  the  extra  price  to  their  fertilizer  they  could  add 
a  1  per  cent  tax.  The  farmer  would  have  the  income  tax  and  a  sales 
tax  which  he  could  not  pass  on,  and  all  these  consumption  taxes  that 
these  other  fellows  hana  back  to  him.  So  he  would  have  three  taxes 
in  many  instances. 

Gentlemen,  I  think  that  the  farmer  has  gone  just  about  the  limit. 
He  has  been  deflated  to  the  last  degree ;  and  I  ask  you  to  see  that  he 
gets  a  square  deal  when  it  comes  to  this  tax  matter. 

When  it  comes  to  the  question  of  the  tariff,  which  I  want  to  say  two 
or  three  words  about,  here  is  what  has  happened.  You  know  about 
oi^anized  labor.  It  is  thoroughly  organized.  Many  of  you  know 
about  organized  business.     It  is  just  as  thoroughly  organized.    Those 
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two  institutions  are  both  interested  in  agriculture  as  their  source  of 
food  and  raw  materials.  They  want  to  ouy  goods  cheap,  and  they 
have  gotten  them  cheap,  because  they  have  been  organized  and  have 
been  able  to  speak  with  authority.  One  of  the  reasons  they  have 
gotten  them  cheap  is  that  little  by  little  the  tariff  protection  that  the 
warmer  used  to  have  has  been  taken  awajr  from  him,  until  now  our  New 
York  farmers  who  raise  beans  have  to  raise  beans  in  competition  with 
coolie  labor  in  China  at  10  or  15  cents  a  day.  Our  men  wno  raise  wool 
have  to  raise  it  in  competition  with  Indian  shepherds  in  South  Amer- 
ica, who,  I  am  reliably  informed,  get  $17  a  year  and  their  keep  for 
attending  to  the  sheep.  We  have  to  produce  dairy  products  in  com- 
petition with  the  world  market,  while  the  factories  have  demanded 
and  have  kept  their  protection.  The  result  is  as  you  all  know.  In- 
dustry on  the  farm  is  on  one  plane.  Industry  in  the  factory  is  on 
another  plane.  Labor  is  working  eight  hours  a  day  and  clamoring  for 
a  6-hour  day.  The  Department  of  Agriculture,  1  believe,  says  that 
the  farmer's  average  day  is  13i  hours.  The  average  income  of  a 
farmer  is  less  than  $600.  You  propose  to  the  labor  unions  that  they 
work  for  $600,  and  they  would  simply  laugh  at  you. 

That  has  been  brought  about  because  the  farmer  has  been  com- 

£elled  to  sell  his  stuff  and  work  on  a  free-trade  market,  and  the  factory 
as  not. 

Senator  McCumber.  You  might  add  that  the  farmer's  wife  works 
16  hours  a  day. 

Mr.  McKenzie.  Yes;  and  some  of  them  more  than  that;  and  not 
onlv  the  wife,  but  a  lot  of  the  children. 

Senator  Curtis.  All  the  children. 

Mr.  McKenzie.  You  can  not  get  away  with  that  stuff  forever. 
The  farmer  has  been  the  backbone  of  this  countiy  in  every  time  of 
stress  and  trouble  that  vou  have  encountered. 

You  gentlemen  who  have  been  in  business  have  been  accustomed 
to  sit  back  in  your  swivel  chairs  and  say,  '*  We  need  not  worry.  The 
fanners  wUl  pull  us  through."  If  you  destroy  the  agricultural  popu- 
lation bv  crowding  it  out,  you  will  reach  the  point  that  will  mark  the 
end  of  the  Republic. 

Senator  McCumber.  You  are  in  favor  of  the  emergency  tariff  act  ? 

Mr.  McEjsnzie.  Yes.  Put  all  the  business  of  the  United  States  on 
one  basis.     If  you  have  free  trade,  put  everybody  there. 

I  thank  you  for  your  attention. 

Senator  Jones.  You  said  a  while  ago  that  you  had  one  or  two  sug- 
gestions as  to  how  we  might  change  the  administrative  features  of  the 
excess  profits  tax  law. 

Mr.  McKenzie.  Yes,  sir;  three  or  four  general  recommendations. 
The  first  one  is  that  we  are  opposed  to  any  sales  tax.  We  are  opposed 
to  the  repeal  of  the  excess  profits  tax.  We  believe  that  you  should 
submit  to  the  people  a  constitutional  amendment  to  stop  issuing  tax- 
free  securities.  We  believe  you  should  establish  some  agency  here  in 
Washington  that  could  settle  the  question  of  income  taxes  so  that  it 
would  stay  settled  and  so  we  would  not  need  to  come  down  here  four 
or  five  times  with  regard  to  adjustments.  I  believe  you  should  at  least 
consider  carefully  the  proposition  of  a  board  such  as  they  have  in  Eng- 
land so  that  the  income  taxes  would  be  assessed  in  the  district  where  they 
originate  and  you  would  get  a  great  amount  of  taxes  that  you  are  not 
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getting  to-day.     If  assessments  were  made  in  the  district  where  they 
originate  you  would  get  a  lot  more  money. 

'  Another  recommendation  is  that  75  per  cent  of  this  tax  should  be 
raised  from  incomes  and  excess-profits  taxes  and  not  to  exceed  25 
per  cent  from  consumption  taxes;  and  that  the  loss  in  any  one  year 
should  be  deductible  from  the  preceding  year  or  years. 

Senator  McLean.  You  have  no  suggestion  as  to  new  sources  of 
revenue  ? 

Mr.  McKenzie.  I  could  sit  down  and  tell  you  some  other  ways 
to  get  money  if  you  had  to  have  it.  You  can  get  about  $75,000,000, 
as  I  recall  it,  from  making  the  postage  rate  3  cents. 

Senator  Jones.  Would  you  increase  inheritance  taxes  ? 

Mr.  McKenzie.  I  would  not  like  to  express  an  opinion  on  that. 
I  have  not  given  that  any  serious  consideration,  but  I  do  not  think  so. 

Senator  Smoot.  You  are  against  the  issuing  of  tax-free  bonds  ? 

Mr.  McKenzie.  Absolutely.  I  do  not  believe  that  anybody  ought 
to  be  allowed  to  put  his  investments  into  a  *'bomb  proof "  where  we 
can  not  touch  him  for  taxes  to  support  the  United  otates. 

Senator  Smoot.  Why  should  your  organization  support  the  issuing 
of  tax-exempt  bonds  by  joint-stock  land  banks 

Mr.  McKenzie.  Do  you  know  any  reason  why  the  agricultural 
population  should  allow  the  cities  to  have  a  monopoly  on  that  sort  of 
securities  1 

Senator  Smoot.  I  have  not  said  that  I  believe  in  it. 

Senator  Caldeb.  Two  wrongs  do  not  make  a  right. 

Mr.  Mc^NZiE.  There  is  no  question  of  morals  involved. 

Senator  Caldeb.  Oh,  no;  I  agree  with  you.  If  it  is  done  by  one 
'class  it  should  be  bv  another. 

Mr.  McEjsnzie.  Let  us  stop  it.  That  is  the  way  to  do.  We 
will  say  "Amen  "  tfyou  will  stop  it  right  away. 

Senator  Smoot.  Thht  is  what  I  would  do  if  I  could. 

Mr.  McKenzie.  You  are  absolutely  right.  It  is  one  of  the  greatest, 
evils  that  I  know  anything  about  in  the  whole  tax  business. 

Senator  McLean.  But  if  the  agricultural  interests  got  into  this 
bath,  would  they  not  find  it  so  nice  and  warm  that  they  would 
want  to  remain,  like  the  cities  and  municipalities  ? 

Mr.  McKjsnzie.  They  are  human. 

Senator  Caldeb.  Would  it  make  any  difference,  in  your  view,  if 
we  exempted  all  incomes  up  to  $5,000  i 

Mr.  McKenzie.  I  think  you  would  be  going  wrong.  I  think  you 
would  be  getting  worse  rather  than  better. 

Senator  Caldeb.  Would  it  make  any  difference  if  we  exempted 
sales  up  to  five  or  six  thousand  dollars  ? 

Mr.  McKenzie.  You  are  going  to  make  more  complications  and 
lose  a  lot  of  money.  I  am  opposed  to  a  sales  tax  on  principle.  I  do 
not  think  there  is  any  justice  in  it,  because  you  are  going  to  tax  the 
necessities  of  life.  lou  are.  going  to  take  the  money  out  of  the  pay 
envelope  of  the  workingman  ana  the  pocket  of  the  farmer  and  get 
it  out  of  the  living  wage. 

Senator  Caldeb.  If  you  own  a  house  or  factory,  or  any  building — 
say,  you  own  a  farm  and  you  rent  the  farm,  and  it  pays  you  so  much 
rent;  if  we  pass  a  law  increasing  the  taxes  on  that  tkrm  and  you  are 
required  to  pay  more  taxes,  you  would  make  the  tenant  pay  the 
increased  taxes,  would  you  not  1 
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Mr.  McKenzie.  To  a  certain  extent.  There  is  a  limit  to  that^ 
though. 

Senator  Caldeb.  I  know  that  those  of  us  who  own  property  in  the 
cities  and  our  taxes  have  been  doubled  have  simply  passed  it  on  to 
the  tenants. 

Mr.  McKenzie.  You  have  got  your  tenant  by  the  ears,  because 
there  is  no  place  else  to  go.  We  have  25,000  vacant  houses  in  the 
rural  districts  in  New  Yori^. 

Senator  Calder.  I  would  like  to  get  the  people  back  to  you  if  I 
could. 

Mr.  McKJENziE.  You  can  if  you  make  farming  profitable. 

Senator  Smoot.  You  referred  to  the  Canadian  taxation  and  thought 
it  was  very  much  better  than  our  taxation  or  proposed  taxation. 

Mr.  McKenzie.  You  say  I  thought  it  was  better? 

Senator  Smoot.  Better  than  the  proposed  sales  tax. 

Mr.  McKenzie.  No;  you  misunderstood  me.  What  I  said  waa 
that  they  had  no  retail  sales  taxes.  They  had  abolished  them  all. 
I  do  not  think  any  sales  tax  is  a  good  tax. 

Senator  Smoot.  They  had  only  luxury  taxes.  They  never  had  a 
sales  tax  at  any  time. 

Mr:  McKenzie.  Senator,  I  sat  on  the  tax  committee  of  the  National 
Industrial  Conference  Board,  and  I  suppose  more  than  a  dozen  people 
have  come  down  to  that  committee  and  quoted  the  Canadian  sales 
tax. 

Senator  Smoot.  They  call  it  that,  the  same  as  we  call  the  luxury 
tax  of  ours  a  sales  tax.  Here  is  what  Canada  has  done  on  May  10: 
Their  proposals  include  an  increase  of  50  per  cent  in  sales  taxes 

Mr.  McKenzie.  Manufacturers  and  jobbers? 

Senator  Smoot.  Yes.  A  duty  to  be  levied  on  playing  cards.  No 
change  in  the  principle  of  the  sales  tax.  A  100  per  cent  increase  in 
the  tax  on  spirits. 

That  is  wnat  they  have  done,  and  their  work  was  concluded  on 
Mav  10. 

Senator  Walsh.  You  read  from  tables.  Would  you  not  like  to 
leave  those  tables  with  the  committee  ? 

Mr.  McEIenzie.  They  only  show  the  percentage  of  tax  on  the 
different  rates  of  income. 

Senator  McCumbeb.  If  there  is  any  matter  that  you  want  to 
insert  in  order  to  explain  any  testimony  you  have  given,  you  have 
the  right  to  do  so. 

Senator  Simmons.  I  want  to  ask  you  one  question.  Of  course  we 
all  recognize  that  what  you  have  contended  is  true — I  do,  at  least— 
that  this  sales  tax  is  a  distinctly  consumption  tax  that  wiU  be  paid 
by  100,000,000  people.  Most  of  it  will  be  paid  by  the  farmers  and 
laborers  because  tney  constitute  a  great  majority  of  the  people  of 
this  country. 

Mr.  MoKTenzib.  Absolutely. 

Senator  Simmons.  If  it  should  be  decided  to  eliminate  the  excess 

Erofits  tax  and  to  greatly  reduce  the  surtax  and  the  income  tax, 
ave  you  made  any  calculation  as  to  what  the  wealthy  in  this  country 

willjpav  ? 
Mr.  McKenzie.  I  am  not  crossing  that  bridge  until  I  come  to  it. 
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Senator  Simmons.  I  am  simply  asking  if  that  should  be  done 

Mr.  McKenzie.  I  have  no  suggestion. 

Senator  Simmons  (continuing) .  Have  you  made  any  calculation  as 
to  what  amoimt  would  be  left  for  the  wealthy  to  pay?  To  my  mind 
very  little  would  be  left.  The  bulk  of  the  taxes  raised  in  this  coimtry 
would  then  be  paid  as  consumption  taxes  and  there  would  be  very 
little  left.  If  ]rou  eliminate  these  two  things  it  would  be  raised 
through  impositions  that  will  have  to  be  paid  by  the  wealthy  class. 

Mr.  McKenzie.  If  I  get  your  question  rightly,  what  I  anticipate 
would  happen  if  those  tnings  should  be  done,  mstead  of  having  75 
per  cent  of^our  taxes  come  from  incomes  and  excess-profits  taxes  and 
the  25  per  cent  come  from  consumption  taxes,  you  would  have 
about  75  per  cent  of  the  tax  put  on  the  common  people  and  25  per 
cent  or  less  on  the  wealthy. 

Senator  Simmons.  That  is  your  calculation  ? 

Mr.  McKenzie.  Yes,  sir. 

Senator  Simmons.  Hereafter,  instead  of  76  per  cent  of  these  taxes 
being  paid,  as  they  are  now 

Mr.  McKenzie.  It  would  be  just  turned  around.  It  would  depend 
on  your  schedules  and  on  a  lot  of  things. 

Senator  Watson.  As  a  fundamental  proposition,  is  it  better  to  tax 
conaumption  or  production?  If  production  is  full  and  free  and 
unlimited  and  the  producer  is  cared  for  amply,  is  not  the  consumer 
likely  to  take  care  of  himself? 

Mr.  McEjsnzie.  The  thing  you  want  to  tax  is  net  profit.  That  is 
the  measure  of  a  man's  ability  to  pay  taxes.  He  can  only  pay  them 
from  two  sources,  out  of  profit  and  out  of  capital.  Iiiere  is  not 
anybody  in  this  country  who  proposes  to  levy  a  tax  on  capital. 
Germany  is  the  only  country  in  the  world  that  nas  done  that.  Let 
us  levy  our  taxes  in  proportion  to  our  ability  to  pay,  which  is  net 
income. 

Senator  Jones.  Is  it  not  a  truism  that  any  concern  which  earns 
an  excess-profitfi  tax  is  charging  all  that  the  traffic  will  bear,  and  is 
not  passing  the  excess-profite  tax  to  the  consumer  because  of  neces- 
sity, but  simply  because  of  his  avariciousness  ? 

Mr.  McKenzie.  Absolutely.  There  is  no  question  about  that.  I 
have  no  fault  to  find  with  tnat  statement  at  all.  Take  the  tax  on 
tobacco 

Senator  Smoot.  Yes.    The  consumer  pays  it  just  the  same. 

Senator  Jones.  I  would  like  to  add  to  that — would  he  not  charge 
just  the  same  amount  whether  he  had  to  pay  an  excess-prdfits  tax 
or  not  ? 

Mr.  McKenzie.  His  price  is  governed  by  market  conditions. 
Prices  are  controlled  by  supply  and  demand;  but  as  I  have  said 
three  or  four  times,  at  least,  here,  the  tax  is  not  the  controlling 
feature.     It  has  little  or  nothing  to  do  with  it. 

Senator  McLean.  You  were  going  to  say  something  about  the  tax 
on  tobacco  a  while  ago,  I  believe. 

Mr.  McKenzie.  I  was  just  going  to  illustrate  it  by  a  question  like 
tins:  If  you  put  a  tax  on  tobacco  at  1  per  cent — plug  tobacco,  for 
instance — ^you  would  get  one  amount  of  money,  and  if  you  raised  that 
tax  to  2  per  cent  you  would  get  twice  as  much  money,  normally.  I 
am  not  an  authority  on  tobacco.  I  do  not  make  any  claims  along 
that  line. 
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STATEMENT   OF   BOBEKT    B.   GOODMAN,    CHAIBMAN    ABVI80BY 
TAX  COMMITTEE,  NATIONAL  LUMBBB  MANUBACTXTBBBS' 

ASSOCIATION. 

LUMBER  INDUSTRY. 

The  lumber  industry  is,  among  the  industries  of  the  United  States,  third  in  the 
value  of  its  products,  second,  in  the  number  of  persons  employed,  second  in  the 
amount  of  capital  invested,  and  is  the  second  largest  user  of  the  transportation  facili- 
ties of  the  railroads. 

There  are  approximately  40,000  individual  sav^mill  units,  large  and  small,  in  the 
United  States.  In  32  States  the  lumber  industry  is  a  substantial  industrial  factor. 
The  conditions  under  which  the  industry  is  conducted  vary  greatly  as  between 
different  regions. 

Under  the  provisions  of  the  existing  system  of  Federal  taxation  the  lumber  industrv 
as  a  whole  has  been  under  the  haitdicap  of  the  exclusion  from  its  *' invested  capital" 
of  the  appreciation  of  the  value  of  its  tangible  assets,  above  original  cost.  Because 
of  the  condition  thus  concerning  the  industry  leading  lumbermen  have  given  careful 
consideratoin  to  Federal  taxation. 

NATIONAL  LUMBER  MANUFACTURERS'  ASSOCIATION. 

The  National  Lumber  Manufacturers'  Association  is  a  federation  consisting  of  12 
regional  associations  of  lumber  manufacturers  and  timber  owners,  representuig  the 
lumbermen  of  the  United  States  so  far  as  they  have  grouped  themselves  into  asso- 
ciations.   It  represents  approximately  70  per  cent  of  the  lumber  industrv. 

The  views  of  lumbermen  are  not  unanimous,  either  with  respect  to  tne  merits  of 
a  general  sales  tax  or  with  respect  to  the  merits  of  the  excess-profits  tax,  or  of  any 
other  form  of  taxation  at  present  in  effect  or  proposed. 

AirrrirDE  on  sales  tax. 

These  statements  are  made  by  way  of  explanation  of,  and  preface  to,  the  declafa- 
tion  of  opposition  by  the  lumber  manufacturing  industry  as  a  whole  to  a  general  sales 
tax  such,  for  example,  as  is  proptJlsed  in  Senate  bill  202. 

This  is  not  to  be  construed  as  opposition  to  a  limited  sales  tax  on  a  selected  group 
of  commodities,  as  illustrated  by  certain  of  the  sales  taxes  which  are  even  now  in 
effect. 

REASONS  FOR  OPPOSmON  TO  A  QBNBRAL  SALES  TAX. 

Not  to  indulge  in  repetition,  the  lumber  industry  generally  concurs  in  the  general 
arguments  advanced  against  tne  sales  tax. 

First,  that  it  violates  accepted  principles  of  just  taxation  which  would  cause  taxes 
to  be  levied  in  proportion  to  ability  to  pay; 

Second,  that  it  would  be  a  direct  tax  on  the  cost  of  living; 

Third,  that  its  impartial  collection  would  involve  great  administrative  difficulties, 
or  else  tne  tax  would  be  frequently  evaded; 

Fourth,  that  it  would  be  unequal  as  between  integrated  industry  and  industries 
not  integrated; 

Fifth,  that  it  would  place  a  disproportionate  share  of  the  tax  burden  upon  bus- 
nesses  conducted  on  a  small  margin  of  profit  on  sales  and  a  high  turnover  of  goods 
and  would  favor  those  biLsinesses  conducted  on  a  large  margin  ofprofit  on  sales  and  a 
relatively  low  rate  of  turnover  of  ^oods;  and 

Sixth,  that  in  times  of  depression  when  the  tax  in  many  instances  could  not  be 
passed  on  to  the  consumer,  it  would  be  a  tax  on  a  loss  and  not  on  a  profit. 

A  supplementary  memorandum  may  be  filed  later  with  the  committee  in  which 
will  be  incorporated  a  statement  of  conditions  relating  particularly  to  the  lumber 
industrv  which  constitute  specific  grounds,  in  addition  to  the  general  objections 
referred  to  above,  for  its  opposition  to  the  general  sales  tax. 

The  lumber  industry  is  of  opinion  that  other  systems  of  taxation  involving  less 
administrative  difficulty,  less  evasion,  and  less  inequality  between  taxpayers  and 
between  various  lines  of  business  may  be  devised  tnat  will  at  the  same  time  yield 
adequate  revenues,  either  through  modification  of  existing  taxes,  or  otherwise. 
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rSTATBMBNT  OF  H.  B.  FBRNALD,  OF  LOOMIS,  SX7FFBBN  A  FBBN* 

ALD,  NEW  YO&K,  N.  Y. 

The  Chaikman.  Go  ahead,  Mr.  Femald.  You  reside  in  New  York, 
•do  you  ? 

Mr.  Fernald.  My  place  of  business  is  in  New  York.  I  reside  in 
New  Jersey. 

The  Chaibman.  What  is  your  business  or  occupation  ? 

Mr.  Fernald.  I  am  a  membcu*  of  the  firm  of  Loomis,  Suffern  & 
Fernald,  certified  public  accountants. 

My  appearance  Def ore  your  committee  is  because  of  my  personal 
experience  with  various  tax  systems,  in  the  Philippines,  in  the  Govern- 
ment employ,  through  business  connections  m  Mexico,  through 
accounts  of  a  great  many  corporations  and  individuals  under  our 
own  Federal  and  State  tax  laws,  and  through  my  having  been  for 
several  years  in  charge  of  the  New  Jersey  bu^et  system  imder  three 
-different  governors. 

The  mSn  point  that  I  desire  to  bring  out  before  the  committee  is 
with  regard  to  the  Philippine  and  Mexican  sales  tax  based  on  my 
personal  experience. 

I  want  to  say,  first,  that  there  is  no  question  that  the  sales  tax  is 
an  entirely  practicable  tax.  It  is  simple  of  definition  if  there  are 
not  many  exceptions  to  it.  It  is  collectible  perhaps  by  a  simple 
procedure,  but  it  ia  not  so  collected  in  either  the  Philippines  or 
Mexico.  It  is  more  certain  in  its  yield  than  the  income  tax  because 
it  takes  a  revenue  for  the  Government  even  though  it  has  to  get  it 
from  businesses  which  are  making  no  profit,  or  from  laboring  men 
that  are  unemploved.  It  does  not  have  tne  benefit  of  adequate 
precedent  from  eitner  the  Philippines  or  Mexico. 

In  the  Philippines  it  had  a  background  of  the  old  Spanish  commer- 
-cial  code.  Looking  over  mv  library  the  other  night  Istruck  my  own 
old  copy  of  the  commercial  code  put  into  effect  by  royal  decree  in 
Spain  m  1885,  superseding  the  prior  code  of  1829.  This  commercial 
code  prescribed  definitely  the  Dooks  merchants  must  keep;  how  a 
merchant  must  have  them  registered,  each  page  stamped.  They  must 
all  be  bound.  This  was  coupled  with  numerous  stamp  taxes,  so  that 
it  made  a  very  complicated  procedure  of  business  law.  Business  did 
not  thrive  and  develop  under  it.  So  when  we  came  to  put  in  our 
sales  tax  the  people  accepted  even  the  serial  numbered  stamps  that 
were  required  for  its  payment. 

It  is  generallv  admitted  that  our  people  would  not  accept  the  pro- 
cedure used  eitner  in  the  Philippines  or  in  Mexico  for  the  collection 
of  the  tax,  but  from  personal  experience  I  am  satisfied  that  they 
would  not  more  readily  accept  the  sales  tax  itself. 

I  say  that  not  as  an  argimient  essentially  against  the  sales  tax,  but 
the  fact  that  it  is  no  ai^ument  whatever  for  the  tajc.  The  tempera- 
ment of  the  people  is  entirely  different.  The  Philippine  tax  is  not 
a  general  sales  tax  because  it  exempts  from  tax  a  large  part  of  the 
important  business  of  the  Islands. 

The  Chairman.  Such  as  what  ? 

Mr.  FlsRNALp.  Importing  and  exporting.  Manv  concerns,  some 
of  the  lai^edt  concerns,  import  goods  which,  througn  their  agents,  are 
exchanged  with  the  agriculturist  for  agricultural  products.    Th^  agri- 
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cultural  products  in  turn  are  exported  with  no  sales  tax  whatever 
paid  on  the  vast  volume  of  business  there  represented.  The  yield 
of  the  tax  alone  shows  that  it  does  not  apply  to  a  large  volume  of 
business. 

The  Chairman.  What  is  the  purpose  of  exempting  those  activities? 

Mr.  Fernald.  I  think  it  was  purely  because  of  the  opposition  to 
it;  that  if  the  attempt  was  made  to  tax  those  it  would  have  given 
a  background  of  opposition  which  would  have  made  the  attempt  ta 
install  the  tax  fail. 

Senator  McLean.  Just  what  is  the  tax? 

Mr.  Fernald.  It  is  a  tax  of  1  per  cent. 

Senator  McLean.  I  know;  but  on  what? 

Mr.  Fernald.  On  all  sales  except 

Senator  Smoot.  Goods,  wares  and  merchandise. 

Mr.  Fernald.  On  sales  of  goods,  wares  and  merchandise;  yes,  sir; 
except  to  importers  of  foreign  goods  imported  by  them;  aCTiculturists 
on  products  actually  raised  by  them  and  consumed  by  tnem  or  sold 
to  local  dealers  or  to  exporters;  exporters  on  all  eoods  exported. 
The  Philippines  are  essentially  agricultural.  The  largest  business 
concerns  are  those  importing  and  exporting,  and  there  is  practically 
no  general  manufacture  of  goods  for  local  consumption. 

The  Chairman.  Is  it  a  turnover  tax  or  a  sales  tax  ? 

Mr.  Fernald.  I  do  not  know,  vSenator,  what  your  distinction  is. 

The  Chairman.  As  I  understand  it,  there  is  a  sales  tax  on  the  final 
product,  and  then  there  is  a  tax  on  a  half  dozen  processes,  for  instance^ 
through  which  the  final  product  may  have  passed. 

Mr.  Fernald.  But  applying  only  to  cases  where  there  is  a  technical 
sale  in  each  case? 

The  Chairman.  Yes. 

Mr.  Fernald.  I  make  that  distinction,  because  there  have  been 
some  advocates  of  a  turnover  who  would  have  it  apply  on  all  pay  rolls, 
all  commissions,  agreements,  and  so  forth;  and  it  is  not  that  Kind  of  a 
sales  tax. 

Senator  Smoot.  There  is  no  such  tax  before  this  committee  nor 
before  Congress. 

Mr.  Fernald.  That  is  as  I  understood  it.  Senator. 

Senator  Smoot.  The  Philippine  tax  is  a  turnover  tax  with  the 
exceptions  you  have  named  on  all  goods,  wares  and  merchandise, 
no  matter  what  process. 

Mr.  Fernald.  Yes,  sir.  I  would  class  it  as  a  sales  tax  instead 
of  a  general  turnover  tax,  but  it  does  apply  to  sales  at  intermediate 
steps. 

The  Mexican  tax  is  essentially  a  general  turnover  tax  because  it  is 
coupled  up  with  taxes  on  pay  rolls,  and  all  forms  of  ajgreements,  and 
so  forth.  The  law  with  wnich  I  was  familiar  in  Mexico  was  that  of 
1906,  which  had  102  different  items  of  stamp  taxes,  including  almost 
everything,  even  marriage  settlements,  lotteries  and  rames,  ail 
subject  to  tax.  It  is  a  general  tax,  an  essential  feature  of  its  collection 
being  represented  by  a  sales  book,  a  re^tered  book,  and  there  is  a 
tax  of  1  cent  stamped  on  each  page  of  the  sales  book. 

They  have  the  usual  provision  of  the  Spanish  Code,  to  which  I  have 
referred,  regarding  all  tnis  registration  of  books,  and  I  think  it  is  goi- 
erally  admitted  tnat  no  sucn  procedure  could  possibly  apply  here. 
But  the  point  I  wish  to  make  m  that  regard  is  that  those  are  things 
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which  have  entered  into  the  background  and  which  have  made  the 
people  ready  to  accept  what  our  people  would  not  accept  for  a 
moment.  The  absence  of  experience  in  that  form  of  government  and 
control  of  all  business  transactions  not  applying  here,  our  people 
would  not  accept  the  sales  tax  in  the  same  way. 

Senator  Smoot.  It  is  not  in  the  same  way,  and,  of  course,  it  is  not 
to  be  collected  in  the  same  way. 

Mr.  Fbrnald.  If  the  entire  elimination  of  the  sales  tax  in  Mexico 
or  the  Philippines  has  precedents  that  can  not  be  carried  out  here  is 
conceded  by  the  conmiittee,  I  shall  not  waste  any  further  time  on 
that  score. 

I  had  other  matter  which  I  would  have  been  glad  to  present^  but 
I  do  not  wish  further  to  trespass  upon  the  time  of  your  conmnttee. 
I  feel  satisfied  the  sales  tax  is  politically  impossible. 

I  have  here  a  statement  which  covens  a  number  of  other  features 
which  I  have  not  presented. 

The  Chairman.  Would  you  like  to  have  that  printed  ? 

Mr.  Febnald.  I  would  like  to  have  it  considered  by  your  com- 
mittee. If  that  is  the  proper  step  for  it,  I  would  be  very  glad  to 
iUmish  it. 

Senator  Jones.  Does  that  brief  contain  the  substance  of  what  you 
wanted  to  present  here  ? 

Mr.  Fernald.  I  think  it  does,  sir. 

Senator  Jones.  Do  vou  go  into  the  various  objections  to  the  sales 
tax? 

Mr.  Pbrnald.  I  do;  yes,  sir. 

The  Chairman.  Why  not  have  it  printed  ? 

Mr.  Fernald.  There  is  one  statement  I  would  Uke  to  make,  Mr. 
Chairman,  if  I  may  be  permitted.  While  I  was  sitting  here  this 
question  of  the  inclusion  of  tax  in  overhead  was  raised.  Again  I  do 
not  want  to  trespass  on  the  committee's  time.  I  want  merely  to 
point  out  that  the  percentage  of  overhead  in  sales  is  imknown  until 
the  volume  of  busmess  is  determined.  No  merchant  knows  how 
much  overhead  is  ^oing  to  be  in  his  sales  prices  imtil  he  knows  the 
relation  of  his  business  to  his  fixed  overhead.  He  does  not  know 
that  until  long  after  the  prices  of  goods  are  made. 

Senator  Jones.  And  in  that  respect  it  would  be  a  far  more  dele- 
terious uncertainty  than  any  uncertainty  as  to  an  excess-profits  tax, 
would  it  not  ? 

Mr.  Fernald.  I  think  so.  I  believe  that  the  excess-profits  tax  is 
thoroughly  bad.  Whatever  justification  there  may  have  been  for  it 
in  the  war — and  we  must  admit  it  did  raise  a  lot  of  revenue  then — I 
do  not  think  it  applies  to-dajr.  I  think  its  effect  on  prices  has  been 
through  cutting  on  competition,  because  people  witn  small  capital 
<^an  not  compete  with  people  with  lar^e  capital. 

In  the  case  of  a  man  with  small  capital  but  good  credit,  borrowing 
a  lot  of  money,  it  runs  up  c^uickly  into  high  tax  rates.  The  man 
with  the  large  .capital  can  throw  it  into  the  business,  can  raise  his 
capital  in  that  business,  even  if  he  does  nothing  more  than  put  it 
into  Liberty  bonds,  and  make  himself  exempt  from  the  excess* 
profits  tax. 

Senator  Jones.  I  think  it  is  agreed  by  everyone  that  there  should 
be  material  modifications  in  the  excess-profits  tax  law  to  eliminate 
the  many  objections  such  as  you  have  just  referred  to,  because  there 
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are  iniquities  which  should  be  remedied  and  can  be  remedied  in  my 
judgment. 

Mr.  Febnald.  I  do  not  think  they  can  all  be  remedied. 

Senator  Jones.  Well,  I  do  not  think  all  of  them  can  be.  I  ^^ee 
with  you  about  that.  But  they  can  be  reduced  in  number.  The 
suggestion  you  make  now  is  not  against  the  excess-profits  tax  per  se, 
but  it  is  against  the  inequitable  provision  in  arriving  at  it. 

Mr.  Fernald.  No,  Senator,  because  any  tax  whicn  is  based  on  a 
relation  of  income  to  capital  gives  a  trem^idous  advantage  to  th& 
man  that  haa  the  capital.  The  man  who  by  enei^  will  turn  over 
his  capital,  his  small  capital,  ten  or  fifteen  times  a  year,  is  under  a  tre- 
mendous disadvantage  as  against  the  man  who  nas  a  slower  turn* 
over. 

Senator  Jones.  But  if  we  were  to  give  that  man  with  limited 
capital  an  opportunity  of  mining  a  return  as  an  individual  or  partner- 
ship, would  not  that  eliminate  that  inequality? 

Mr.  Febnald.  I  do  not  see  where  you  could  draw  the  line. 

Senator  Jones.  Let  them  leave  it  up  to  the  concern.  Let  him 
have  the  option  of  doing  it. 

Mr.  Febnald.  That  is  a  suggestion,  but  I  think  when  you  come 
to  try  to  work  it  out  you  wiUfind  that  the  defects  of  an  invested 
capital  law  are  almost  impossible  to  eliminate;  and  particularly  there 
is  this  point:  It  is  impossible  to  eliminate  the  matter  of  question  and 
dispute  as  to  what  is  the  invested  capital  of  a  concern.  That  ques- 
tion of  invested  capital  is  a  matter  which  has  made  more  dissatisfac- 
tion and  which  is  holding  up,  more  than  anything  else,  the  settlement 
of  the  1917  and  1918  taxes. 

Senator  Jones.  I  quite  agree  with  you;  but  we  are  supposed  to 
have  ascertained  that,  have  we  not,  imder  existing  law  ? 

Mr.  Febnald.  To  some  extent;  yes.  A  great  many  of  the  prob- 
lems are  settled,  but  new  ones  are  arising,  new  businesses  are  startmg 
and  businesses  are  changing  hands  and  many  questions  are  entirely 
unsettled. 

Senator  Jones.  I  think  ^ou  are  quite  right  that  there  are  stiU 
many,  but  in  the  vast  majority  of  cases  the  question  of  invested 
capital  for  the  given  concern  is  ascertained,  is  it  not  ? 

Mr.  Febnald.  For  the  majority  of  concerns,  I  should  say  50  per 
cent  of  the  concerns,  in  this  country  have  not  yet  had  any  jBnal 
determination  of  their  invested  capital. 

Senator  Jones.  That  is  probably  true  because  it  has  not  been  gone 
into,  but  the  basis  for  fixing  the  amount  has  been  ascertained  in  the 
vast  majority  of  cases,  has  it  not  ? 

Mr.  Febnald.  Yes;  but  in  very  many  cases  there  is  nothing  to-day 
but  a  dispute  between  the  taxpayer  and  the  department. 

Senator  Jones.  But  after  you  nave  once  done  that,  after  you  have 
once  arrived  at  your  investea  capital,  thenceforward  there  ought  not 
to  be  much  trouble  in  arriving  at  your  profit. 

Mr.  Febnald.  That  is  largely  true,  except  for  this  point:  That  just 
as  soon  as  you  get  a  concern  which  has  a  relativeljr*  small  invested 
capital  and  finds  that  it  is  going  to  be  subject  to  continuous  penalties 
on  that  account,  it  is  ^oing  to  proceed  to  some  form  of  reorganization 
or  change  which  will  increase  its  invested  capital. 

Senator  Jones.  Well,  we  will  never  get  away  from  the  partv  who 
wants  to  devise  some  plan  for  reducing  taxes.  1  agree  witn  you 
about  that. 
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Senator  Shoot.  If  there  are  50  per  cent  of  the  institutions  of  the 
country  who  have  their  capital  settled  by  a  decision  of  the  department, 
most  of  those  50  compames  are  dissatisfied  because  discriminations 
are  so  ^eat  that  nobody  can  defend  them.    Is  not  that  the  case  t 

Mr.  Febnald.  I  think  that  is  entirely  true.    A  lot  of  Uiem  are 
entirely  dissatisfied. 

Senator  Shoot.  The  honest  man  who  has  kept  his  capital  stock 
where  it  ought  to  have  been  kept,  with  no  water  m  it  at  ah,  is  penal- 
ized as  agamst  the  man  who  began  his  institution  with  an  inflated 
capital. 

Mr.  Febnald.  That  is  true  to  some  extent,  but  I  would  not  want 
to  assent  to  the  statement  that  it  is  only  dishonest  people  who  have 
gotten  the  advantage,  because  I  can  cite  two  cases.  One  company 
incorporated  in  1878  was  confined  to  the  value  of  its  property  at  the 
date  it  was  acquired  in  1878.  A  similar  concern  incorporated, 
fortimately  reincorported  and  fairly  and  honestly  reincorporated, 
got  actual  appraisals  of  the  propertv  in  1912.  I  need  not  say  that 
uiat  fortunate  chance  has  practically  eliminated  any  payment  by 
them  of  the  excess-profits  tax. 

Senator  McLean.  You  are  opposed  to  the  sales  tax,  as  I  under- 
stand it  ? 

Mr.  Febnald.  Yes,  sir. 

Senator  McLean.  You  are  opposed  to  the  excess-profits  tax  ? 

Mr.  Febnald.  Yes,  sir. 

Senator  McLean.  Have  you  any  suggestions  as  to  how  we  can 
raise  money,  any  new  sources  of  income  to  suggest  ? 

Ifr,  Febnald.  Yes,  sir. 

Senator  McLean.  Are  they  contained  in  your  brief  ? 

Mr.  Febnald.  They  are;  yes,  sir. 

Senator  McLean.  Then  I  will  not  ask  you  to  go  into  the  matter 
here. 

The  Chaibbian.  You  say  that  you  are  an  accountant  ? 

Mr.  Febnald.  Yes,  sir. 

The  Chaibman.  Do  you  represent  anyone  or  do  you  just  come 
here  in  your  own  behali  ? 

Mr.  Fbbnau).  I  do  not  come  here  representing  anyone,  because  I 
have  no  authority  to  say  that  I  speak  tor  anybody  else. 

BBXSF  OF  HSITKY  B.  FXBHALD,  OF  L001IX8,  ST7FFSBir  Sc  FBBBALD, 

KXW  YOBK,  ir.  T. 

My  appearance  before  your  connnittee  Ia  because  of  my  personal  experience  with 
various  tax  systems;  in  Goverument  service  in  the  Philippines,  througrh  business  con- 
nections in  Mexico,  from  acouaintance  with  the  application  of  our  own  Federal  and 
State  tax  laws  to  the  aft'ains  of  many  corporations  and  indi\'iduals;  and  throuo:h  having 
been  under  three  governors  in  charge  of  the  preparation  of  the  budget  for  the  State 
of  New  Jersey. 

After  experience  with  a  sales  tax  in  both  tlie  Philippines  and  Mexico,  certain  def-* 
mifje  arguments  in  its  ^vor  must  be  recognized .  It  is  a  relatively  simple  tax  to  define 
by  law  and  regulations,  provided  it  is  to  be  a  general  sales  tax  at  a  uniform  rate,  not 
complicated  by  numerous  exemptions .  It  could  perhaps  be  collected  by  a  fairljr  simple 
procedure,  aluiough  it  is  not  so  collected  in  either  the  Philippines  or  Mexico.  It 
would  undoubtedly  yield  a  large  revenue  and  be  more  constant  in  its  yield  tlmn  nn 
income  tax.  It  would  give  the  Government  substantial  revenues,  even  though  they 
came  from  business  which  was  making  no  profits  or  laboring  men  who  were  unem- 
ployed. It  would  spread  the  tax  burden  more  evenly  throughout  all  secticHis  of  the: 
country  and  among  all  classes  and  conditions  of  the  people. 

These  arguments  may  fairly  be  urged  for  it,  but  txiey  are  not  the  main  arguments 
which  have  been  advanced  to  gain  for  it  the  popular  support. 
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THE  rHTLIPFINB  RALES  TAX. 

One  of  the  principal  arguments  has  been  that  a  sales  tax  law  has  been  eucoesshilly 
administered  in  the  Philippine  Islands  and  that,  therofore,  it  would  be  successfully 
applied  in  this  country.  This  seems  a  valid  argument  to  those  unacquainted  with 
tne  provisions  of  the  Pliilippine  law,  the  history  of  Spanish  tax  eyetetMit  and  the  form 
and  organization  of  the  Philippine  Government.  The  force  of  this  argument  disappears 
almost  entirelv  when  we  consider  the  following  facts: 

(1)  The  Philippines  are  essentially  an  agricultural  country.  There  is  no  general 
manufacturing  oi^ goods  for  local  consumption.  The  largest  trading  enterprises  aro 
concerned  witn  the  purchase  of  agricultural  products  for  export  and  the  importation 
of  foreign  goods  for  sale  in  the  islands.    The  law  exempts  from  the  sales  tax — 


(a\  Imi>orten9,  on  foreign  goods  imported  by  them. 


Agriculturalists,  on  products  actually  raised  by  them,  consumed  by  them,  or 
sold  to  local  dealers  or  to  exporters. 

S  Exporters^  on  all  goods  exported. 
Merchants  whose  annual  sales  do  not  exceed  in  value  $250. 
This  results  in  exempting  from  the  sales  tax  the  larger  part  of  the  important  busi- 
ness activities  in  the  islands.  For  example,  some  of  tne  largest  concerns  are  engaged 
in  importing  goods  which,  through  their  agents,  are  sold  to  agriculturalists  in  ex- 
change for  the  agricultural  products  which  are  then  exported  to  foreign  countries, 
with  no  sales  tax  whatever  appl}dng  on  such  transactions.  The  result  is  that  the 
Philippines  sales  tax  yields  about  70  cents  a  yearper  capita,  although  the  present 
tax  rate  is  three  times  tiiat  originallv  imposed.  Tne  tax  as  applied  in  the  Philip- 
pines manifestly  is  not  such  a  general  sales  or  turnover  tax  as  is  oeing  urged  for  this 
country. 

(2)  Stamp  and  sales  taxes  have  been  an  essential  part  of  the  revenue  policy  in  all 
Spanish  countries.  The  people  have  been  accustomed  to  the  official  stamping  and 
scrutiny  of  practicaly  all  their  transactions.  1  still  have  my  old  copy  of  the  Spanish 
Commercial  Code  which  by  royal  decree  went  into  effect  in  Spain  in  1886,  super- 
seding the  prior  code  of  1829.  Bv  similar  royal  decrees  it  wae^  with  only  slight 
modifications,  applied  to  Cuba  and  Porto  Rico  and  to  the  Philippines. 

Among  the  provisions  of  this  code,  were  those  prescribing  the  books  which  every 
merchant  must  keep — a  book  of  inventories  and  balances,  a  day  book,  a  ledger,  ana 
a  copying  book  for  letters  and  telegrams — all  bound  books,  ruled  and  paged,  which 
had  to  be  presented,  before  they  were  put  into  use,  to  the  municipal  judge  of  the 
district,  so  that  they  might  be  duly  registered  and  every  leaf  of  each  book  duly 
stamped  and  sealed.  Every  business  transaction  for  cash  or  credit  must  be  entered 
through  the  day  book  and  posted  to  the  ledger,  by  order  of  dates,  without  leaving 
any  blanks,  and  without  any  interpolations,  erasureSi  or  changes.  Anv  errors  were 
to  be  corrected  by  contra  entries  giving  full  explanation  with  regard  tnereto. 

This  was  only  part  of  their  fundamental  business  law,  and  it  was  coupled  with 
stamp  taxes  of  all  xinds.  Business  did  not  thrive  and  develop  under  it,  but  it  formed 
the  basis  for  the  ready  acceptance  by  the  people  of  the  sales  tax.  It  even  made 
them  ready  to  submit  to  the  serially  numbered  stamps  which  Mr.  Herd,  as  collector 
of  internal  revenue,  insisted  were  an  important  feature  in  preventing  evasion  of  the 
tax.  Careful  record  had  to  be  kept  of  the  serial  numbers  of  all  stamps  purchased  by 
each  merchant  so  that  inspectors  could  check  up  and  see  that  each  merchant  was 
using  the  stamps  which  he  had  himself  purchaseid,  thus  not  giving  him  any  oppor- 
tunity to  obtain  and  use  stamps  other  than  those  he  had  purchased  from  the  internal- 
revenue  offices  on  filling  out  official  forms,  which  servea  to  register  him  as  engaged 
in  a  business  subject  to  the  tax. 

I  did  not  then  think,  and  do  not  now  believe,  that  the  serially  numbered  stamps 
wero  a  necessary  feature  of  the  tax.  I  only  cite  them  to  illustrate  the  difference  in 
temperament  and  habit  of  the  people  in  the  Philippines  from  those  in  this  country. 
Give  our  people  here  the  experience  of  a  generation  under  the  Spanish  codes  and  we 
could  aigue  that  they  would  accept  the  sales  tax,  and  even  the  serially  numbered 
stamps.  But  without  such  experience,  the  Philippines  sales  tax  constitutes  no  prece- 
dent for  this  country.  There  is  no  reason  for  believing  our  people  would  accept  the 
Philippines  sales  tax  itself  when  we  know  that  they  would  not  accept  the  metiioda 
successfully  used  in  the  Philippines  for  its  collection. 

(3)  In  the  Philippines  the  insular  government  had  a  tax  collector  in  every  town. 
because  municipal  treasurers  acted  as  collectors  of  insular  revenues.  To  have  equal 
facilities  here,  we  should  have  to  create  a  Federal  tax  office  in  every  town  and  make 
the  Treasurv  Department  almost  a  rival  ot  the  Postal  Department  in  number  of  em- 
ployees.   We  could  not,  therefore,  compare  our  cost  of  collecting  the  tax  here  with 
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that  of  collecting  it  in  the  Philippines.    Here,  ftgam,  Philippine  conditions  fail  as  a 
precedent  for  this  country. 

MEXICAN   SALES  TAX. 

Mexico  has  had  a  general  sales  tax,  and  under  the  Mexican  Federal  stamp  tax  law 
of  1906,  with  which  I  was  familiar,  stamp  taxes  were  also  applied  to  pay  rolls,  to 
checks,  to  almost  all  forms  of  contracts  and  agreements,  to  marriage  settlements,  to 
antenuptial  donations,  to  lotteries  and  raffles,  to  Government  concessions,  and  prac- 
tically every  kind  of  financial  transactions.  There  were  102  different  classes  of  stamp 
taxes  set  forth  in  this  law,  including  a  tax  of  5  cents  for  each  leaf  of  the  day  book, 
ledger,  and  balance  book,  which  merchants  must  keep  to  comply  with  the  commerdal 
code,  and  a  tax  of  1  cent  for  each  leaf  of  the  sales  books  which  must  be  kept  for  every 
business  habitually  makiiu;  sales.  The  Mexican  law  follows  the  old  Spanish  code 
in  its  requirements  for  all  m^se  books,  and  the  officially  registered  sales  books  are  the 
essential  basis  for  checking  up  the  correctness  of  the  sales  taxes  paid. 

The  Mexican  system  is  no  more  a  precedent  for  this  country  than  is  that  of  the  Philip- 
pines. I  do  not  pretend  to  say  whether  their  business  law  and  tax  systems  have  been 
responsible  for  the  failure  of  business  to  develop  in  these  Spanish  countries  or  whether 
it  IS  the  absence  of  the  proper  commercial  temperament  which  is  responsible  for  th# 
existence  of  such  laws  and  tax  systems.  Whichever  it  may  be,  these  countries  do  not 
constitute  a  revenue  or  business  precedent  for  us. 

Ferhai)s  I  may  say  a  word  from  personal  experience  as  to  escaping  the  Mexican  sales 
tax.  It  is  particularly  difficult  because  the  Mexican  law  also  applies  the  tax  to  com- 
pensation for  service  Except  where  goods  are  exported,  the  final  sales  tax  has  to  be 
paid,  unless  there  is  plain  fraud,  which  unfortunately  has  always  been  only  too  common 
in  Mexico.  The  taxes  on  intermediate  turnover  can,  however,  be  largely  eliminated. 
For  example,  a  concern  producing  raw  material,  instead  of  selling  it  to  the  manufac- 
turer, pays  a  service  charge  for  manufacturing.  This  service  charge  is  subject  to  tax. 
but,  of  course,  it  eliminates  any  tax  on  the  value  of  the  raw  material.  Then,  instead 
of  selling  the  goods  to  a  jobber,  they  may  be  handled  by  him  on  commission.  A  tax 
is  paid  on  the  amount  of  this  conunission,  but  not  on  the  value  of  the  goods.  Thus  no 
sales  tax  may  be  paid  except  on  final  sale  to  the  consumer.  Needless  to  say,  the 
smaller  concerns  do  not  try  or  are  not  able  to  make  such  arrangements,  but  pay  their 
sales  taxes  or  manage  to  fix  the  matter  with  the  stamp  agent.  It  is  the  large  concerns 
that,  by  proper  contracts  and  agreements,  place  themselves  in  a  position  where  they 
can  not  be  called  upon  to  pay  the  sales  tax. 

EFFECT  OF  SALES  TAX  ON  PRICES. 

Sales  tax  advocates  make  very  positi^-e  statements  that  a  general  sales  tax  would, 
even  with  a  large  number  of  turnovers,  mean  an  increased  cost  of  only  2J  per  cent  to 
3)  per  cent  to  the  ultimate  consumer.  Calculations  are  made  showing  that  on  a  loaf 
of  bread  the  tax  would  be  less  than  one-sixth  of  a  cent,  on  a  rubber  tire  the  tax  would 
be  about  3i  per  cent  of  the  price  to  the  consumer,  and  on  a  suit  of  $60  clothes  the  tax 
would  be  2.61  per  cent  of  the  price  to  the  consumer.  The  figures  seem  convincing, 
as  they  start  with  the  raw  material  and  follow  through  the  several  stages  of  production, 
with  a  calculation  of  the  sales  tax  at  each  stage.  The  tables  are,  however,  entirely 
fallacious,  in  that  they  fail  to  take  into  account  the  effect  which  a  sales  tax  would  have 
on  the  many  items  of  cost  of  manufacture  other  than  the  basic  material. 

For  example,  for  the  loaf  of  bread  it  is  not  the  wheat  and  fiour  alone  on  which  the 
sales  tax  would  be  le^ded.  It  would  also  affect  every  other  item  of  expense  from 
original  producer  to  final  customer.  Coal,  for  example,  will  be  subject  to  the  sales 
tax,  with  one  or  more  turnovers  before  it  reaches  the  miller  or  the  baker,  so  that  in 
some  form  or  other  the  sales  tax  applicable  to  coal  must  be  reflected  in  the  cost  of  the 
loaf  of  bread.  But  we  can  not  consider  merely  the  tax  on  the  sales  of  coal  itself;  we 
must  consider  the  tax  involved  in  every  item  which  enters  into  the  cost  of  coal.  Rail- 
road freight  is  an  important  item  both  in  coal  and  in  wheat,  and  we  can  not  expect 
railroad  freight  not  to  be  increased  if  the  railroad  is  having  the  cost  to  it  of  all  the 
materials  it  uses  increased  even  2  per  cent  to  3  per  cent  by  the  sales  tax. 

Of  course,  when  we  attempt  to  figure  the  increase  of  freight  due  to  the  sales  tax  on 
steel  rails,  and  the  cost  of  rails  increased  by  the  sales  tax  on  coal  and  coke  and  by  the 
increase  in  freight  on  coal  and  ores,  we  get  into  an  endless  chain.  The  same  endless 
dbain  develops  if  we  try  to  take  the  barrels  in  which  the  fiour  is  shipped,  or  any  one 
of  the  many  other  items  which,  if  increased,  would  give  an  increased  cost  for  the  loaf 
of  bread. 
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But  we  can  not  figure  merely  on  an  increase  in  cost  of  commodities  due  to  the  sales 
tax.  No  one  can  pre  tent  do  urge  that  the  sales  tax  would  give  an  increased  cost  of 
even  3  per  cent  in  commodities  without  allowing  a  compensating  increase  to  labor. 
If  we  are  to  assume  a  general  increase  in  commodities  proportionate  to  the  tax  paid 
on  their  sales,  we  must  assume  a  corresponding  increase  in  wages.  If,  therefore,  we 
wish  to  calculate  the  increased  cost  of  the  loaf  of  bread  we  must  take  into  account  not 
merelv  the  sales  tax  on  each  dollar  of  commodities,  but  also  a  similar  amount  on  each 
dollarexpended  for  labor.  This  again  leads  to  the  endless  chain  which  I  think  no  one 
can  try  to  measure. 

We  may  admit  that  it  is  probably  no  more  difficult  to  figure  the  effect  of  a  sales 
tax  upon  prices  than  it  is  to  figure  the  similar  effect  of  any  other  tax.  The  sales 
tax  does  not,  however,  possess  the  particular  advantage  that  a  simple  calrulation 
can  be  readily  made  to  show  its  exact  effect  upon  selling  prices.  Any  problem  is 
simple  of  calculation  if  all  bothersome  factors  are  ignoredf  and  no  attention  is  paid 
to  the  correctness  of  its  solution.  The  sales  tax  does  tend  to  pyramid,  and  the  tables 
prepared  are  incomplete  and  misleading  and  do  not  reflect  the  actual  results  which 
tC  sales  tax  would  have.  My  own  best  estimate  is  that  the  calculations  are  at  least 
100  per  cent  to  200  per  cent  m  error. 

I  might  in  this  connection  say  that  I  think  the  statements  made  as  to  the  great 
int  reases  in  price  which  resulted  from  the  excess-profits  tax  law  are  entirely  unwai^ 
ranted.  To-day,  with  the  excess-profits  tax  law  m  effect,  we  have  a  large  range  of 
commodities  selling  at  far  less  than  they  were  in  the  early  part  of  1917  before  the 
excess-profits  tax  law  was  enacted.  The  same  tax  laws  are  in  effect  to-day  as  were 
in  effect  a  year  ago.  It  is  not  a  difference  in  tax  laws,  but  a  difference  m  supply 
and  demana,  that  makes  the  difference  in  prices. 

No  one,  I  think,  can  say  that  if  the  sales  tax  law  were  enacted  prices  a  year  from 
now  would  be  higher  or  lower  than  they  are  to-day,  but  this  is  no  justification  for  a 
sot  of  calculations  which  purport  to  show  the  cumulative  effect  of  the  sales  tax  on 
commodities  but  ignoi^e  many  other  elements  essential  to  a  proper  calculation. 

UNIPORMITY  OF  TAX. 

As  to  its  uniform  application,  a  large  point  has  been  made  that  a  1  per  cent  sales 
tax  would  apply  uniiormly  to  all  business.  It  is  admitted,  of  course,  that  the  laree 
business  that  handles  its  product  through  the  various  stages  without  sales  would 
have  an  advantage  over  concerns  whic  h  each  handle  but  a  single  process.  It  is  urged, 
however,  that  this  only  makes  a  difference  of  1  per  cent  or  2  per  cent,  which  is  toa 
small  to  be  a  material  factor.  The  inadequacy  of  these  calculations  has  been  so 
fully  discussed  that  further  comment  is  probably  unnecessary. 

But  regardless  of  the  correctness  of  these  calculations,  the  following  points  are  U> 

bo  noted: 

(I)  That  a  1  per  cent  sales  tax  would  not  have  the  same  relative  weight  in  ail  busi- 
ncoi^es.  The  biudneas  which  looks  for  a  small  margin  of  profit  and  quicK  turnover  will 
pay  n>iatively  a  much  higher  tax  than  the  business  with  a  wider  margin  of  profit  and  a 
slower  turnover.  Tlie  jewelry  business,  for  example,  probably  does  not  turn  over 
its  capital  once  a  year  but  makes  a  wide  maigin  of  profit,  and  a  1  per  cent  tax  would 
bo  a  negligible  factor.  Compare  this  with  some  other  businesses  where  the  capital 
10  tumod  over  perhaps  10  times  a  year  with  the  expectation  of  only  making  a  5  per 
cent  gross  profit  on  each  turnover.  Both  will,  of  course,  pay  1  per  cent  on  their  total 
annual  sales,  but  in  the  one  case  the  tax  would  be  perhaps  2  per  cent  on  the  gross 
profits,  and  in  the  other  case  20  per  cent  on  the  gross  profits.  This  can  hardly  be 
called  uniformity  of  taxation. 

Ci)  If  the  buBinees  is  laige  enough  so  that  the  amount  of  the  1  Der  cent  tax  makes 
il  worth  while,  definite  steps  will  be  taken,  and  can  be  successfully  taken,  to  avoid 
the  technicalities  of  a  sale  at  many  points  in  their  progress  from  producer  to  consumer. 
i.iti  sales  of  $100,000  a  year  the  tax  would  only  be  |J  .000  and  would  not  merit  any 
ttiaterial  change  in  business  or  contract  relationshins  in  order  to  avoid  it.  BiUes  of 
f  1(1000,000  a  year,  involving  a  tax  of  1100,000,  would  make  it  worth  while  to  devise 
9uch  forms  of  contract  and  agreement  as  would  provent  the  passage  of  title  to  the  goods 
which  would  merit  the  imposition  of  a  sales  tax.  The  large  business,  therefore,  could 
lyftd  would  plan,  as  far  as  possible,  for  commission  and  service  agreements  and  even 
1^  nrofit-sharing  agreements,  in  place  of  having  a  ''sale ''  of  the  goods  made.  Back 
^  ^very  such  a^ement  would,  of  course,  be  the  intention  to  retain  as  their  profits 
^  amount  which  their  smaller  or  less  fortunate  competitors  were  forced  to  pay  to 
^  Government  as  sales  taxes. 


SALES   TAX — OPPOKKNTS.  339 

A  provision  that  the  sales  tax  was  to  be  paid  by  the  .purchaser  would  not  eliminate 
this  feature  because  such  provision  could  oe  met  by  a  price  differential  which  would 
be  eauivalent  to  the  amount  of  the  tax.  This  does  not  mean  that  any  business  could 
wholly  avoid  the  sales  tax,  but  only  means  that  the  lai^ger  the  business  the  greater 
is  the  incentive  to  take  steps  which  will  avoid  the  technicality  of  sales,  and  the 
greater  is  the  possibility  of  avoiding  payment  of  the  sales  tax  at  some  stages  of  the 
business. 

DISSATISFACTION   WHICH   WOULD  RESULT  FROM   THE   SALES  TAX. 

The  mere  fa^t  that  the  advocates  of  a  sales  tax  have  made  use  of  pome  uii^jound 
arguments  would  not  warrant  opposition  to  the  tax  itself.  I  have  already  referred 
to  the  fact  that  I  did  not  consider  there  to  be  anything  e^iFentially  unsound  and  wrong 
in  a  sales  tax.  Perhaps  it  is  not  really  subject  to  any  greater  criticl-iips  or  to  any 
worse  defects  than  apply  to  some  other  tax  plans.  There  is  no  tax  wxiich  can  1  e  re- 
lied on  to  apply  with  uniform  fairness  and  equity  to  all  the  taxpayers  of  the  country. 

It  is  not,  therefore,  ber  ause  the  sales  tax  is  not  a  perfect  tax  that  I  feel  opposed  to 
it,  but  it  is  because  I  am  satisfied  that  the  sales  tax,  1  eing  what  it  is  and  workinp^  as 
it  would  work,  would  not  be  satisfa(  tory  to  the  people  of  the  country.  If  enacted, 
I  am  convinced  it  would  breed  such  dis&atisfa<  tion  that  it  would  be  promptly  repealed. 
It  would,  therefore,  be  a  backw^ard  step,  since  we  would  again  find  ourFelves  no  nearer 
*  permanent  financial  policy  for  the  Go\  eminent  than  we  are  to-day,  and  would  have 
a  largely  increased  feeling  of  distrust  and  dissatisfaction  with  the  fiscal  policies  of  the 
Government  and  a  lack  of  confidence  in  those  now  charged  with  their  acl  ministration. 

The  sales  tax  is  undoubtedly  a  consumption  tax  intended  to  .spread  the  burden  of 
taxation  proportionately  to  consumption  insrtead  of  having  it  fall  proportionately  to 
income.  The  great  consumers  of  the  country  are  the  farmers  and  the  laboring  men, 
and  no  one  wishing  to  stir  up  di- satisfaction  and  discontent  would  want  a  better  argu- 
ment than  to  tell  them  in  season  and  out  of  season  that  the  sales  tax  was  merely  a 
device  to  transfer  the  tax  burden  from  the  wealthy  manufacturers  and  traders,  and 
from  the  capitalists  and  speculators,  to  the  poor  laborers  and  farmers,  and  to  their 
wives  and  children. 

In  spite  of  all  the  arguments  which  may  be  offered  that  the  sales  tax  would  be  only 
a  minor  part  of  the  sales  price  of  the  goods,  we  know  from  our  general  experience  that 
our  farmers  and  laboring  men  and  their  wives  will  be  told  as  they  go  U>  make  their 
purchases  in  the  stores  that  the  prices  were  up  biecause  of  the  sales  tax.  Perhaps  this 
may  not  be  used  as  an  argument  for  increasing  present  prices,  but  it  would  c  ertainly 
be  used  as  an  argument  against  their  decrease.  It  is  such  a  good  aigument  for  the 
storekeeper  that  we  could  not  expect  that  he  would  fail  to  use  it.  I  do  not  see  how 
we  could  hope  under  such  conditions  that  the  farmers  and  laboring  men  would  not 
believe  that  the  sales  tax  was  placing  on  them  a  burden  which,  through  some  form 
of  income  taxes,  or  by  luxury  taxe^,  should  be  met  by  others.  If  we  were  fared  with 
the  absolute  need  of  revenue,  with  no  possible  means  of  raising  it  other  than  the  sales 
taXj  I  would,  of  course,  feel  that  it  should  be  adopted  and  the  possible  dissatisfaction 
should  not  deter  necessary  steps  in  the  reconstruction  of  our  Government's  finances. 
I  do  not,  however,  feel  that  we  are  in  that  condition,  and  1  therefore  believe  that  it 
would  be  a  great  mistake  to  impose  a  sales  tax,  recognizing,  as  we  must,  the  dissatis- 
faction to  which  it  would  give  nse. 

EXCBSS-PROFTTS  TAX. 

The  question  is  not  essentially  one  of  substituting  a  sales  tax  for  the  excess-profits 
tax.  The  exoess-profits  tax  should  be  repealed  because  it  is  bad.  Whatev'er  argu- 
nent  may  have  existed  for  it  as  a  war  measure  does  not  exist  to<iay.  It  did  raise  a 
laroe  war  revenue,  but  it  has  the  fundamental  defect  that  it  puts  a  premium  on  wealth 
and  extravagance  as  opposed  to  energy  and  economy.  The  wealthy  corporation  with 
a  large  *' invested  capital "  pays  little  or  no  tax,  whereas  the  smaller  corporation  with 
less  capital  and  perhapa  good  credit,  in  trying  to  build  up  a  new  business  may  pay  the 
maxim wm  tax  rate.  We  need  to-day  to  encourage,  rather  than  to  discourage,  energy 
and  economy  in  businees,  and  we  should  not  malce  large  wealth  necessary  in  order  to 
avoid  a  high  excees^profits  tax  rate. 

Anyone  who  has  had  extensive  experience  with  this  excess-profits  tax  law  can 
reoognize  this  and  many  other  defects  which  make  it  work  out  in  a  very  unMr  manner. 
The  exceSB-profits  tax  law  can  not  be  amended  to  eliminate  these  features,  since  they 
are  inhflrent  in  the  standard  "invested  capital "  on  which  it  is  based.  It  is  because 
of  its  many  and  irremediable  defects  that  the  law  should  be  repealed. 
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With  this  law  repealed,  we  should  then  proceed  to  raise  in  the  best  manner  possible 
the  amount  which  is  essential  to  the  proper  and  economical  conduct  of  the  Govern- 
ment. This,  I  think,  can  be  raised  in  methods  which  would  be  much  less  objection- 
able to  the  country  than  the  proposed  sales  tax. 

COLLECTION   OP  BACK  TAXES. 

Large  amounts  are  to  be  collected  as  a  result  of  the  department's  audit  of  tax  returns 
for  past  years.  How  much  this  may  be,  it  is  impossible  to  say.  The  audit  of  1917 
returns  is  not  yet  completed.  Perhaps  a  majority  of  those  for  1918  are  still  to  be 
settled^  and  the  1918  tax  rate  ran  to  over  80  per  cent. 

Additional  assessments  for  1919  and  1920  have  hardly  begun  to  come  through.  The 
collections  of  additional  taxes  for  these  past  years  should  certainly  exceed  the  revenue 
lost  through  repeal  of  the  excess-profits  taxes,  and  would  go  a  long  way  toward  pay- 
ment of  the  soldiers'  bonus,  even  if  they  did  not  fully  cover  it. 

REDUCTION  OP  SURTAX  RATES. 

A  reduction  in  the  higher  rates  of  surtax,  whether  with  or  without  a  provision  fuj 
apportioning  gain  on  sale  of  capital  sissets,  etc.,  over  the  years  during  which  it  arose, 
would  probably  result  in  a  gain,  rather  than  a  loss,  in  revenue.  I  know  of  too  many 
cases  where  proposed  sales  have  fallen  through  because  the  seller  was  faced  with  the 
tremendous  shrinkage  in  the  price  which  would  result  from  the  70  per  cent  or  80  per 
cent  tax  rate,  although  the  trade  mi^ht  have  been  made  at  a  40  per  cent  rate,  and  the 
Government  would  have  received  its  large  tax  thereon.  I  kno  of  no  cases  where 
large  deals  were  willingly  made  with  the  deliberate  intention  of  paying  a  70  per  cent 
tax  thereon.  The  higher  surtax  rates  are  also  practically  prohibitive  against  Dusiness 
investments  as  compared  with  tax-exempt  Government  bonds.  Many  would  be  glad 
to  place  their  money  in  business  enterprises  at  a  40  per  cent  tax  rate,  to  the  great 
advantage  of  business  and  of  the  Government,  but  they  can  not  now  ignore  the  great 
advantage  to  them  of  tax-exempt  investments. 

REVISION  OP  SURTAX   RATES. 

Looking  at  the  matter  of  individual  surtax  rates,  there  are  two  particular  things  to 
be  borne  m  mind: 

(1)  That  the  maximum  rate  applicable  should  not  be  such  as  to  put  an  undue  pre- 
mium on  investment  in  tax-exempt  securities. 

(2)  That  the  tax  should  not  bear  with  imdue  weight  on  very  low  incomes. 
Assuming  that  these  conditions  will  be  met  (1)  by  providing  for  a  maximum  tax  rate 

of  surtax  and  normal  combined  not  to  exceed  40  per  cent  and  (2)  by  allowing  the 
present  exemptions  of  $1,000  to  a  single  man,  $2,000  to  a  married  man,  $200  for  each 
minor  child,  etc.,  we  may  then  look  at  the  surtax  rates  applicable  in  between  these 
two  extremes. 

The  present  law  fixes  rates  for  a  single  man  which  make  a  4  per  cent  rate  on  income 
from  $1,000  to  $5,000;  a  9  per  cent  rate  from  $5,000  to  $6,000,  with  an  increase  of  1  per 
cent  for  each  $2,000  of  adaitional  income  up  to  $100,000.  Under  this  schedule  the  40 
per  cent  rate  would  be  reached  at  $66,000. 

It  is  to  be  noted  that  because  of  the  sliding  scale  the  average  rate  of  tax  to  be  paid  on 
an  income  of  $24,000,  for  example,  is  not  tne  10  per  cent  surtax  and  the  8  per  cent 
normal  (equaling  an  18  per  cent  tax  rate  applicable  to  the  income  between  $22,000  and 
$24,000) ,  but  is  $2,7^,  or  approximately  1 1  per  cent  of  the  t*ital.  In  so  far  as  concerns 
the  ability  to  pay,  there  is  no  question  that  there  could  be  an  increase  in  the  surtaxes  on 
incomes  above  $5,000  without  working  great  hardship;  particularly  that  there  might 
be  an  increase  in  tax  on  incomes  of  over  $10,000  on  a  scale  which  would  make  the  sug- 
gested maximum  tax  rate  of  40  per  cent  be  reached  on  incomes  of  $50,000. 

Probably  it  would  not  be  possible  to  consider  such  an  increase  if  the  excen  profit* 
tax  were  to  be  continued  or  if  a  heavy  income  tax  were  placed  on  corporate  incomes, 
but  if  the  idea  should  prevail  that  a  relatively  small  rate  of  tax  should  be  applied  to 
corporate  incomes  as  such  and  that  incomes  are  to  be  taxed  entirely,  or  almost  entirely. 
against  the  individual  recipients,  there  would  seem  no  reason  why  a  scale  of  individuai 
taxation  should  not  be  drawn  up  somewhat  as  shown  in  the  followinj;  table.  In  this 
table  the  calculation  is  presented  comparing  the  present  tax  scale  with  the  suggested 
scale: 
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Typical  comparUons  of  indhndtial  income  taxes  (Jor  a  single  man)  at  present  surtax  rates, 
and  at  suggested  rates^  if  the  surtax  were  increased  1  per  cent  for  each  ^1,000  of  additional 
income  from  f 5,000  to  f  24,000,  and  1  per  cent  for  each  f2,000  of  additional  income  from 
f24y000  to  f 50,000, 


$5,000.... 
910,000... 
120,000... 
$80,000... 
940,000... 
$50,000... 
$80,000... 
$70,000... 
$80,000... 
$90,000... 
$100,000.. 
$200,000.. 
$300,000.. 
$500,000.. 
$1,000,000. 


Income. 


Present. 

Suggested 

1 

Maxi- 
mum tax 
rate.i 

Average 
tax  rate.i 

Amount 
of  tax. 

Maxi- 
mum tax 
rate.» 

Average 
tax  rate.^ 

Amount 
oltax. 

Percent. 

Per  cent. 

Per  cf  lit. 

Percent. 

4 

3.2 

$160 

4 

3.2 

$160 

11 

6.7 

670 

13 

7.1 

710 

16 

10.3 

2,070 

23 

12.8 

2,560 

I             21 

13.2 

3,970 

30 

17.7 

5,380 

1            26 

15.9 

6,370 

35 

21.5 

8,620 

1            31 

18.5 

9,270 

40            24.8 

12,420 

3d 

21.1 

12.670 

40 

27.2 

16,420 

41 

23.7 

16,570 

40 

29.1 

20,420 

46 

26.2 

20,970 

40 

30.4 

24,420 

51 

28.7 

25,870 

40 

31.7 

28,420 

56 

81.2 

31,270 

40 

32.6 

32,420 

64 

46.6 

93,270 

40 

36.2 

72420 

68 

53.7 

161,270 

40 

37.5 

112,420 

71 

00.6 

303,270 

40 

38.5 

192,420 

72 

66.3 

1 

663,270 

40 

89.2 

392,420 

>  Tax  rates  stated  include  both  normal  tax  and  surtax. 


TAX  ON  CORPORATE  INCOMES. 

Ab  to  corporation  taxes,  it  is  suggested  that  the  corporation  should  pay  a  tax  of  20  per 
rent  ^or  possibly  25  per  cent"^  on  its  income  each  year  but  that  such  tax  should  not  be 
considered  as  a'tax  levied  against  corporate  income  as  such,  but  rather  that  any  amount 
thus  paid  by  the  corporation  shall  be  considered  a  payment  at  the  source  for  account 
of  Uie  individual  stockholders.  Accordingly,  when  and  as  stockholders  receive 
dividends  out  of  profits  on  which  such  tax  has  been  paid,  they  will  be  entitled  to 
credit  for  the  amoimt  of  the  tax  which  has  been  paid  at  the  source.  This  does  not 
mean  that  dividends  will  be  tax  exempt  to  the  RtocKholders.  but  tliat  this  is  a  tax  paid 
at  the  source  in  the  same  manner  as  is  the  tax  on  bank  stocks,  income  taxes  paid  by 
foreign  corporations  to  forei^  governments  for  accotmt  of  stockholders,  etc.  In 
i>ther  words,  if  this  corporation  rate  was  20  per  cent  and  a  stockholder  received  a 
dividend  of  |80  paid  from  such  profits,  his  notice  would  recite  that  this  represented — 

A  dividend  of $100 

Less  income  tax  paid 20 

Net  cash  distributed 80 

The  stockholder  would  take  up  on  his  tax  return  the  $100  and  would  include  this 
in  his  total  taxable  income  on  which  the  tax  would  be  figured  in  the  usual  manner. 
He  would  then  take  credit  for  the  tax  paid  at  the  source.  $20.  and  pay  whatever  balance 
of  tax  might  be  due.  If  the  stockholder's  tax  rat«  were  more  than  20  ner  cent,  the 
difference  would  thus  be  paid  by  him.  If  it  were  less  than  20  per  cent,  ne  would  in 
effe(*t,  have  credit  for  the  difference. 

The  important  feature  is  that  this  would  place  no  obligation  on  the  part  of  the 
corporation  to  distribute  any  earnings  which  were  required  in  business.  It  would 
place  no  penalty  on  the  corporation  for  failure  to  distribute,  but  it  would  result  in  the 
collection  of  a  tax  on  income  realized  through  business  during  the  year  even  though 
corporations  should  feel  it  was  not  practicable  for  them  to  distribute  such  income  to 
their  stockholders.  Such  stockholders  would  not.  however,  be  in  a  position  of  being 
called  upon  to  pav  a  tax  on  income  they  did  not  receive. 

The  effect  of  tnis  would  probably  be  very  marked  for  the  present  calendar  year. 
Evory  indication  is  that  corporations  this^year  will  earn  much  more  than  they  are  able 
to  distribute  to  stockholders  as  dividends.     Under  the  proposed  plan  the  Government 
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would  receive  its  tax  on  such  income  but  would  not  be  in  a  position  of  trving  to  compel 
the  distribution  to  stockholders  or  of  penalizing  the  corporations  which  are  not  in  a 
position  to  distribute  such  income. 

MalduR  this  tax  on  corporate  incomes  at  the  source  as  high  as  20  per  cent  or  25  per 
cent  as  compared  with  a  maximum  individual  tax  of  40  per  cent  would  lar^lv  elimi- 
nate the  inducement  which  now  exists  for  stockholders  who  have  large  indi\'idual 
incomes  to  leave  corjx)rate  profits  undistributed  in  the  corporation  so  that  they  may- 
avoid  payment  of  an  indi\ndual  tax  thereon.  There  is  no  question  but  that,  under 
present  laws,  stockholders  of  large  wealth  can  plat'e  in  a  corporation  sufficient  capital 
so  that  the  corporation  will  have  no  excess-profits  tax  to  pay,  and  by  leaving  earnings  in 
the  corporation  and  having  such  earnings  properly  employed  in  some  businessofthe 
corporation  they  can  avoia  any  hi^h  personal  surtaxes  thereon.  Under  the  suggested 
plan^  a  substantial  tax  would  be  collected  on  such  corporate  earnings  without  injustice 
to  the  stockholders. 

STATEMENT  OF  T.  C.  ATKESON,  WASHINOTON  BBPBB8BNTATIVB 

OF  THE  NATIONAL  OBANOB. 

The  National  Grange  is  opposed  to  a  general  sales  tax  in  any  form  and  I  am  author- 
ized to  present  its  opposition  by  two  resolutions  which  were  adopted  at  its  last  annual 
meeting  at  Boston,  Mass.,  in  November,  1920,  which  resolutions  were  presented  to 
the  session,  referred  to  the  appropriate  committee,  thoroughly  consid^ed  by  such 
committee,  reported  back  to  the  general  body,  and  after  full  consideration,  adopted 
by  unanimous  vote. 

The  first  resolution  reads  as  follows: 

''The  grange  opposes  the  repeal  of  the  excess  profits  tax  and  the  substitution  there- 
for of  a  tax  on  sales  or  any  similar  tax  law. " 

You  \^  ill  note  that  this  resolution  also  opposes  the  repeal  of  the  excess  profits  tax, 
a  subject  which  is  also  before  this  committee. 

The  second  resolution  was  this; 

''The  grange  opposes  a  general  sales  tax  because  in  effect  it  is  a  consumption  tax 
and  adds  an  unfair  burden  to  all  purchasers  i^ithout  reference  to  their  ability  to  pay. " 

These  res>lutions  were  not  the  only  action  of  the  National  Grange  on  the  subject  of 
taxation  at  its  last  session.  Its  position  upon  the  ever  present  question  of  taxation  is 
not  a  matter  of  recent  consideration  or  sudaen  detennination.  The  tax  program  of  the 
National  Grange  has  been  before  the  annual  sessions  of  that  body  and  before  the 
various  annual  sessions  \*ill  show  the  development  of  a  sane  and  constructive  tax  pro- 
gram based  upon  equity  and  fair  distribution  of  the  tax  burdens,  having  in  mind 
that  the  first  principle  of  taxation  should  be  justice  between  individuals  and  the 
second  prindple,  distribution  according  to  ability  to  pay. 

What  I  have  to  say  in  opposition  to  the  imposition  of  a  general  sales  tax  is  but  the 
application  of  these  principles  to  the  problem  which  now  confronts  the  Congreas  of 
the  Unitd  States  in  producing  revenue  adequate  to  the  present  enormous  needs  of  the 
Government. 

It  is  difficult  to  approach  a  discussion  of  a  general  sales  tax  from  our  xx)int  of  view 
with  either  patience  or  consideration  because  of  the  manifest  narrowness  of  the  interest 
and  the  lack  of  fundamental  principles  of  fairness  and  equity  manifested  by  its 
proponents. 

we  are  confronted  before  this  committee  by  the  spokesman  for  a  propaganda  which 
is  apparently  adequately  financed  and  self-evidently  playing  for  tremendous  stakes. 
This  propaganda  is  part  of  an  effort  to  transfer  present  tax  burdens,  which  we  believe 
are  justly  and  equitably  placed  upon  those  who  are  best  able  to  pay  them,  to  the 
millions  of  farmers,  wage  earners,  and  others  of  small  means  who  now  earn  less  than 
$2  000  a  year  and  are  now  burdened  by  indirect  and  other  taxes  beyond  the  limit  of 
their  actual  ability  to  pay. 

In  spite  of  the  ability  with  which  this  propaganda  has  been  carried  on  and  the 
tremendous  financial  interest  which  it  self-eviaently  represents,  we  can  not  find  that 
it  has  been  able  to  bring  to  its  support  any  material  number  of  people  or  tax  experts 
«f  recognized  authority.  Such  representatives  of  large  capital  as  may  be  in  favor  of  it 
^ve  carefully  refrained  from  showing  this  publicly.  The  only  exception  to  this  is 
1^  recent  action  of  the  Council  of  the  American  Bankers^  Afisocution.  The  BusineBS 
Vmi's  National  Tax  Committee,  which  stands  in  the  public  mind  as  the  sponsor  for 
.^  legislation,  has  not  demonstrated  any  large  membership  or  wide  approval,  and  in  a 
•^cent  controversy  its  chairman,  Myer  D.  Rothschild,  whohas  already  appeared  before 
*  til  committee,  has  voluntarily  stated  that  he  himself  has  in  lai:ge  measure  financed 
propaganda.  Incidentally,  the  general  sales  tax  program  as  advocated  by  that 
Ittee  is  a  far  diiferent  program  from  that  which  is  sought  to  be  enacted  into  law 
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by  the  Smoot  bill  which  is  before  you.  The  National  Retail  Dry  Goods  Association 
has  indorsed  and  has  representatives  in  Washington  working  for  a  general  sales  tax 
which  is  described  in  their  own  literature  and  is  similar  to  me  Rothschild  program, 
but  includes  other  and  even  more  objectionable  features. 

Againnt  this  general  sales  tax  in  any  and  every  form  some  of  the  lai^eat  and  most 
representative  oreanizations  in  the  countiy  are  aliped.  Amon^  them  will  be  found 
farmers  generally!  The  National  Orange  declaration  is  typical  of  the  general  farmer 
opposition.  Every  other  farmers*  organization  of  which  we  have  a  record  which  has 
taken  any  action  at  all  has  adopted  reaolutions  opposing  this  tax.  All  the  agricul- 
tural newspapers  are  opposed  to  this  tax.  All  of  the  labor  organizations  are  on  record 
in  opposition  to  it.  Every  organization  of  consumers  of  which  I  have  any  infonnation 
is  in  opposition  to  it.  One  of  the  most  representative,  if  not  the  most  representative, 
research  organization  representing  the  great  national  industries — I  refer  to  the  National 
Industrial  Conference  Board — afler  a  thorough  invertigation,  went  on  record  in 
opp05ition  to  this  tax.  The  Chamber  of  Commerce  of  the  United  States  has  con- 
ducted one  referendum  which  resulted  in  a  considerable  majority  against  the  sales 
tax,  then  took  up  the  matter  at  its  recent  convention  in  Atlantic  City,  where  its  tax 
committee  could  not  justify  a  resolution  in  favor  of  the  sales  tax  but  ordered  another 
referendum. 

If,  in  a  democracy^  legislation  is  supposed  to  be  determined  by  the  ii-iahes  of  a 
majority  of  the  individuals  and  not  by  a  majority  of  the  wealth,  the  above  showing 
answers  the  question  as  to  whether  or  not  this  Congress  will  pass  general  sales  tax 
legislation. 

The  argument  for  a  sales  tax  is  summed  up  in  the  one  sentence  which  is  printed  in 
larRe  type  at  the  top  of  the  front  page  of  the  Sales  Tax  Primer,  isnued  by  the  Roths- 
child organization,  ''Gross  sales  or  turnover  tax  not  exceeding  1  per  cent  and  no  other 
tax  on  himn/tsa.^*  The  argument  is  the  last  five  words  "no  other  tax  on  business." 
In  other  words,  this  says,  '*We,*'  and  that  means  those  persons  who  are  now  paying 
the  surtaxes  and  excess-profits  taxes,  "will  unload  our  tax  burdens  and  we  don't 
care  where  they  fall  so  long  as  we  are  relieved."  As  Mr.  J.  S,  Bache,  one  of  the 
Rothschild  associates  in  the  .'^ales-tax  propaganda,  states  it  in  one  of  his  own  pungent 
sentences  when  talking  before  the  National  Industrial  Conference  Board's  tax 
conference: 

"The  greatest  thrift  tax  would  be  the  turnover  tax,  nince  if  anybody  donH  want  to 
pay  any  taxes  he  should  merely  refrain  from  consuming."  (P.  58,  Proceedings  of 
Second  National  Industrial  Tax  Conference.) 

Carrying  out  this  argument  the  Smoot  bill  proposes  the  general  sales  tax.  The 
understanding  is  that  the  revenue  so  produced  shall  be  a  substitute  for  the  excess- 
profits  tax,  the  higher  schedules  of  the  income  tax  and  numerous. sales  taxes  at  higher 
rates  whicn  are  now  imposed  upon  various  linea  of  business.  It  is  a  bald  assumption 
that  the3e  taxes  shoulff  be  repealed,  an  assumption  in  which  we  do  not  acquiesce 
except  in  a  few  nunor  c'etail^. 

The  Smoot  bill  proposes  a  1  per  cent  tax,  with  certain  exemptions,  which  are  inter- 
esting in  themselves.  On  each  turnover  ftx)m  the  first  sale  of  the  raw  material  to  the 
final  sale  of  the  finished  product  in  some  of  the  elaborate  analyses  of  this  measure 
which  have  been  printed  in  the  Congressional  Record  and  elsewhere,  proponents  of 
this  measure  estimate  that  this  I  per  cent  turnover  tax,  unpyramided  to  the  final  sale, 
will  amount  to  a  tax  of  from  2}  per  cent  to  3^  per  cent.  This  conclusion  is  reached 
upon  half  a  dozen  assumptions,  none  of  which  nave  anv  particular  evidence  beyond 
the  bare  statement  of  the  proponents  of  this  form  of  unloading  tax  burdens  upon  the 
consumers.  One  assumption  is  that  this  tax  can  be  passed  on  to  the  consumer. 
Another  is  that  it  is  fair  to  estimate  this  tax  in  the  terms  of  the  final  turnover  instead 
of  the  initial  turnover,  because  it  is  self-evident  in  the  case  of  wool,  for  example,  that 
the  tax  which  the  purchaser  of  the  suit  of  clothes  pays  is  alone  almost  as  mucn  as  the 
total  price  received  by  the  woolgrower  for  the  amount  of  wool  which  goes  into  the  suit. 
Another  assumption  is  that  everything  proceeds  by  the  most  direct  route  from  pro- 
ducer to  consumer,  and  everyone  who  nad  anything  to  do  with  the  sugar  deal  of  1919 
and  1920,  and  most  everyone  who  has  had  anything  to  do  with  the  sale  of  &irm  products 
through  the  city  markets,  knows  that  this  is  not  true. 

I  have  taken  some  pains  to  analyze  the  figures  which  have  been  submitted  by  Mr. 
Rothschild  in  arriving  at  the  conclusion  that  the  1  per  cent  tax  pyramided  to  the  final 
sale  amounts  to  about  an  average  of  3  per  cent  of  that  sale.  The  result  of  this  analysis 
shows  that  the  amount  of  the  tax  paid  reaches  as  high  as  40  per  cent  of  the  price  of 
the  raw  material  in  some  cases  and  runs  from  5  per  cent  to  25  per  cent  of  the  whole 
value  of  the  raw  material  in  the  average  of  all  of  the  cases  submitted  bv  Mr.  Rothschild, 
and  I  can  very  easily  submit  numerous  cases  in  which  the  tax  will  be  upwards  of  4 
per  cent  of  the  final  sale. 
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Over  and  above  the  general  argument  that  this  tax  is  an  effort  to  unload  the  tax 
burdens  of  the  very  wealthy  upon  the  persons  of  comparatively  small  income,  there 
is  the  manifest  inequality  of  tms  tax  burden  in  the  interest  of  those  larger  industrial 
organizations  which  cany  on  within  one  organization  the  various  processes  of  manu- 
facture! fabrications,  and  sale  to  the  retailers  or  final  consumer. 

An  analysis  of  the  Smoot  bill  to  determine  what  it  really  would  do,  if  passed ,  discloses 
immediately  that  it  is  not  a  general  sales  tax  bill.  In  the  first  place,  it  exempts  all 
persons  doing  business  of  less  than  $6,000  per  year.  Such  persons  could  acfd  the 
pyramided  tax  to  their  prices  and  pocket  this  additional  profit.  It  exempts  goods  for 
exix>rt  trade  or  which  find  their  way  into  export  trade,  thereby  creating  a  complication 
which  will  be  difficult  to  administer.  It  exempts  all  sales  by  any  mutual  ditch  or 
irrigation  company,  a  peculiar  exemption  to  say  tne  least.  It  exempts  all  sales  by  hos- 
pital or  other  corporations  operated  without  profit  for  religious,  charitable,  or  phUan- 
thropic  purposes.  It  exempts  tobacco  and  all  its  products  as  covered  by  Table  VII 
of  the  present  revenue  law  and  beverages  as  covered  by  Title  VI  except  the  so-called 
soft  dnnks,  mineral  waters,  etc.  covered  by  section  628.  It  exempts  everything 
connected  with  the  automotive  vehicle  business.  It  exempts  the  peculiar  group  of 
commodities  enumerated  in  paragraph  12  of  section  900  of  the  present  revenue  law, 
dirks,  stilettos,  dangerous  weapons  of  this  character,  and  it  exempts  pleasure  boats  as 
covered  by  paragraph  20  of  the  same  section.  The  sales  taxes  on  these  commoditieB. 
that  is,  beverages,  tobacco  products,  automotive  materials,  dangerous  weapons  and 
pleasure  boats  are  left  at  the  high  rates  provided  in  the  present  revenue  bill,  ranging 
from  5  per  cent  on  automobiles  up  to  100  per  cent  on  dangerous  weapons.  If  a  sales 
tax  principle  is  to  be  established,  any  and  all  of  these  exemptions  can  be  attacked  with 
perf ec t  logic .  There  is  no  reason  for  a  general  sales  tax  of  this  kind  on  any  commcdity, 
which  does  not  apply  to  an  equal  sales  tax  on  tobacco  or  automobiles.  Just  why 
those  commodities  should  be  left  in  some  other  class  is  beyond  understanding.  The 
argument,  therefore,  is  not  that  these  commodities  named  should  be  subjected  to  sales 
taxes  in  varying  degrees,  for  in  most  cases  good  arguments  can  be  made  and  were  made 
for  the  establishment  of  these  taxes  at  these  levels  when  the  original  bill  was  drafted, 
but  the  argument  plainly  to  be  drawn  is  that  there  is  no  equity  nor  justice  in  creating 
a  flat  sales  tax  of  1  per  cent  or  anv  other  per  cent  on  all  the  other  commodities  which 
enter  into  every  act  and  habit  and  function  of  life.  The  Smoot  bill  leaves  every  other 
commodity  except  those  named  on  the  same  tax  basis  regardless  of  its  necessity  or 
lack  of  necessity,  its  usefulness  or  uselessness,  its  scarcity  or  its  abundance,  whether 
it  is  an  American  product  or  a  foreign  product,  or  without  consideration  of  any  of  these 
or  the  other  j^tors  which  enter  into  the  entire  political  and  economic  structure  of 
business. 

If  this  bill  passes^  the  purchase  of  an  automobile  will  carry  with  it  a  5  per  cent  tax« 
the  purchase  of  a  piano  a  1  per  cent  tax.  What  possible  justification  is  there  for  this 
difference?  The  payment  for  professional  services  is  exempt  from  tax.  but  the  serv- 
ices of  the  deliveryman  from  the  grocery  store,  which  is  made  a  part  of  the  groceries 
whidi  the  housewife  buys,  is  subject  to  a  1  per  cent  tax.  You  will  pay  no  tax  on  a 
lawyer's  fee  but  must  pay  a  tax  of  1  per  cent  on  the  blanks  he  uses  to  certify  to  the 
eviaence  in  your  case.  Further  analysis  of  this  bill  will  only  serve  to  accentuate 
these  striking  deficiencies  in  this  tax  system. 

But  these  are  arguments  in  detail .  Tnere  is  a  ^neral  argument  which  far  outweighs 
all  of  these  and  i&kt  is  that  the  imposition  of  this  tax,  even  in  the  imperfect  form  in 
which  it  is  found  in  the  Smoot  bill,  is  the  entering  wedge  of  a  sales  tax  system  which 
means  the  transfer  of  the  cost  of  war,  of  pensions,  and  of  peace  from  those  most  able  to 
pay  to  those  least  able  to  x>ay,  a  system  of  taxation  wnich,  once  established,  could 
nardly  be  shaken  off,  so  tiiat  increasing  expenses  of  the  Government  could  be  so  easily 
met,  and  therefore  made  easily  possible,  by  the  charge  of  1  to  1}  or  2  per  cent  or  higher , 
80  that  the  tax  would  finally  result  in  but  one  thing  and  that  is  the  further  accentuation 
of  the  difference  in  wealth  between  the  classes  of  the  people. 

A  statement  in  support  of  this  tax  bill  has  pointed  out  five  i)oints  of  superiority  of 
this  system  over  all  otner  taxes. 

First,  its  extreme  simplicity  of  assessment  and  collection.  The  chances  are  that 
instead  of  this  being  the  case,  it  would  multiply  the  number  of  taxpayers  by  four  or 
five,  thus  making  me  burden  which  now  exists  in  the  income  ana  corporation  tax 
divisions  of  the  Kevenue  Bureau  vastly  more  complicated  than  i^t  present.  Besides 
this,  the  inability  of  the  Revenue  Bureau  to  collect  the  present  fountain  tax,  which 
is  pointed  out  by  every  investigator,  would  be  multiplied  oy  the  number  of  additional 
business  places  to  which  this  tax,  identical  in  operation,  would  apply. 

Second,  that  each  taxpayer  pays  out  of  his  gross  income  and  automatically  grades 
the  amount  according  to  his  ability  to  pay.  The  cold-bloodedness  of  this  argiunent 
is  the  same  which  characterizes  the  entire  argument  for  this  bill.    If  you  don  t  want 
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to  be  taxed,  you  can  starve.  For  the  man  of  $60,000  a  year  income,  the  tax  on  the 
part  of  it  which  he  spends  becomes  a  mere  incidental;  for  the  man  of  $2,000,  who  must 
spend  it  all,  it  is  a  serious  matter. 

Third,  that  tiie  tax  is  low  and  uniform  on  all  goods,  wares,  and  merchandise.  This 
is  not  true  and  if  it  were  true  would  be  the  strongest  poesible  argument  against  the  sales 
tax,  because  by  the  venr  nature  of  the  difference  between  necessities  and  luxuries  all 
goods,  wares,  and  merchandise  should  not  pay  the  same  tax.  Under  the  sales  tax  all 
goods,  wares,  and  merchandise  will  not  pay  the  same  tax  because  of  the  exceptions  in 
the  bill  and  of  the  vastly  more  complicated  systems  of  distribution  through  which 
some  kinds  and  classes  of  goods  pass  than  others  and  the  exemptions  noted  above, 
&cts  which  will  in  many  cases  cause  the  accimiulation  of  a  tax  on  essentials  higher  l^an 
the  tax  on  nonessenstials. 

Fourth,  that  the  taxpayer  can  tell  to  a  cent,  with  a  minimum  of  effort^  at  the  close 
of  each  business  day,  exactly  where  he  stands  as  to  profits  and  tax  liabilities.  This 
may  be  true.  He  can  also  tell  to  a  cent  how  much  m  excess  of  the  tax  he  can  add 
to  the  selling  price  of  his  goods  and  pass  it  on  to  the  purchaser,  and  this  does  not  apply 
only  to  the  mud  vender,  but  it  apphes  to  every  intermediate  between  the  place  wnere 
the  raw  products  left  the  farm  until  they  reached  the  final  consumer.  It  is  this  wide- 
open  door  of  opportunity  for  permitting  not  onlv  the  addition  of  the  tax  but  of  this 
added  profit  to  tiae  sales  price  which  is,  next  to  the  unholy  purpose  of  unloading  their 
taxes  mm  the  shoulders  of  those  best  able  to  pa^r,  the  strongest  possible  argument 
against  the  sales  tax.  Any  profiteer  who  hid  behind  lire  excuse  of  ''war  taxes"  in 
war  times  will  find  the  excuse  multiplied  by  10  in  "sales  taxes"  in  peace  times. 

Fifth.  That  the  pyramiding  which  its  sponsors  estimate  at  only  from  2^  to  3^  per 
cent  is  not  material  as  compaied  with  the  pyramiding  of  the  excess^profits  tax,  which 
they  estimate  at  25  per  cent.  To  answer  ihia  rec^uires  analysis  of  the  excess-profits 
tax  and  a  final  analysis  of  the  theoretical  operation  of  the  sales  tax.  On  the  rising 
maricet  which  existed  during  the  fint  two  years  of  the  operation  of  the  excess-profite 
tax,  almost  any  pyramiding  of  profits  was  possible*  The  hardiest  opponent  of  the 
sales  tax  can  not  delend  an  assertion  that  ttus  excess-profits  tax  was  tne  only  or  the 
controlling  factor  in  the  pyramiding  of  profits.  With  or  without  the  tax,  these  profits 
would  have  been  thus  pyramided  in  a  naing  market.  The  fact  that  tlie  excess-profits 
tax  can  not  always  be  passed  on  and  can  not  now  be  passed  on  is  evidenced  by  these 
sales  tax  bills  now  being  pressed,  providing  for  a  form  of  tax  which  can  and  will  be 
passed  on. 

An  analysis  of  the  theoretical  operation  of  the  general  sales  tax,  on  the  other  hand, 
shows  that  with  most  commodities,  starting  with  the  first  sale  considered  as  basic, 
and  counting  the  pyramiding  of  taxes,  labor  costs,  and  profit  at  each  turnover,  the 
total  tax  from  the  nist  sale  until  this  commodity  reaches  the  consumer  amounts  to 
from  5  to  40  per  cent  of  the  basic  sale  price,  while  the  profit  to  the  final  vendor  pyra- 
miding bv  this  system  will  reach  very  nequently  50  per  cent  or  more  of  the  basic  price. 

The  false  impression  conveyed  to  the  public  by  the  Rothschild  statement  is  in 
basing  the  percentage  of  tax  on  the  final  sale  instead  of  on  the  basic  sale,  which  is  the 
only  sale  wnich  has  to  do  with  national  wealth  or  prosperi^.  All  the  other  sales  are 
merely  juggling  dollars  and  goods  back  and  forth  to  the  enrichment  of  one  class  at  the 
expense  ofanother. 

Coming  now  to  the  real  crux  of  the  argument  against  the  sales  tax,  it  is  stated  in 
fewest  words  thus:  To  enact  iMs  tax  and  repeal  "all  other  taxes  on  business,"  or  even 
a  part  of  them,  such  as  proposed  in  numerous  measures  now  pending,  is  to  relieve  a 
few  thousand  persons  and  corporations — ^those  best  able  to  pay — of  some  hundreds  of 
millions  of  doJiats  of  taxes  and  compel  several  million  people  already  loaded  to  and 
past  their  ability  to  pay  the  indirect  taxes  now  levied.  tx>  pay  this  additional  tax. 

In  all  the  arguments  made  and  statements  presented  about  either  the  theory  or  the 
practical  experience  of  taxation,  this  fact  seems  perfectly  clear  despite  all  efforts  to 
oefog  it — that  the  tax  most  difficult  for  the  taxpayer  to  traoisfer  to  some  one  else  to  pass 
on  is  the  tax  on  net  income.  If  a  sales  tax  is  passed,  it  will  permit  the  repeal  of  a 
part — the  higher  surtaxes  probably — of  the  income  tax  law. 

From  latest  available  data,  it  is  learned  that  of  approximately  25,000,000  heads  of 
families  or  single  men  and  women  without  dependents  in  the  United  States,  income 
tax  returns  are  filed  by  somwehat  less  than  5,000,000. 

That  means  that  four-fifths  of  the  heads  of  families  and  independent  single  indi^ 
viduals  have,  if  married,  less  than  $2,000  a  year  income,  or  if  single,  less  than  $1,000 
a  year. 

This  meager  income,  measured  in  commodities,  must  feed,  clothe,  and  shelter  these 
millions  and  provide  such  recreation,  education,  and  those  other  essentials  as  are 
implied  in  Americanism  and  an  American  standard  of  living.  To-day,  and  so  long 
as  the  paym^it  of  the  cost  of  the  Great  War  and  all  other  wars  requires  these  people, 
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in  the  coet  of  every  single  item  which  becomes  a  part  of  their  individual  or  family 
budget,  are  paving  indirect  taxes.  That  they  are  now  and  have  been  paying  such  taxee 
as  a  material  factor  of  their  cost  of  living,  and  up  to  and  bevond  their  abOity  to  pa^ 
and  still  save,  is  evidenced  and  proven  by  the  simple  fact  tnat  they  are  kept  in  tkia 
class  of  low  income  producers  by  the  burden  of  indirect  taxes,  kept  from  thrift  snd 
saving  and  investment  by  sheer  inability  to  secure  wages  or  other  income  which  will 
leave  a  margin  of  savings  for  investment  over  the  coet  of  what  they  must  buy,  in  which 
cost,  taxes  amount  to  a  constantly  recurring  factor. 

These  people,  four-fifths  of  the  population,  will  be  the  victims  of  a  sales  tax.  No 
specious  argument  can  hide  this  fact.  The  demand  for  ^^No  other  taxes  on  business," 
which  is  the  corollary  of  this  bill,  if  put  into  law,  and  it  can  be  if  this  bill  can  be  passed, 
will  cut  off  about  a  billion  dollars  of  surtaxes,  corporation  and  excess  taxes,  and  luxury 
taxes,  and  then  this  sales  tax  bill  will  put — so  Senator  Smoot  tells  us — a  billion  and  a 
half  dollars  of  taxes  on  consumers — ^that  is,  on  everybody — ^pro  rata  as  per  consump- 
tion. Of  the  25,000,000  heads  of  families,  of  which  20,000,000  are  below  the  one  or 
the  two  thousand  dollars  income  class,  the  richer  5,000,000  will  not  pay  over  one-^hird 
of  the  sales  tax,  while  the  20.000,000  will  be  called  on  to  pay  the  other  two-thirdfi,  or 
at  least  a  billion  dollars  in  aadition  to  what  they  now  pay,  which  is,  as  shown,  M 
they  can  oi  ought  to  pay. 

There  is  no  relief  in  the  ''no  other  taxes  on  business"  demand  for  the  general  public. 
Wiping  out  surtaxes,  luxury  taxes  and  excess-profits  taxes  will  not  reduce  coet  or 
taxes  on  essentials.  There  is  only  relief  for  the  buyers  of  luxuries,  nonessential,  the 
payers  of  excess  profits  and  high  surtaxes.  Building  material,  coal,  clothing,  bread, 
meat,  sugar,  tea,  coffee,  milk,  butter,  cheese,  and  vegetables  would  not  be  relieved  in 
any  way.  These  now  cost  all  the  traffic  will  bear.  Then  along  comes  the  sales  tax  to 
add  what  its  proponents  estimate  at  3  per  cent  and  what  I  estimate  at  from  5  per  cent 
to  20  per  cent  tax  on  the  final  sale  price  of  these  essentials. 

Proponents  of  this  bill  assert  as  a  fundamental  thesis  that  the  excess-profits  tax  must 
be  repealed  and  that  the  higher  brackets  of  the  income  surtaxes  must  be  reduced. 
Except  for  the  fact  that  the  excess-profits  tax  is,  because  of  economic  conditions,  a  di»- 
appearii^  tax,  there  is  not  the  slightest  argument  for  its  repeal.  Whatever  exoess 
profits  there  are,  should  by  the  application  of  every  principle  of  justice  in  taxation,  be 
taxed.  The  argument  that  they  are  passed  on  and  reflected  in  higher  costs  of  com- 
modities is  thoroughly  exploded  by  the  zeal  of  the  ''sales  tax"  propagandists  to 
l^alize  some  other  tax  which  can  be  "passed  on"  to  replace  them.  In  a  sellars' 
market,  any  tax  is  passed  on,  along  with  excess  profits  of  all  sorts  and  sizes,  but  the 
tax  itself  is  not  a  factor  in  making  larger  or  smaller  the  profits  or  the  final  price.  What- 
ever change  is  justified  in  this  matter  is  some  substitute  tax  which  will  compri  corpo- 
rations to  pay  as  and  to  the  extent  that  individuals  pay,  and  prevent  the  methods  oy 
which  they  have  been  escaping. 

Secretary  Mellon  defends  the  repeal  of  the  excess  profits  tax  by  offering  a  substitute. 
He  would  amend  the  corporation  tax  by  repealing  tiie  $2,000  exemption  and  continue 
a  5  per  cent  tax  on  all  corporate  profits.    The  present  tax  is  8  per  cent. 

Tnere  is  sense  in  this  proposal  whether  or  not  the  excess  profits  tax  is  repealed. 
An  initial  exemption  of  $2,000,  or  any  other  sum,  for  a  corponition,  whidi  iaan  intan- 
gible, artificial  person,  can  not  be  defended.  But  it  does  not  put  into  effect  another 
common-sense  proposal  that  the  tax  on  a  corporation  income  may  well  be  graduated 
according  to  size,  increasing  with  ability  to  pay^  just  as  the  income  of  an  individual 
is  taxed.    Corporations  should  pay  a  graduated  income  tax. 

This  brings  me  to  the  final  point  of  the  argument — ^the  proposal  to  reduoe  surtaxes. 
Whatever  surtaxes  are  decided  upon  should  apply  to  corporaticm  as  well  as  to  individual 
incomes.  The  problem  is  to  establish  the  surtaxes  upon  the  basis  of  two  fundamental 
principles:  (1)  the  gradation  of  the  tax  fairly  as  to  ability  to  pay;  (2)  the  gradation 
of  the  tax  rate  so  as  to  produce  the  maximum  of  revenue^that  is,  so  as  to  not  drive 
individuals  into  investments  in  tax-free  securities  or  corpoiations  into  extravagant 
salarjr  scales,  advertising  campaigns,  and  other  wasteful  projects  simply  to  defeat 
taxation. 

The  principal  argument  for  the  reduction  of  the  higher  surtax  rates  on  individual 
incomes  is  that  this  will  keep  rich  men  from  investing  in  tax-free  securities.  The 
argument  is  not  in  accord  with  facts  or  good  judgment.  If  the  surtax  rates  now  written 
into  the  law  are  just,  the  surtaxes  should  be  continued  and  the  loss  of  tax  due  to  invest- 
ment in  tax-free  securities  should  be  handled  in  some  other  manner,  but  if  they  are 
not  right,  as  a  matter  of  equity  and  justice,  then  the  surtaxes  should  be  readjusted 
on  the  merits  of  the  case.  The  ^rreat  ouantity  of  ttix-exempt  securities,  it  must  be 
admitted,  offers  a  knotty  problem  in  ttiis  whole  tax  consideration.  Viewed  in  the 
light  oi  ttie  present  expenence,  it  is  evident  that  many  errors  have  been  made  in 
issuing  tax-free  bonds.  It  is  evident  that  the  principle  Ir  niTong  that  municipal 
improvement  bonds  should  be  tax-free  when  in  the  hand^s  of  owners  residing  outside 
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of  that  municipality,  and  the  same  ailment  appliee  to  State  bond^i  of  other  taxation 
districta.  Several  propositions  have  been  made  to  correct  this  situation,  tbe  only 
one  of  which  that  is  retroactive  in  any  sense  and  still  le^al  being  Secretary  Mellon  s 
proposal  that  the  total  income  of  the  taxpayer,  irrespective  of  Tm ether  it  is  derived 
m>m  tax-free  securities  or  not,  shall  be  niade  tne  basijs  of  the  surtax  rate,  which  rate 
shall  apply  only  to  that  portion  of  the  income  derived  from  investments  which  are 
not  tax  free.  Should  this  be  passed  and  accompanied  by  an  increase  in  the  surtax 
rather  than  by  decreasing,  as  the  fmntic  claimants  for  tax  relief  are  proposing,  it  would 
accomplish  a  part  of  the  desired  end,  which  is  to  make  the  individuals  most  able  to 
jwiy  do  so. 

The  aigument  that  to  voluntarily  reduce  the  rate  of  taxation  on  laii^  incomes 
would  work  like  a  lump  of  sugar  to  call  the  wild  horse  in  from  pasture  is  not  a  common- 
sense  argument. 

To  summarize,  no  adequate  argument  has  been  advanced  for  the  repeal  of  the 
excess-profits  tax,  or  the  higher  surtaxes,  or  the  luxury  taxes,  or  the  numerous  other 
apecial-Balee  taxes  now  included  in  the  internal-revenue  law.  In  the  absence  of  the 
repeal  of  these  taxes,  there  is  no  necessity  for  the  enactment  of  a  general-sales  tax. 

The  argument  that  the  excess-profits  tax  is  a  disappearing  tax  has  as  its  logical 
answer  the  enactment  of  a  new  corporation  tax  based  upon  the  elimination  of  any 
initial  exemptions  and  the  establishment  of  a  graduated  system  of  surtaxes  on  cor- 
poration revenues,  so  graduated  as  to  aid  rather  than  penalize  corporations  which 
are  run  upon  principles  of  efficiency  and  economy. 

Except  for  a  reduction  in  all  business  taxes  due  to  general  decline  in  business 
conditions  throughout  the  country,  there  is  no  reason  to  expect  the  falling  off  in  the 
revenues  of  the  Government  whicn  will  make  new  internal-revenue  taxes  necessary , 
excepting  as  suggested  above.  Such  falling  off  as  takes  nlace  because  of  general 
economic  conditions  should  be  made  and  insisted  upon  by  Congress  by  the  reduction 
of  the  cost  of  Government.  An  inspection  of  the  summary  of  the  appropriations 
made  for  the  current  fiscal  vear  discloses  ample  room  for  these  reductions,  particularly 
in  those  appropriations  wnich  pay  for  military  and  naval  preparedness  for  future 
war  at  a  time  when  no  country  in  the  world,  with  the  exception  of  the  United  States, 
could  bear  the  financial  burden  of  a  single  month's  campaign. 

This  eliminates  all  necessity  for  a  sales  tax,  leaving  the  only  argument  to  be 
advanced  in  favor  of  such  an  enactment  the  impossible  argument  that  it  is  a  better 
kind  of  taxation  than  those  now  on  the  statute  books.  Any  individual  who  attempts 
to  aigue  that  a  law  which  will  transfer  a  billion  dollars  of  taxes  from  those  best  able 
to  pay  those  taxes  to  the  millions  of  people  who  are  hardly  able  to  exist  at  the  present 
time,  is  arguing  contrary  to  public  morals,  public  policy,  and  common  sense. 

The  clear  evidence  of  the  weight  of  popular  judgment  and  public  opinion  is  so 
overwhelmingly  in  opposition  to  a  geneml  sales  tax  that  in  a  democracy,  where  the 
law  is  supposed  to  be  the  expression  of  the  judgment  and  information  of  a  nmjority, 
such  legislation  is  absolutely  unthinkable. 

8TATBKBNT  OF  W.  M.  CLARK,  WASHINaTOK,  D.  C,  BEPBE8ENT- 
INO  THB  FOTTB  TRAIN-SEBVIOE  ORGANIZATIONS. 

Mr.  Clark.  Mr.  Chairman,  I  am  Mr.  W.  M.  Clark  and  I  represent 
the  four  train-service  organizations.  I  have  a  verv  brief  statement 
that  I  would  like  to  submit  to  the  committee  and  nave  it  appear  as 
a  matter  of  record.  It  is  very  brief  and  perhaps  it  might  be  all  right 
if  I  should  make  my  statement  first. 

The  Chaibman.  You  reside  here  in  Washington,  do  you,  Mr.  Clark? 

Mr.  Clare.  I  do  not  reside  here,  but  I  am  stationea  here  and  have 
been  for  the  last  eight  years. 

The  Chairman.  What  do  you  mean  by  being  stationed  here  ? 

Mr.  Clark.  We  have  our  offices  here;  that  is,  the  representatives 
of  the  four  train-service  organizations,  in  connection  with  legislative 
work.    We  have  had  our  offices  here  for  nearly  nine  years. 

The  Chairman.  What  is  your  position  ? 

Mr.  Clabk.  I  am  vice  president  of  the  Order  of  Railway  Conductors 
of  America  and  national  legislative  representative. 

The  Chairman.  What  about  the  Brotherhood  of  Locomotive  Fire- 
men and  Engineers  ? 
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Mr.  Clark.  I  am  speaking  for  the  four  train-service  organizations. 
The  Chairman.  You  may  proceed  now, 
Mr.  Clark  (reading) : 

Mr.  Chairman  and  gentlemen  of  the  commit:tee:  In  appearing  before  you  to-day  we 
do  80  as  the  representatives  of  the  Brotherhood  of  Locomotive  Engineers,  Brother- 
hood of  Locomotive  Firemen  and  Enginemen,  Order  of  Railway  Conductors,  and 
Brotherhood  of  Railroad  Trainmen,  whose  membership  consists  of,  approximatelv, 
600,000  citizens  of  the  United  States.  These  members  and  their  families  are  vitally 
interested  in  the  question  of  taxation  or  any  other  question  which  may  have  a  tendency 
to  increase  their  existing  cost  of  living. 

The  question  of  the  repeal  of  the  excess  profits  tax  and  the  substitution  therefor  of 
a  sales  or  turnover  tax  has  been  called  to  the  attention  of  the  membership  of  the 
organizations  we  represent  and  an  expression  from  them  asked  for,  with  the  result 
that  we  find  unanimous  response  from  this  membership  bein^  opposed  to  the  repeal 
of  the  excess-profits  tax  and  likewise  unalterably  opposed  to  tne  enactment  of  a  aaleB 
or  turnover  tax  law.  No  doubt  the  various  memoers  of  the  Senate  and  House  of 
Representatives  have  received  letters  and  resolutions  of  protest  from  the  various 
divisions  and  lodges  of  these  organizations  protesting  against  this  legislation. 

Senator  Smoot.  Did  you  prepare  resolutions  and  send  them  out 
over  the  country  ? 

Mr.  Clark.  iNo,  sir. 

Senator  Smoot.  They  are  all  coining  in  in  exactly  the  same  words, 
80  I  supposed  you  prepared  them,  or  mat  somebody  else  did. 

Mr.  Clark.  "No,  sir;  I  did  not. 

Senator  Smoot.  Well,  somebody  prepared  them. 

Mr.  Clark.  That  may  be  true. 

We  have  at  least  received  many  copies  of  such  communications  which  we  could 
furnish  the  committee,  but  think  it  wholly  unnecessary,  and  rest  our  contention  as  to 
the  position  of  the  railroad  employees  upon  the  information  that  has  been  received 
by  us  from  the  various  members  thereof. 

We  fully  appreciate  the  fact  that  a  serious  problem  confronts  the  Congress  regarding 
the  proper  methods  to  raise  the  enormous  revenue  necessary  to  run  the  Government 
under  tne  unusual  and  abnormal  conditions  surrounding  the  country  at  this  time,  and 
sincerely  hope  that  a  means  may  be  devised  whereby  the  burden  of  taxation  be  shifted 
to  those  who  are  able  to  pay  and  those  who  are  not  able  to  pay  may  be  relieved  to  the 
greatest  extent  of  such  oiurdens.  We  appreciate  fully  the  industrial  and  economic 
conditions  confronting[  us  at  this  time  as  a  people,  but  necessity  reqidres  us  to  direct 
your  particular  attention  to  the  fact  that  tnere  are  nearly  5,000,000  men  and  women 
out  of  employment  in  the  United  States  at  the  present  time,  and  to  this  number  must, 
of  course,  be  added  those  dependent  upon  these  men  and  women  for  a  living,  Tiduch 
makes  the  unemployment  situation  probably  the  very  worst  in  the  history  of  the 
United  States,  and  of  the  2,000,000  railroad  employees  in  the  service  under  normal 
conditions  there  are  at  the  present  time  about  500.000  of  them  that  are  unemployed, 
or  one-fourth  of  the  total  number  have  no  gainful  employment.  Some  classes  of 
railroad  employees  are  affected  to  the  extent  that  nearly  two-thirds  of  them  are  un- 
employed. 

There  has  been  a  slight  reduction  in  the  cost  of  certain  commodities,  but  as  a  whole 
there  has  been  only  a  very  slight  reduction  in  the  cost  of  the  staple  commodities,  and, 
on  the  other  hand,  there  has  been  a  constant  increase  in  rents  and  other  things  neces- 
sary for  the  maintenance  of  a  family  to  such  an  extent  that  it  may  be  safety  stated 
there  is  but  little  change  in  the  ultimate  cost  ot  living. 

I  have  some  personal  experiences  in  connection  with  the  increases 
in  rent.  I  maintain  a  little  three-room  apartment,  and  in  the  last 
year  my  rent  has  been  raised  from  $27.50  to  $55  a  month,  but  I  have 
no  increase  in  salary. 

Senator  Smoot.  Why  do  you  not  go  to  the  Rent  Commission  here 
in  the  District  ? 

Mr.  Clakk^  Well,  this  is  my  home  that  I  maintain  in  Chicago. 
My  home  is  in  Chicago,  and  they  are  not  all  Christians  there,  either, 
^oenator  Smoot.  Jfor  anywhere  else. 
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Mr.  Clark.  Well,  perhaps  that  is  true. 

The  working  people  or  those  dependent  upon  wages  and  small  salaries,  or,  in  fact, 
those  with  small  incomes,  are  bein^  put  to  a  severe  test  to  make  ends  meet,  and,  in 
fact,  many  of  them  ai^p  running  behind  and  going  in  debt  every  day,  and  this,  coupled 
with  the  serious  unemployment  situation,  materially  affects  the  general  welfare  of  the 
l^reat  masses  of  our  citizenship.  Therefore,  this  class  of  our  people  can  not  stand 
increased  burdens  brought  about  by  increased  taxation,  which  we  believe  will  be  the 
result  of  the  enactment  of  a  aedes  or  turnover  tax  law. 

Senator  Smoot.  Have  you  given  this  an^  sijecial  attention  yourself  ? 

Mr.  Clare.  I  am  somewhat  familiar  with  it,  Senator. 

Senator  Smoot.  Can  you  tell  me  how  it  is  going  to  increase  the 
biurdens  ? 

Mr.  Clark.  Well,  because  it  places  additional  taxes  and  biu'dens 
on  the  people  who  are  the  least  able  to  pay. 

Senator  Smoot.  You  say  that  just  as  a  matter  of  fact? 

Mr.  Clark.  As  a  matter  of  conviction. 

The  Chairman.  It  is  a  very  smooth  phrase. 

Senator  Smoot.  It  is  very  nice,  indeed;  but  where  the  sales  tax 
will  impose  a  1  per  cent  tax  upon  you  people,  the  existing  laws  will 
impose  3  or  4,  and,  of  course,  you  do  not  want  that  relief. 

Mr.  Clark.  Well,  Senator,  1  find  that  there  is  a  vast  difference  of 
opinion  on  that  subject. 

The  Chairman.  How  much  do  you  estimate  the  sales  tax  will 
bring  into  the  Treasury  ? 

Mr.  Clark.  I  have  not  figured  that  out  to  a  definite  conclusion. 
You  gentlemen  who  have  figured  it  out  are  better  able  to  speak  on 
that  point. 
•  Senator  Curtis.  Those  who  have  figured  it  out  do  not  agree. 

Mr.  Clark.  I  have  heard  it  said  that  lawyers  do  not  agree  at  all 
times.     However,  that  is  not  germane  to  the  subject. 

We  are  satisfied  that  the  very  least  that  could  be  hoped  to  be  accomplished  by  a  1 
per  cent  sales  or  turnover  tax  would  be  about  $8  per  capita,  and  that,  based  on  the 
average  American  family  of  five,  would  be  a  minimum  of  $40  per  year;  and  we  are 
inclined  to  believe  that  this  would  be  increased  to  probably  the  sum  of  $200  per  year 
to  each  family,  the  whole  burden  being  borne  by  the  consumers  or  the  great  masses 
of  the  people  who  are  least  able  to  pay  these  costs. 

Senator  Smoot.  In  other  words,  you  think  each  family  would  have 
S6,000  to  expend? 

Mr.  Clark.  I  have  not  reached  that  conclusion. 

Senator  Smoot.  Yes,  you  did.  You  said  $40.  One  per  cent  of 
J4,000  is  $40.  They  must  have  that,  and  then  you  add  $200  more 
for  each  of  the  five.  That  is  $1,000  more,  which  would  make  $5,000. 
and  1  per  cent  on  that  amount  would  be  $50. 

Mr.  Clark.  I  said  five  in  a  family. 

Senator  Smoot.  That  is  what  I  said,  five  in  a  family,  and  if  there 
w^e  $200  for  each  of  the  five  in  the  family,  making  $1,000,  that 
added  to  the  $4,000  would  make  $5,000. 

Mr.  Clark.  I  believe  if  each  family  had  $5,000  they  would  not 
object,  perhapa,  to  a  turnover  tax. 

Senator  Smoot.  That  is  what  your  argument  is.  You  see,  your 
argument  does  not  hold  together  at  all.  Go  on  with  your  statement^ 
however. 

Mr.  Clark.  Well,  there  is  a  difference  of  opinion  on  thtft,  of  course. 

Senator  Smoot.  You  can  figure  this,  that  1  per  cent  on  $4,000 
is  $40? 
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Mr.  Clark.  Yes. 

Senator  Smoot.  That  is  what  you  are  sajring  that  the  family 
will  cost,  and  then  add  $200  more  for  each  one,  which  would  make 
the  amount  $5,000.  One  per  cent  tax  on  that  woi^d  be  $60.  Now* 
I  am  glad  I  know  what  you  are  figuring  on. 

Mr.  Clark  (reading) : 

With  the  constant  agitation  for  a  reduction  in  wages,  cheap  labor,  the  relief  frotn 
taxation  of  "big  business"  and  laige  estates  that  is  now  permeating  our  country, 
to  add  to  this  the  further  agitation  for  a  sales  or  turnover  tax,  it  seems  that  the  great 
masses  of  American  workingmen  and  their  families  are  facing  a  most  serious  and 
far-reaching  economic  problem.  This  makes  the  masses  of  the  people,  which  are 
the  working  men  and  women  in  industry  and  agriculture,  believe  that  there  is  a  con- 
stant, well-defined,  and  well  organized  "effort  on  the  part  of  the  special  interests  or 
classes  to  escape  the  burdens  of  taxation  and  shift  them  to  the  masses  of  the  people 
in  order  that  tney  may  add  to  and  continue  to  enjoy  their  already  amassed  wealth 
and  fortunes. 

The  Chairman.  That  is  a  pure  demagogic  statement,  in  my 
opinion. 

Mr.  Clark.  I  have  only  a  few  more  Unes. 

This  sows  the  seeds  of  discontent  and  leads  the  people  to  believe  that  this  Gov'* 
ernment  is  drifting  rapidly  to  class  legislation  and  class  domination. 

The  membership  of  these  organizations  is  not  seeking  to  evade  its  duties  or  respon- 
sibilities and  is  willing  to  meet  its  just  obligations  to  its  country  and  its  institutioxiB, 
but  we  are  most  earnestly  opposed  to  further  burdens  being  placed  on  the  people 
for  the  benefit  of  the  few  and  in  order  that  the  few  or  the  privileged  class  may  be 
permitted  to  live  in  luxury  and  escape  their  responsibilities. 

In  conclusion  we  desire  to  place  tne  membership  of  these  four  engine,  train,  and 
yard  service  organizations  squarely  on  record  as  being  opposed  to  the  repeal  of  the 
excess-profits  tax  and  unalterably  opposed  to  the  enactment  of  any  fonn  of  sales  or 
turnover  tax.  We  trust  that  your  nonorable  committee  will  not  recommend  any 
such  plan  nor  that  the  Congress  will  enact  any  such  legislation. 
Respectfully, 

W.  M.  Clark, 
Vice  President  and  National  Legislative  Representative, 

Order  of  Railway  Condwctorg. 

n.  E,  Wills, 
Assistant  Grand  Chief  Engineer  and 
National  Legislative  Heprecentafive, 
Brotherhood  of  Locomotive  Engineers, 

P.  J.  McNamara, 
Vice  President  and  National  Legislative  Representative, 

Brotherhood  of  Locomotive  Firemen  and  Engineerg, 

W.    N.   DOAK, 

Vice  President  and  National  Legislative  Representative, 

Brotherhood  of  Railway  Trainmen . 

The  Chairman.  Have  these  orders  ever  had  a  meeting  and  passed 
resolutions  expressing  the  sentiments  that  you  have  embodied  in 
this  statement  ? 

Mr.  Clare.  They  have  met  and  come  to  the  conclusions  submitted 
herein,  and  have  come  to  the  executives  of  these  organizations  out* 
lining  their  position  and  attitude. 

The  Chaibman.  Have  they  ever  passed  formal  resolutions  t 

Mr.  Clare.  In  their  divisions  and  lodges,  yes,  sir,  many  of  them; 
and  I  assume  that  many  resolutions  have  come  to  Congress  here  from 
the  different  lodges  and  divisions.  I  have  noticed  them  in  the  record 
from  time  to  time. 

The  CHAHtMAN.  Very  few.  Yon  state  that  you  speak  for  these 
people,  and  I  fail  to  see  where  your  credentials  are.    Any  vice  presi- 
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dent  or  secretary  of  a  fraternal  or  labor  order  can  express  views.  I 
have  seen  that  occur  in  politics  quite  often. 

Mr.  ChjkRK.  I  do  not  know  that  there  is  any  brand  of  politics  in  this 
presentation. 

The  Chairman.  I  do  not  say  that  there  is. 

Mr.  Clark.  These  are  instructions  that  came  from  our  executive 
officers,  Mr.  Stone,  Mr.  Sheppard,  Mr.  Lee,  and  Mr.  Carter. 

The  Chairman.  These  are  subordinate  officials  whose  names  appear 
on  this  paper  of  yours  ? 

Mr.  Ulark.  I  know,  but  we  have  been  instructed  to  present  the 
views  of  our  membership  before  the  committee.  They  might  come 
here  themselves  and  do  that,  but  we  are  authorized,  through  our 
executives,  to  present  this  proposition,  and  I  ask,  Mr.  Chairman,  that 
it  be  made  of  record. 

STATEMENT  OF  BENJAMIN  C.  MARSH,  OF  WASHINGTON,  D.  C, 
BBPBESENTING  THE  PEOPLE'S  KBOONSTRTTCOnON  LEAGUE 
AND  TKE  FABMBB8'  NATIONAL  COTJNOIL. 

The  Chairman.  Whom  do  you  represent,  Mr.  Marsh  ? 

Mr.  Marsh.  I  represent  the  People's  Reconstruction  League  and 
the  Farmer's  National  Coimcil. 

The  Chairman.  What  constitutes  the  People's  Reconstruction 
heaenet 

Im*.  Marsh.  The  People's  Reconstruction  League  is  a  nonpartisan 
union  of  farmer  and  labor  organizations  and  other  progressive  forces 
to  carry  out  a  program  of  economic  justice 

The  Chairman.  How  many  members  have  you  I 

Mr.  Marsh.  May  I  finish — ^which  will  save  the  people  on  farms,  in 
factories,  mines,  offices,  trade  and  transportation,  86,000,000,000  a 
year. 

Senator  Smoot.  You  have  raised  that  two  billion  since  last  year  ? 

Mr.  Marsh.  Not  at  all.  Senator  Smoot;  the  estimates  are  care- 
fully made  and  have  been  damned  but  not  disproved  by  the  enemies 
of  the  league. 

The  Chairman.  How  manv  members  have  you  ? 

Mr.  Marsh.  I  can  not  tell  you  exactly.  1  know  this,  that  there 
are  upward  of  3,000,000  members  of  the  organizations  whose  officers 
or  chief  executives  are  members  of  the  executive  committee  of  the 
People's  Reconstruction  League. 

Tne  Chairman.  Have  you  got  a  list  of  your  membership  ? 

Mr.  Marsh.  We  have  a  list  of  the  oi^ajiizations,  and  they  know 
what  membership  they  have  in  each  organization. 

The  Chairman.  But  you  have  no  list  of  your  members  ? 

Mr.  Marsh.  I  have  not  a  list  of  the  individuals.  The  league  is 
supported  by  dues  from  farmer  and  labor  organizations  and  the  gen- 
eral public. 

The  Chairman-  How  much  time  do  you  want  ? 

Mr.  Marsh.  I  shall  try  to  keep  within  half  an  hour;  which  ^ou 
suggested  would  be  the  maximum  that  I  could  get.  I  am  speaking 
for  more  people  than  anybody  else  who  has  ^appeared  before  you. 

The  Chairman.  Of  course,  there  is  no  evidence  of  that  whatever. 

Mr.  Marsh.  Of  course,  you  can  deny  my  statement. 

The  Chairman.  I  do  not  deny  it;  I  only  say  that  there  is  uo  evi* 
dence  of  it. 
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Mr.  Marsh.  Do  you  want  me  to  submit  it? 

The  Chairman.  I  would  be  very  glad  to  know  how  many  you 
represent,  and  whether  they]  are  carried  on  the  roll  of  m^nberBhip, 
and  just  where  your  credentials  are.  Anyone  can  come  in  here  with 
a  fancy  name  of  some  league  and  claim  tney  represent  the  earth. 

Mr.  Marsh.  We  make  no  such  claims  and  no  such  pretensions. 
The  officers  and  executive  committee  of  the  Peoples'  Reconstruction 
League  are:  President,  Hon.  Herbert  F.  Baker,  president  Farmers' 
National  Council;  vice  presidents,  Wm.  H.  Johnston,  president 
International  Association  of  Machinists;  C.  C.  Connolly,  president 
United  Farmers  of  America;  Mrs.  Florence  Kelley;  general  man- 
ager, George  P.  Hampton,  managing  director  Farmers'  National 
Council;  treasurer,  Jackson  H.  Ralston;  executive  secretary,  Benja- 
min C.  Marsh,  secretary  Farmers'  National  Council.  Executive 
committee:  The  officers  and  Warren  S.  Stone,  grand  chief  Brother- 
hood of  Locomotive  Engineers;  William  Bouck,  master  Washington 
State  Grange;  E.  H.  Fitzgerald,  grand  president  Brotherhood  Kail- 
way  and  Steamship  ClerKs;  E.  F.  Grable,  grand  president  United 
Brotherhood    Maintenance  of  Way  Employees;    Timothy   Healy, 

President  International  Brotherhood  Stationary  Firemen  and  Oilers; 
.  W.  Kline,  president  International  Brotherhood  Blacksmiths,  Drop 
Foyers,  and  Helpers  of  America;  E.  C.  Lasater;  Arthur  Le  Sueur; 
J.  H.  McGill;  James  P.  Noonan,  international  president  Brother- 
hood Electrical  Workers;  R.  W.  H.  Stone,  president  North  Carolina 
Farmers'  Union;  L.  E.  Sheppard,  president  Order  Railway  Con- 
ductors; Frank  P.  Walsh;  T.  C.  Cashen,  international  president 
Switchmen's  Union  of  North  America;  J.  A.  Franklin,  international 
president  International  Brotherhood  of  Boiler  Makers,  Iron  Ship- 
Duilders,  and  Helpers  of  America;  John  McParland,  president  Inter- 
national Typographical  Union;  John  A.  VoU,  president  Glass  Bottle 
Blowers'  Association  of  United  States  and  Canada;  Charles  B.  Still- 
man,  president  American  Federation  of  Teachers. 

I  will  claim  this,  that  having  talked  to  hundreds  of  thousands  of 
American  citizens,  I  realize  that  this  program  is  appealing  to  mil- 
lions of  them. 

The  Chaieman.  You  have  talked  to  hundreds  of  thousands,  have 
you? 

Mr.  Marsh.  Oh,  yes;  in  the  course  of  my  life. 

The  Chairman.  Are  you  a  salaried  official  of  this  league  ? 

Mr.  Marsh.  I  am,  Senator  Penrose. 

The  Chairman.  Does  its  membership  pay  dues  ? 

Mr.  Marsh.  As  I  have  stated,  we  have  not  a  dues-paying  member- 
ship at  present — I  think  we  will  have  one — ^but  the  farmer  and  labor 
organizations  are  contributing  to  the  work,  and  we  have  made  a  gen- 
eral appeal  to  the  public  and  are  getting  money  from  them. 

Senator  Smoot.  This  is  a  new  thing.  You  have  always  claimed  to 
represent  here  the  farmers.  This  Reconstruction  League  is  a  new 
thing  since  you  last  appeared  before  the  committee. 

Mr.  Marsh.  May  I  answer  Senator  Smooths  statement,  Itrfaich  I 
can  not  permit  to  go  unchallenged,  that  I  claim  to  represeoit  all  the 
farmers  ?  I  have  made  no  such  claim.  I  have  made  it  clear  that  I 
was  secretary  and  director  of  legislation  of  the  Fanners'  National 
Council.  Of  course  I  would  like  to  get  down  to  the  merits  of  this 
proposition. 
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Senator  McLean.  I  suggest,  Mr.  Chairman,  that  we  let  Mr.  Marsh 
complete  his  statement,  fie  has  appeared  before  committees  here  for 
years. 

Mr.  Marsh.  Mr.  Chairman  and  gentlemen  of  the  committee,  I  shall 
try  to  show  you  why  we  feel  that  a  sales  tax — and  I  am  not  speaking 
to  a  specific  bill  and  I  am  not  speaking  personally — we  feel  that  a 
sales  tax  is  moral  treason  to  the  purposes  for  whicn  we  entered  this 
war,  as  stated  by  President  Wilson  in  reply  to  the  Pope's  peace  note, 
to  afford  all  peoples  '' participation  upon  fair  terms  in  the  economic 
opportunities  of  the  world.'' 

1  am  not  going  to  address  myself  specifically  to  Senator  Smoot's 
1  per  cent  sales  tax,  because  the  purpose  of  introducing  any  sales  tax 
bill  and  of  establishing  any  sales  tax,  fortunately,  the  proponents  of 
this  sales  tax  have  made  clear,  is  to  reduce  taxes  upon  the  enormous 
aggregations  of  wealth  in  this  country  and  to  make  the  sales  tax  or 
a  general  consumption  tax,  which  is  a  sales  tax  in  essence,  the  base, 
to  use  their  expression,  of  Federal  revenues. 

Now,  here  are  some  of  the  estimates  as  to  what  could  be  raised  from 
a  sales  tax,  and  I  am  not  going  to  auote  from  any  of  the  enemies  of 
the  sales  tax.  I  am  quoting  from  tne  primer,  Gross  Sales  or  Turn- 
over Tax  Not  Exceeding  One  Per  Cent  and  No  Other  Tax  on  Business, 
published  by  the  business  men's  national  tax  committee,  of  New  York 
City: 

Tax  committee,  National  Assoc iation  of  Manufacturers $6, 720, 000, 000 

Rogrer  Babson ,  statistician 5, 000, 000, 000 

Bache  Review,  April,  1920 5, 000, 000, 000 

Business  men's  national  tax  committee 3, 000, 000, 000 

Dr.  Thomas  S.  Adams,  former  chairman  advisory  tax  board,  United 

States  Government 2,000,000,000 

Joseph  8.  McCoy,  Treasiuy  Department,  United  States  Government. .  1,  700, 000, 000 

I  am  going  to  proceed  upon  the  assumption  that  you  want  to  raise 
$2,000,000,000,  ^vhich  is  the  amount  that  a  great  many  of  the  advocates 
of  the  sales  tax  have  stated,  and  point  out  the  fact  that,  of  course, 
this  bill  providing  for  1  per  cent  can  easily  be  amended  so  as  to  make 
it  2  or  3  per  cent,  the  principle  being  identical.  Unfortunately,  this 
tax  would  levy  a  great  deal  heavier  burden  upon  families  with  incomes 
of  $2,000  who  are  now  exempt  under  the  income-tax  law,  a  good  deal 
higher  rate  of  tax,  than  is  levied  on  those  with  $2,000  income  who  also 
get,  in  the  case  of  families,  an  additional  exemption  of  $200  per  child. 

For  the  fiscal  year  1920  the  taxes  upon  transportation  and  other 
facilities,  insurance,  beverages,  cigars,  tobacco,  and  manufactures 
thereof,  admission  to  movies,  theaters,  etc.,  and  dues,  excise  and 
stamp  taxes,  and  customs  amounted  to  $1,468,317,126.  This  is  an 
average  per  capita  of  $13.79  or  $68.95  for  a  family  of  five.  These 
indirect  mcome  taxes  average  nearly  three  and  a  half  times  as  much 
as  the  average  direct  income  tax  paid  in  1919  by  the  3,013,816 
individuals  and  families  who  in  1918  received  an  income  of  $1,000  to 
$3,000. 

In  other  words,  vou  are  already  taxing  folks  below  the  $2,000 
income  much  more  heavily  in  proportion  than  those  above  i  t. 

Now,  what  would  a  sales  tax  do  ?  And  I  am  going  to  speak  to  a 
sales  tax  to  yield  $2,000,000,000,  which  is  the  purpose  of  the  chief 
proponents  of  it,  although  I  do  not  think  a  1  per  cent  sales  tax 
would  yield  anything  like  $2,000,000,000.     I  doubt  if  it  would  yield 

53403—21 23 


354  INTERI7AL  BEVEKUE. 

over  $750,000,000.  But  here  is  the  point:  Agriculture  is  absolutely 
prostrate.  You  gentlemen  from  agncultural  States  know  that  very- 
well.  Mr.  Clark  nas  called  attention  to  the  fact  that  we  have  the 
most  serious  unemployment  situation  in  the  country's  history. 
Farmers  lost  at  least  $5,000,000>000.  It  looks  as  if  there  were  some 
conspiracv  to  deflate  wages  by  a  third  also  by  this  sales  tax.  In  the 
face  of  tnat  I  will  point  out  that  there  is  no  need  for  getting  a 
dollar  more  by  taxing  the  working  people. 

It  is  the  purpose  to  raise  anywhere  from  one  to  three  billion. 
dollars,  most  of  it  to  come  out  of  the  people  who  are  out  of  employ- 
ment or  the  farmers  who  are  in  their  present  desperate  situation. 

A  sales  tax  which  would  yield  $2,000,000,000  wiU  mean  an  addition: 
to  the  existing  taxes  upon  the  workers  of  the  country  of  an  indirect 
income  tax  amounting  on  the  average  to  4.25  per  cent  on  a  family 
income  of  $2,000;  5.7  per  cent  on  a  family  income  of  $1,500,  and 
8.5  per  cent  on  a  family  income  of  $1,000.  This  is  in  every  case  a  tax 
upon  the  total  income  without  any  deductions.  We  know  that  a 
sales  tax  will  be  pyramided  and  the  indirect  costs  of  such  a  sales  tax 
we  estimate  will  oe  at  least  twice  as  heavy  as  a  direct  cost,  amount- 
ing to,  perhaps,  an  indirect  cost  of  17  per  cent  upon  the  total  family 
income  of  those  families  receiving  only  $1,000  a  year.  We  estimate 
that  the  average  cost  of  such  a  s^es  tax  to  a  family  of  five  would  be 
about  $200  a  year. 

We  assert  that  there  is  no  need  for  a  sales  tax  or  for  any  other  tax 
upon  consumption,  and  I  shall  c^uote  the  figures  to  show  it. 

In  1918,  the  last  year  for  which  official  figures  are  available,  the 
net  income  of  those  subject  to  the  personal  income  tax  was 
$15,924,639,399,  of  which,  in  round  figures,  $4,848,000,000  was 
income  from  property.  Just  over  two-thirds  of  the  total  income 
from  profit,  or,  $3,259,000,000  was  received  by  the  478,952  persons, 
each  of  whom  had  a  net  income  of  over  $5,000. 

Now,  gentlemen,  while  you  are  considering  any  additional  taxes 
upon  the  workers  of  the  country — and  mind  you,  there  are  several 
naiUions  with  dependents  and  certainly  10  per  cent  of  the  population 
of  America  is  either  out  of  employment  to-day  or  on  part  time — you 
are  going  to  make  them  pay  taxes  by  levying  on  their  meager  savmgs 
or  upon  what  they  borrow. 

Now,  what  about  the  wealthy  ?  Each  of  the  245  individuals  who 
received  an  income  during  1918  of  $500,000  or  more  had,  on  the 
average,  an  income  of  $399,359  left  after  paying  his  income  tax  in 
1919,  while  the  3,013,816  families  having  an  income  of  $1,000  to 
$3,000  had  an  average  of  only  $1,926  left.  In  other  words,  the  245 
persons  who  had  an  income  of  $500,000  and  up  to  $50,000,000, 
or  more  therefore  had  left  on  the  average  two  hundred  and  seven 
times  as  much  income  apiece  after  paying  their  income  tax  last  year 
as  the  3,000,000  individuals  and  families  who  had  incomes  of  $1,000 
to  $3,000. 

The  245  persons,  each  of  whom  had  an  income  in  excess  of  $500,000 
in  1918,  received  on  the  average  an  income  from  property  of  $1,- 
038,816  plus  on  the  average  an  income  from  ^^ personal  service  and 
business  of  $285,637,  a  total  average,  without  deductions,  of 
$1,323,453. 
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The  43,037  persons  having  an  income  of  over  $25,000  in  1918  had 
an  average  income  of  $63,892,  and  each  of  them  had  left  on  the 
average  ^ter  pairing  their  income  tax,  an  income  of  $44,141. 

Now,  the  pl^a  is  often  made  that  we  should  have  a  higher  rate  of 
taxation  upon  unearned  than  upon  earned  income.  On  the  average, 
only  one-eighth  of  the  income  in  1918  of  all  persons  reporting  incomes 
of  $1,000  to  $3,000,  was  derived  from  property;  whue  seven-tenths 
on  the  average  of  the  income  of  those  in  receipt  of  $1,500,000  to 
$2,000,000  was  derived  from  property,  and  nearly  96  per  cent  of  the 
income  of  those  in  receipt  of  $2,000,000  and  over  came  irom  property. 
A  rapidly  progressive  income  tax  therefore  taxes  unearned  incomes 
much  more  heavily  than  earned  incomes. 

Now,  there  are  five  main  sources  of  revenue  which  will  yield  the 
Federal  Government,  if  the  Congress  of  the  United  States  has  the 
courage  to  make  the  millionaires  pay  anything  like  as  heavily  as  the 
unemployed,  from  six  to  six  and  a  half  billion  dollars. 

I  want  to  take  up  right  now  the  reasons  advanced  against  these 
income  surtaxes,  the  heavy  surtaxes,  on  the  large  incomes.  It  is 
stated  that  those  who  have  to  pay  these  huge  surtaxes,  as  they  call 
them,  which,  in  fact,  do  not  affect  them  half  as  heavily  as  the  present 
consumption  taxes  affect  the  workers,  will  invest  in  tax-exempt 
securities.  The  Government  is  now  publishing  a  Ust  of  what  they 
call  the  slackers,  the  draft  evaders,  i  want  to  tell  you  that  if  you 
will  pass  a  law  that  the  Government  shall  publish  a  list  of  all  the  men 
having  an  income  of  $100,000  and  over  or  $50,000  and  over  who  are 
investmg  in  tax-exempt  securities  you  will  speedily,  in  my  judgment, 
end  that  sort  of  thing,  because  the  Rockefellers  and  the  Morgans  and 
^1  the  other  multimillionaires  and  billionaires  of  America  who  are 
investing  in  tax-exempt  securities  are  exactly  in  the  same  class  as 
that  young  man  BergdoU  who  evaded  draft  service  here  and  ran 
away  to  Germany. 

Now,  we  have  to  face  the  fact  that  tax  evaders  are  really  positive 
traitors  and  are  just  as  serious  a  menace  as  the  boys  who  ran  away 
from  the  service. 

Senator  McLean.  I  suppose  you  would  apply  that  stigma  to  those 
who  purchased  nontaxable  farm-loan  bonds  ? 

Mr.  Marsh.  Until  Congress  takes  some  action  to  prevent  the 
wealthy  from  purchasing  tax-exempt  bonds  it  would  oe  quite  an 
injustice  to  tax  these  farm-loan  bonds  and  hammer  the  farmer  again, 
and  the  farmer  has  quite  a  right  to  object  to  that  sort  of  treatment. 
I  see  no  reason  why  you  should  discriminate  against  the  farmer.  If 
you  make  a  uniform  rule,  that  is  one  proposition;  I  know  you  do  not 
mtend  to  be  unfair  to  the  farmer,  Senator  McLean,  and  I  am  sure 
the  other  members  of  this  committee  do  not.  But  why  should  we 
initiate  this  extraordinarily  virtuous  attitude  of  Government  toward 
the  farmer  in  his  poverty  which  we  do  not  see  fit  to  apply  to  the 
millionaires  in  their  wealth?  And  let  me  give  you  some  figures, 
because  I  am  going  to  siiggest  a  tax  that  wul  yield  two  and  a  half 
billion  dollars  a  year.  The  estate  tax  can  not  be  shifted.  The 
excess-profits  tax  can  not  be  shifted  in  a  falling  market.  I  do  not 
want  to  take  time  to  quote  to  you  gentlemen  from  this  primer, 
but,  of  course,  those  who  are  advocatmg  the  repeal  of  the  excess- 
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{profits  tax  realize  that  we  are  in  a  falling-price  market,  and  in  a 
ailing-price  market  you  can  not  shift  the  excess-profits  tax. 

Now,  these  corporations  made  profits.  If  it  were  a  case  of  rising 
prices  thev  could  shift  them.  The  bare  fact  that  they  come  here 
and  say  tnat  they  want  the  excess-profits  tax  repealed  shows  two 
things — first,  that  they  know  that  they  are  going  to  make  more 
profits;  if  not,  they  would  not  want  the  excess-profits  tax  repealed; 
and,  second,  it  shows  that  they  appreciate  the  fact  that  the  large 
profits  they  made  last  year  are  not  going  to  be  duplicated  this  year, 
out  they  are  going  to  make  a  goocTded  and  they  can  not  shift  it. 
But  they  want  a  tax  which  will  exempt  them  from  taxation  and  put 
the  heaviest  burden  upon  the  workers. 

I  am  going  to  quote  from  a  representative  Wall  Street  journal  an 
article  in  the  September  11,  1908,  issue  of  Commerce  and  Finance, 
published  then  at  15  Wall  Street  by  the  Theodore  H.  Price  Publish- 
mg  Corporation.  I  read  from  an  artif^le  on  ^'A  national  inheritance- 
tax  law,''  by  Mr.  Richard  Spillane.  Mr.  Spillane  says  that  there  are 
10  American  millionaires  possessors  of  fortunes  of  $125,000,000  or 
more,  with  an  estimated  total  wealth  for  these  10  of  $2,500,000,000. 
He  gives  a  total  classification  of  22,696  millionaires  having,  in  1918, 
an  estimated  wealth  of  $68,056,250,000.  He  estimates  at  that  time, 
and  his  paper  did,  the  total  wealth  of  America  as  $250,000,000,000. 
We  now  place  it,  and  the  Commerce  and  Finance  does,  at  $500,000,- 
000,000  instead  of  $250,000,000,000.  Mr.  Spillane  ask^d  this  ques- 
tion: "Would  a  40  per  cent  tax  be  excessive  in  the  case  of  a  $500,- 
000,000  or  $1 ,000,000,000  fortune  ?  Not  much.  Money  accumulates 
rapidly.  A  tax  of  40  per  cent  would  take  $400,000,000  for  the  State 
and  leave  $600,000,000  for  distribution  among  the  heirs.  It  is 
reasonable  to  suppose  that  within  five  years  the  $600,000,000  would 
grow  to  $700,000,000  or  $800,000,000." 

Commenting  on  his  statement  that  that  wealth  would  increase 
from  $600,000,000  to  $800,000,000  in  five  years,  he  says  of  this 
tax,  'Hhere  is  nothing  confiscatory  in  that.'' 

On  the  same  basis  which  justified  Commerce  and  Finance,  which  is 
a  very  careful  publication,  m  estimating  the  wealth  of  these  23,000 
millionaires  in  1918  at  $68,000,000,000,  we  estimate  their  wealth  to- 
day at,  approximately,  $156,000,000,000,  or  nearly  10  times  our  net 
national  aebt  and  over  27  per  cent  of  the  national  wealth.  A  heavy 
Federal  estate  or  personal  tax  would  easily  yield  at  least  $20,000,000,- 
000  within  the  next  10  years  and  from  two  and  a  half  to  three  billion 
dollars  a  year  for  the  next  few  years,  and  Congress  should  promptly 
enact  an  estate  tax  that  would  yield  this  amount. 

The  Federal  estate  tax  under  the  rates  of  the  present  revenue  law 
yields  only  $100,000,000  a  year.  It  was  $103,000,000  when  I  last 
saw  the  figures.  Under  the  present  law  a  person  who  has  a  net  estate 
of  $1,000,000  pays  an  estate  tax  of  only  $51,500,  or  about  5  per  cent, 
and  his  heirs  and  beneficiaries  receive  nearly  $950,000. 

A  person  having  a  net  estate  of  $100,000,000  pays  a  Federal  estate 
tax  of  only  $24,181,500,  or  about  24  per  cent  of  his  net  estate,  and 
can  bequeath  nearly  $76,000,000.  Rouglily  speaking,  there  are  prob- 
ably 75  persons  in  America  to-day  worm  $100,000,000. 

Instead  of  taxing  those  out  of  employment  and  the  farmers  who 
are  broke,  we  ask  that  you  gentlemen  amend  this  estate  tax  law.  Do 
you   know  what   the  rates   are  ?     They  are   disgracefully  and   un- 


SALES  TAX — OPPONENTS.  857 

Americanly  low.     You  know  them.     I  will  not  go  through  the  list, 
but  point  out  to  you 

The  Chaibman.  Mr.  Marsh,  the  committee  is  informed  as  to  the 
rates. 

Mr.  Marsh.  I  am  sure  that  if  you  are  informed  you  naturally  with 
a  human  outlook  will  entirely  agree  that  they  must  be  amended,  and 
that  it  is  unfair  and  absolutely  unjust  to  consider  taxing  the  workers 
any  more.  In  point  of  fact,  the  present  consumption  taxes  upon  the 
workers  ought  to  be  repealed.     I  am  not  asking  that,  however. 

Corporation  profits  amount  to  billions  of  dollars  a  year,  though  no 
r€C3nt  figures  are  available  on  these  profits,  but  the  fight  which  the 
big  corporations  are  making  to  repeal  the  excess-profits  tax  is  ample 
proof  tnat  the  corporations  realize  that  they  are  going  to  make  oig 
profits  as  they  have  in  the  past.  I  want  to  call  your  attention  to  the 
fact  that  the  decision  of  the  United  States  Supreme  Court  on  capital 
assets  has  an  exceedingly  vital  bearing  on  this  program  of  taxation. 

The  Chairman.  I  suppose  you  know  that  nine-tenths  of  the  cor- 
porations have  passed  dividends,  and  that  three-quarters  of  the  so- 
called  plutocrats  can  hardly  pay  their  household  bills  to-day  ? 

Mr.  Marsh.  I  am  sorrj^  to  say  that  I  am  unaware  of  that  fact. 

The  Chairman.  Well,  it  is  so. 

Mr.  Marsh.  If  that  be  so,  I  would  respectfully  recommend  that 
they  sell  some  of  their  limousines  and  go  to  work. 

The  Chairman.  They  are  selling  them. 

Mr.  Marsh.  It  does  not  look  that  way.  We  admit  that  for  the  sake 
of  argument  some  are  selling  them.  Here  is  the  point.  You  have 
23,000  people  of  America  owning  27  per  cent  of  the  wealth  of  the 
country. 

Of  course,  in  regard  to  a  big  estate  tax  or  inheritance  tax  or  capital 
tax  you  know  this  is  just  exactly  what  they  are  planning  in  England 
to-day. 

Senator  McLean.  Just  what  they  have  done  in  Russia;  get  rid  of 
capital  and  then  they  have  their  land  to  eat. 

Mr.  Marsh.  I  am  not  planning  to  do  anything  like  they  are  doing 
in  Russia;  and  I  am  not  insultmg  the  intelligence  of  the  Congress 
by  implying  that  they  can  not  work  out  diflFerent  plans  from  those 
used  in  Russia  to  take  care  of  a  difficult  situation. 

Does  the  Republican  Party  intend  to  refund  our  national  debt  for 
40  to  60  years  in  order  that  it  may  compel  the  workers  of  America 
on  farms,  in  factories,  mines,  and  transportation  to  pay  the  interest 
on  this  debt  for  generations  and  also  to  pay  most  of  the  debt  itself  ? 
This  question  has  a  vital  bearing  upon  the  method  of  raising  revenue 
and  the  amount  of  revenue  whicn  the  Government  raises  during  the 
next  fiscal  year  and  is  quite  germane  to  the  matter  before  the  com- 
mittee. 

Senator  Smoot.  Mr.  Marsh,  I  would  like  to  know  whether  you  have 
changed  your  mind  from  what  it  was  a  few  years  ago  when  you 
appeared  before  the  Finance  Committee.  You  thougnt  then  tnat 
all  of  the  wealth  of  the  State  ought  to  be  taken  by  the  Government. 
Have  you  modified  that  ?  Now,  apparently,  you  want  to  take  only 
a  part  of  it. 

Mr.  Marsh.  Well,  Senator,  I  am  afraid  that  your  memory  in  that 
matter  is  as  faulty  as  your  judgment  with  respect  to  the  sentiment 
of  the  American  people  on  a  sales  tax.     I  have  never  said  anything 
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of  the  sort  and  never  intimated  it.  I  am  absolutely  in  favor  of  private 
property.  What  we  are  opposed  to  is  the  system  of  privilege  enacted 
Dy  Congress  which  has  enabled  a  few  people  to  secure  27  per  cent  of 
the  weedth  of  America  and  make  it  almost  impossible,  extraordinarily 
difficult,  for  the  little  man  to  acquire  the  property  which,  God  knows, 
I  want  him  to  acquire  so  that  he  will  have  more  interest  in  his  country 
and  will,  in  my  judgment,  become  a  better  American  citizen,  with 
ownership  of  his  own  property.  I  have  never  advocated  the  abolition 
of  property,  and  I  must  make  that  statement  as  strong  as  possible. 

Senator  Smoot.  I  do  not  want  to  be  unfair  to  you  at  fill,  Mr.  Marsh, 
but  you  appear  before  every  committee  that  there  is  where  hearing 
are  open  and  vour  statements  are  about  the  same.  I  wondered  if 
your  views  had.  been  modified. 

Mr.  Marsh.  I  have  not  modified  the  fundamental  principles. 

You  have  to  raise  close  to  $8,000,000,000,  according  to  the  state- 
ment of  the  Treasury  Department.  Next  year,  if  we  meet  our  cur- 
rent obligations  and  pay  the  part  of  oiu*  national  debt  that  faUs  due, 
you  can  raise  at  least  from  two  to  two  and  a  half  billion  dollars  by 
a  tax  upon  incomes  without  reducing  the  exemption.  A  sales  tax 
abolishes  exemptions,  so  far  as  an  inairect  income  tax  is  concerned. 
You  can  raise  at  least  two  and  a  half  billion  dollars  through  the 
Federal  estate  or  inheritance  tax.  You  can  raise  at  least  half  a 
billion  dollars  direct  by  a  tax  upon  corporation  profits,  and  we  con- 
cede that  there  are  some  bad  administrative  featiu'es  in  the  present 
excess-profits  tax  law.  You  can  raise  at  least  a  quarter  of  a  billion 
dollars  by  placing  a  very  light  tax  upon  the  value  of  land  and  other 
natural  resources  held  for  speculation,  and  the  existing  consumption 
taxes,  which  I  have  enumerated  earlier,  including  the  transportation 
tax,  which  is  very  f oohsh,  but  that  will  yield  about  a  bilhon  and  a 
quarter,  and  you  could  easily  raise  six  and  a  half  billion  by  these  taxes. 

You  can  reduce  expenses  by  hundreds  of  millions  of  dollars  by 
cutting  Armv  and  Navy  appropriations,  but  we  respectfully  request 
that  you  will  adopt  this  program  of  legislation  as  tne  only  real  100 
per  cent  American  program.     I  thank  you  for  your  attention. 

STATEMENT   OF  MBS.  WALTER  I.  SWANTON,  WASHINGTON,  D.  C, 
PRESIDENT  OF  THE  WOMEN'S  SINGLE  TAX  CLTJB. 

The  Chairman.  What  do  you  desire  to  speak  on,  Mrs.  Swanton  ? 

Mrs.  Swanton.  Opposition  to  the  sales  tax,  sir. 

The  Chairman.  Whom  do  you  represent  ? 

Mrs.  Swanton.  I  am  president  oi  the  Women's  Single  Tax  Club. 

The  Chairman.  You  may  proceed. 

Mrs.  Swanton.  I  would  liKe  the  committee  to  let  me  just  make 
these  statements  before  they  begin  to  ask  questions. 

The  Chairman.  Very  well. 

Mrs.  Swanton.  The  proposed  sales  tax  is  another  consumption 
tax.  We  know  that  all  consume  about  the  same  amount,  the  poorer 
the  quality  the  dearer  in  the  end.  Also  those  living  from  hand  to 
mouth  pay  more  for  what  they  buy.  This  means  that  the  poor 
man  pays  a  heavier  tax  than  the  rich  man.  A  family  whose  cost 
of  living  used  up  the  full  amount  of  its  income  pays  a  tax  upon  every 
cent  of  the  income,  while  the  rich  pay  a  consumption  tax  upon  the 
portion  spent,  and  the  portion  saved  is  exempt.     The  ricner  the 
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l^eraon,  the  greater  is  the  exemption.    This  is  true  of  all  consump- 
tion taxes;  mej  are  unjust  and  mcrease  poverty. 

It  is  argued  that  capital  is  being  discouraged  from  entering  pro- 
ductive enterprise,  that  it  is  leaving  8  per  cent  profits  to  take  5  per 
cent  untaxed  bonds.  It  is  not  all  going  there;  that  is  linn  ted;  but 
It  is  ^oing  into  land  values.  A  letter  came  into  my  possession  about 
the  tune  when  Congress  first  began  to  raise  war  revenues,  from  a 
Pittsburgh  broker.  He  advised  people  of  wealth  not  to  put  their 
money  into  taxable  securities  but  to  invest  it  in  land  values,  where 
the  interest  would  accrue  in  the  form  of  unearned  increment  and  be 
untaxed.  His  argument  was  sound,  for  the  increased  value  would 
amount  to  more  than  8  per  cent,  and  they  would  be  untaxed  even 
in  these  trying  times.  This  also  is  a  part  of  the  reason  for  the  in- 
creased amount  of  farm  tenantry,  the  farmers  abandoning  farms  for 
city  life. 

^  The  urgency  of  protecting  production  at  the  expense  of  consump- 
tion is  putting  the  cart  before  the  horse.  Production  does  not 
create  prosperity,  but  consumption  does.  The  present  situation  is 
not  one  of  over  or  under  production.  I  beg  permission  to  cite  my 
own  personal  experiences.  My  hat,  made  over  at  trifling  expense, 
has  done  service  for  five  years.  I  could  go  through  the  whole  of 
my  household  expenses  in  the  same  way.  This  is  not  an  exception; 
every  woman  I  know  can  tell  a  similar  story.  Women  are  the  pur- 
chasers of  the  country.  They  are  saturated  with  thrift.  High 
prices  have  made  it  necessary.  You  no  doubt  think  that  by  such 
frugal  means  vast  savings  have  been  piled  up.  That  should  be  the 
reward  of  thrift,  but  it  is  not  so.  I  have  three  growing  children 
that  must  have  nourishing  food,  and  what  I  have  saved  from  the 
dry  goods  merchants  has  gone  into  the  pockets  of  the  packers.  Many 
less  fortimate,  having  hitpottom  long  ago,  can  not  save  on  dry  goods, 
so  must  save  on  food  to  the  injury  of  the  family  and  the  sacrifice 
of  the  future  generation. 

Figures  showing  the  underfed  people  of  this  country  are  alarming; 
iive  children  fainted  in  school  recently  from  lack  of  nourishment. 
This  is  underconsumptipn;  it  is  the  reason  why  our  warehouses  are 
filled  with  cotton  and  wool,  and  our  cold-storage  plants  filled  with 
food.  It  is  a  disgrace  to  the  voters  of  this  coimtry.  I  say  voters 
because  I  believe  m  the  truth  of  the  story  of  the  man  who  came  to 
Washington  to  find  the  power  of  the  Government.  He  came  up  here 
on  the  Hill,  It  was  not  here;  he  went  to  the  Executive;  it  was  not 
there.  Some  one  said  Wall  Street.  He  went  there,  but  did  not 
find  it.  Seriously  minded,  he  went  home  and  looked  in  the  looking 
glass;  there  he  saw  the  power  of  the  Government. 

It  was  some  time  before  I  found  the  Negro  in  the  wood  pile  of  this 
turnover  sales  tax.  It  is  this:  The  poison  of  monopoly  is  spreading 
everywhere  into  the  textile  and  department-store  business.  It  is 
like  a  cancer,  and  it  will  destroy  the  very  thing  it  feeds  upon.  Trim- 
ming branches  by  the  Sherman  law  will  never  destroy  monopoly,  but 
A  tax  upon  land  values  will.  Justice  Marshall  said  ''The  power  to 
tax  is  tne  power  to  destrov.^'  Never  was  it  so  plainly  shown  as  in 
this  turnover  sales  tax.  Monopoly  can  control  its  turnovers  and  the 
turnovers  of  small  competitors.  Monopoly  will  have  two  turnovers, 
one  to  the  producer  ana  one  to  the  consumer;  and  it  will  see  that  the 
small  competitors  get  enough  turnovers  to  put  them  out  of  existence. 
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Under  the  profits  tax  the  small  competitor  may  be  satisfied  with  8  per 
cent  and  undersell,  thus  keeping  himself  alire;  but  with  the  turnover 
tax  he  is  at  the  mercy  of  monopoly.  With  competition  sone  there 
never  will  be  another  bargain  sale  and  the  joy  oi  life  will  be  taken 
away  from  many  women.  We  will  never  see  those  beautiful  full 
page  advertisements  again.  It  will  be  the  big  five  in  the  household 
mercantile  business.  The  difference  between  the  profits  tax 
and  the  turnover  tax  to  the  industry  is  the  difference  between  com- 
petition and  monopoly.  The  difference  between  the  profits  tax  and 
the  turnover  sales  tax  to  the  consumer  is  the  difference  between  the 
frying  pan  and  the  fire.  With  monopolv  in  control  of  transportation, 
food,  and  household  necessities,  we  will  be  reduced  to  Czarist  Russian 
conditions  of  90  per  cent  paupers  and  10  per  cent  monopolists  that 
own  everything. 

Finally,  I  would  like  to  call  the  committee^s  attention  to  the  fact 
that  many  have  said  to  them  that  no  tax  could  be  equitable.  That  is 
not  so.  A  land-value  tax  is  an  equitable  tax,  simple,  easy  and  sure  of 
collection.  It  will  decrease  prices  and  encourage  consumption. 
The  Ralston-Nolan  bill  proposes  a  1  per  cent  tax  upon  land  values  over 
$10,000  exclusive  of  improvement  values.  This  tax  is  the  only  kind 
of  a  tax  that  will  stay  where  it  is  put. 

STATBHENT  OF  WALTER  W.  UOaBTT,  OHIO  AGO,  ILL.,  BEPRE- 
BENTINO  THE  COMMITTEE  OF  MANUFACTURERS  AND  MER- 
CHANTS OF  CHICAGO. 

Mr.  Liggett.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
want  to  make  it  particularly  plain  to  you  that  in  appearing  here 
against  the  sales  tax  I  do  not  appear  as  an  individual.  I  am  the 
authorized  spokesman  of  the  Committee  of  Manufacturers  and  Mer- 
chants of  Chicago  on  Federal  Taxation,  and  also  of  the  Farmers' 
Federal  Tax  League  of  America. 

The  Committee  of  Manufacturers  and  Merchants  on  Federal  Taxa- 
tion, which  has  headquarters  in  Chicago,  has  a  membership  of  more 
than  30,000  business  men,  representing  some  of  the  most  solid  and 
reputable  firms  in  the  United  States. 

The  Farmers'  Federal  Tax  League  of  America,  of  which  Lieut. 
Gov.  George  F.  Cummings,  of  Wisconsin,  is  president,  also  has  a 
very  representative  memoership  of  practically  all  the  agricultural 
States  in  the  Union. 

Speaking  for  the  Committee  of  Merchants  and  Manufacturers  and 
the  Farmers'  Federal  Tax  League,  I  want  to  say  that  we  consider  the 
proposed  Smoot  sales-tax  bill  one  of  the  most  iniquitous  measures 
that  has  ever  been  devised.  We  consider  that  the  Smoot  sales  tax 
bill  is  a  step  backward  to  the  days  of  the  Roman  empire,  when  the 
privilege  of  laving  taxes  upon  the  people  was  farmed  out  to  private 
speculators  w&o  paid  a  certain  fixed  amount  to  the  empire  and  col- 
lected all  the  traffic  would  bear  from  people  and  kept  the  residue 
themselves. 

Estimates  vary  as  to  how  much  the  Smoot  sales  tax  will  raise. 
I  do  not  think  anyone  knows  definitely.  I  certainly  do  not  pretend 
to  know.  But  the  estimates  say  it  will  raise  froqi  one  to  three  bil- 
lions of  dollars.  We  believe  that  while  it  may  raise  from  one  to 
three  billions  of  dollars  for  the  Government,  it  will  impose  an  addi- 
tional burden  upon  the  consuming  public  of  from  five  to  eight  bil- 
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lions  of  dollars.  We  think  that  to  impose  this  burden  upon  the 
public  at  a  time  when  business  is  already  depressed,  when  industry 
IS  more  or  less  stagnant,  is  a  fatal  business  policy. 

Senator  Simmons.  Why  do  you  think  that  ?  That  is  what  I  want 
to  get  at  ? 

Mr.  Liggett.  We  think  that,  Senator,  because  the  average  com- 
modity sold  in  this  country  is  turned  over  from  six  to  seven  times 
and  sometimes  eight  and  nme  times.  The  sales  tax  will  be  imposed 
upon  each  turnover.  Not  only  will  the  sales  tax  be  imposed,  out  a 
profit  will  be  charged  for  the  collection  of  that  tax. 

A  Tittle  later  I  want  to  quote  from  Charles  H.  IngersoU,  vice  presi- 
dent of  the  IngersoU  Watch  Co.,  with  particular  reference  to  that 
point  where  he  says  the  profit  is  taken  through  a  collection  of  the 
tax.  Not  only  does  the  business  man  collect  the  tax,  but  he  charges 
a  profit  on  the  tax.  The  total  is  pyramided;  so  that  while  Senator 
Smoot,  I  believe,  and  other  experts  have  stated  that  the  total  tax 
will  only  be  about  3  per  cent,  that  the  turnover  tax  will  only  average 
about  3  per  cent  of  the  cost  of  the  goods,  we  assume  that  it  will 
average  from  15  to  30  per  cent  on  the  final  selling  price  of  articles 
which  the  consumer  must  pay,  and  we  think  that  to  do  that  at  this 
time  will,  as  I  say,  have  an  extremely  injurious  effect  upon  the 
industry  and  commerce  of  the  country. 

Frankly,  we  think  that  no  better  means  could  be  devised  to  injure 
the  business  of  the  country  than  to  impose  a  sales  tax  at  this  par- 
ticular time.  The  volume  of  sales  in  tne  United  States  aggregates 
about  $75,000,000,000  annually.  Economists  estimate  that  each 
article  sold  averages  at  least  five  turnovers.  Under  the  provisions 
of  the  Smoot  bill  every  handler  would  have  to  pay  a  1  per  cent  tax 
on  each  sale.  The  aggregate  tax  of  8  or  10  per  cent,  plus  the  adhering 
profits  which  each  hancfler  would  inevitaoly  charge  for  collection, 
would  eventually  be  passed  on  to  the  consumer.  The  actual  increase 
in  the  final  selling  price  probably  would  vary  between  5  and  30  per 
cent  on  all  commodities,  yet  under  the  provisions  of  this  bill  only  a 
small  fraction  of  this  sum  would  go  to  the  Government. 

Senator  Smoot.  Why  do  you  not  say  50  to  75  per  cent  as  well  as 
30  per  cent  ? 

Mr.  Liggett.  I  am  trying  to  say  just  what  I  consider  to  be  the 
facts. 

Senator  Smoot.  You  could  not  possibly  make  it  30  per  cent  or  you 
could  not  possibly  make  it  10  per  cent. 

Mr.  Liggett.  I  think  you  are  under  a  slight  misapprehension  of 
what  I  mean.  Senator. 

Senator  Smoot.  That  may  be  true. 

Mr.  Liggett.  I  do  not  say  that  the  total  tax  which  will  go  to  the 
Government  will  be  that  amount.  I  say  that  the  final  selling  cost 
of  the  article  will  be  that  much. 

Under  the  provisions  of  the  Smoot  bill  every  handler  would  have 
to  pay  a  1  per  cent  tax  on  each  sale.  The  aggregate  tax  of  8  or  10 
per  cent,  plus  the  adhering  profits  which  eacn  handler  would  inevi- 
tably charge  for  collection,  would  eventually  be  passed  on  to  the 
consumer. 

Senator  Smoot.  The  handler  does  not  pay  the  tax  at  all.  The 
man  that  purchases  pays  the  tax. 
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Mr.  Liggett.  I  was  coining  to  that. 

The  Smoot  bill  has  been  misnamed.  It  is  not  a  sales  tax  at  all. 
It  is  a  purchase  tax,  and  the  inevitable  result  of  this  excessive  burden 
:added  to  prices  already  too  high  in  comparison  with  wages  would  be 
a  drastic  reduction  in  the  volume  of  busmess.  If  it  was  in  the  mind 
•of  Confess  to  put  the  finishing  touches  upon  a  business  world  already 
-staggering  under  heavy  blows,  a  bill  better  adapted  to  that  purpose 
•could  hardly  be  devised.  The  National  Industrial  Conference,  the 
United  States  Chamber  of  Commerce,  the  National  Association  of 
Credit  Men,  and  more  than  a  hundred  and  fifty  organizations  of 
Teputable  business  men,  in  addition  to  the  Committee  of  Manufac- 
turers and  Merchants  on  Federal  Taxation,  have  pointed  out  the 
unjust  and  injurious  nature  of  this  bill.  We  simply  can  not  conceive 
<^f  its  pass£^e  by  any  legislative  body  in  possession  of  its  senses. 

Senator  Smoot.  x  ou  say  the  United  States  Chamber  of  Commerce 
has  voted  against  it  ? 

Mr.  Liggett.  Yes,  sir.  I  make  that  statement,  that  the  refer- 
endum of  the  United  States  Chamber  of  Commerce  is  opposed  to  the 
«ales  tax. 

Senator  Smoot.  Then  you  do  not  know  anything  about  what  the 
referendum  was,  because  in  some  cases  they  were  94  per  cent  in  f avw 
of  it. 

Mr.  Liggett.  In  some  cases  ? 

Senator  Smoot.  There  were  three  or  four  answers,  and  there  was 
•one  case  where  it  was  not  over  84  per  cent 

Mr.  Liggett.  Before  making  tnis  statement  I  called  up  the 
secretary  of  the  Chamber  of  Commerce  and  he  sent  me  a  copy  of 
their  referendum.    I  hope  you  have  a  copy  of  it  here. 

Senator  Smoot.  I  have  not  here;  no. 

Mr.  Liggett.  I  went  over  it  very  carefullv  and  I  arrived  at  the 
•conclusion,  which  I  still  maintain,  that  the  United  States  Chamber 
of  Commerce  opposed  the  sales  tax. 

Senator  Smoot.  Then  the  report  did  not  show  the  fact. 

Senator  Dillingham.  Did  the  chamber  adopt  a  resolution  on  the 
subject  ? 

Mr.  Liggett.  On  that  particular  point  I  can  not  say. 

Senator  Dillingham.  1  had  the  impression  that  I  had  seen  one. 

Mr.  Liggett.  I  have  been  informed  by  people  connected  with 
the  United  States  Chamber  of  Commerce,  and  I  have  also  read 
their  printed  referendum,  which  I  have  in  my  possession — not  with 
me,  however. 

Senator  McCumbee.  Did  we  not  have  a  witness  representing  the 
Chamber  of  Commerce  who  testified  against  it  ? 

Senator  Dillingham.  I  do  not  remember  about  that. 

Mr.  Liggett.  I  am  not  going  to  take  the  time  of  this  committee. 
I  have  here  in  written  form  the  conclusions  of  the  National  Indus- 
trial Conference,  which  opposed  the  sales  tax;  the  conclusion  of  the 
National  Association  of  Credit  Men,  which  also  oppose  the  sales 
tax,  and  quotations  from  several  economists 

The  Chairman.  May  I  interrupt  you  just  a  moment?  I  will 
have  to  retire,  and  I  will  ask  Senator  McCumber  to  take  the  chair. 
Before  I  do  that,  however,  let  me  ask  you  what  is  your  occupation  I 
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Mr.  LiooETT.  I  suppose,  Senator,  you  may  say  I  am  a  publicist. 
I  assist  in  numerous  political  movements  in  which  I  have  sympathy 
in  the  capacity  of  a  publicity  man  and  a  legislative  agent. 

The  Chaihman.  Are  you  an  attorney? 

Mr.  Liggett.  No,  sir". 

The  Chaibman.  Are  you  an  ojfficer  of  these  organizations  that 
you  represent  ? 

Mr.  Liggett.  I  am  the  representative  of  both  of  these  organiza- 
tions in  Washington  and  their  official  publicity  man. 

The  Chairman.  You  reside  in  Washington,  do  you? 

Mr.  Liggett.  Yes,  sir. 

The  tax  committee  of  the  National  Industrial  Conference  Board, 
which  may  be  said  to  be  fairly  representative  of  American  business 
interests,  in  its  report  to  its  second  industrial  conference  flatly 
opposes  the  sales  tax.  The  arguments  set  forth  in  this  report  are 
lengthy.     I  summarize  as  follows: 

The  advocates  of  such  a  tax  claim  that  it  will  in  nearly  every 
instance  be  shifted.  If  so,  the  tax  could  not  be  defended  upon  the 
grounds  of  social  justice,  because  it  would  then  fall  with  a  force 
uneaual  to  their  ability  to  pay  upon  those  least  able  to  bear  th^ 
burden.  It  would  in  fact  be  'a  tax  against  the  living  wage, "  sub- 
ject to  no  exemption  such  as  is  recognized  in  the  income  tax.  But 
says  the  report: 

The  committee  is  convinced  that  in  many  instances  industries  or  individual  con- 
cerns will  be  unable  to  shift  the  entire  tax,  or  in  any  event  will  be  unable  to  shift 
it  until  after  several  years  of  readjustment.  This  necessarily  means  that  it  will  be 
paid  in  large  part  by  those  unsuccessful  business  enterprises  which  do  not  now  pay 
an  excess-profits  tax,  or  by  individual  traders  or  partnerships  who  pay  the  personal 
i^urtaxes.  If  business  enterprises  which  are  not  making  a  profit  have  to  pay  this 
tax,  is  it  reasonable  to  suppose  that  they  can  shift  it  any  more  than  they  have  been 
able  to  shift  other  items  of  cost  with  a  profit  added?  The  committee  can  not  accept 
as  conclusive  the  assertion  that  this  tax  would  be  passed  on,  or  that  in  the  cases  m 
which  it  was  not  passed  on  the  tax  is  so  small  that  the  effect  would  be  slight.  A 
1  per  cent  tax  on  sales  would  in  many  cases  be  more  than  a  tax  of  30  per  cent  or  even 
50  per  cent  of  net  income,  and  net  income  is  the  only  source  from  which  business 
can  pay  a  tax  without  impairing  its  capital.  If  any  great  proportion  of  the  billion 
dollars  which  Is  to  be  raisea  by  such  a  tax  would  have  to  be  paid  by  businesses  which 
could  not  pass  it  on,  the  result  would  be  widespread  ruin  and  disaster. 

The  National  Association  of  Credit  Men,  which  is  an  organization 
which  is  fairly  representative  of  American  business  and  industry, 
has  also  taken  strong  ground  against  a  sales  tax.  I  submit  as  repre- 
sentative of  the  views  of  this  organization  the  following  statement 
by  Mr.  J.  H.  Trego,  its  executive  secretary: 

"Why  should  spending  rather  than  saving  be  taxed?*'  That  is 
the  question  puzzling  J.  H.  Trego,  executive  secretary  of  the  National 
Association  of  Credit  Men.  Writing  to  the  33,000  manufacturers, 
wholesalers,  and  bankers  composing  the  membership  of  the  organiza- 
tion, Mr.  Trego  has  the  following  to  say  regarding  the  proposed 
sales  tax: 

We  have  heard  advocates  of  the  sales  tax  say  that  spending  and  not  saving  should 
be  taxed.  Let  us  look  a  while  and  see  whether  this  is  a  real  common-sense  and  fair 
statement.  Inordinate  spending  and  inordinate  saving  are  equally  bad.  One  is 
prodigal  and  the  other  is  miserly.  If  spending  is  necessary,  if  common-sense  spending 
is  important  to  the  commerce  and  industries  of  a  people,  why  should  spending  rather 
than  saving  be  taxed?  It  is  not  a  fair  proposition  in  our  opinion,  and  when  you 
consider  a  man  with  a  large  family  who  must  spend  more  than  a  man  with  a  smaller 
family  to  impose  a  tax  on  sales  is  inequitable  and  unfair.    It  seems  strange  to  ub 
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that  80  many  good  men  have  been  gripped  by  the  idea  of  a  sales  tax,  especially  a-, 
turnover  tax,  when  on  a  careful  analysis  such  a  tax  would  be  very  unequal  in  its 
application  and  prove  in  years  just  as  burdensome  and  uneconomic  as  the  exce8^> 
profit  tax. 

It  is  perhaps  significant  that  neither  Mr.  Houston,  Secretary  of 
the  Treasury  under  the  Wilson  administration,  nor  Mr.  Mellon, 
Secretary  of  the  Treasury  of  the  Harding  administration,  are  willing 
to  recommend  a  sales  tax.  Dr.  Thomas  Sewall  Adams,  adviser  en 
the  Treasury  Department  of  both  administrations,  has  the  following 
to  say  on  the  sales  tax. 

Dr.  Thomas  Sewall  Adams,  professor  of  political  economy  at  Yale 
University  and  chairman  of  the  advisory  tax  board  of  the  Bureau 
of  Internal  Revenue,  in  a  recent  address  in  New  York  City,  before- 
the  National  Republican  Club,  said: 

The  whole  tendency  of  the  sales  tax  would  be  to  favor  large  combinations  which 
control  products  from  the  raw  material  to  the  finished  article,  and  would  inevitably 
tend  to  increase  the  size  of  existing  combinations  and  to  bring  about  new  ones. 

The  larger  the  number  of  small,  independent  business  men,  farmers,  repair  men, 
and  other  sturdy  and  independent  contributors  to  material  prosperity,  the  healthier- 
must  be  the  condition  of  our  economic  life.  To  reduce  the  numbers  of  these  people* 
to  bring  about  great  combinations,  would  make  terrific  political  problems.  Such 
taxation  in  its  results  does  tend  to  separate  the  classes,  and  it  is  going  to  be  increasingly 
difficult  in  the  coming  yeare  to  prevent  class  warfare. 

Our  organization,  the  Committee  of  Manufacturers  and  Merchants, 
on   Federal   Taxation    (Inc.),   with   headquarters   at    1346   Altgeld 
Street,  Chicago,  which  speaks  for  30,000  manufacturers,  jobbers, 
and  merchants  and  nearly  150  commercial  organizations,  have  gone- 
on  record  against  the  sales  tax  in  the  following  language: 

What  business  men  might  seeming:ly  gain  in  lower  taxes  under  this  plan  they  would 
much  more  than  lose,  not  only  in  increased  strikes  and  labor  disturbances,  but  in 
smaller  profits  due  to  the  decreased  trade  that  would  follow.  This  is  not  mere 
theory;  it  is  a  historic  fact.  Any  tax  that  will  raise  the  price  to  the  consumer  is 
bound  to  cut  down  sales.  Any  tex  that  will  increase  the  cost  of  li\  in^  and  reduce 
the  purchasing  power  of  the  buyer  is  certain  to  restrict  demand,  curtail  commercial 
activity,  and  slow  down  production  geneiully.  As  this  is  written,  word  comes 
from  Canada  that  the  Government  has  now  lifted  the  tax  on  numerous  luxuries 
because  the  higher  prices,  resulting  from  the  imposition  of  the  tax,  has  practicallv 
cut  off  all  demand,  and  forced  many  luxury-making  industries  to  the  wall.  Such 
has  been  the  experience  in  all  countries  and  in  all  times.  It  was  the  stagnation  of 
business  caused  by  a  sales  tax  rigidly  enforced  that  brought  Spain  in  the  Middle 
Ages  from  the  pinnacle  of  prosperity  to  the  depths  of  poverty,  just  as  it  was  the 
stagnation  of  business,  due  to  the  heavy  sales  tax  imposed  in  the  Netherlands  by 
the  Duke  of  Alva,  that  reduced  that  sturdy  little  nation  to  a  howling  wilderness. 

No  matter  how  or  when  or  where  a  tax  on  industry  be  levied,  the  eSect  is  always- 
to  injure  industry.    Tax  sales  and  you  cut  down  the  number  of  sales;  tax  imports, 
and  you  shut  out  imports;  tax  manufactures  and  you  check  manufacturing;  tax 
improvements  and  you  lessen  improvement;  tax  commerce  and  you  prevent  ex- 
change; tax  business  and  you  drive  it  away. 

The  above  (]uotations  are  purely  economic,  but  of  course  there 
is  a  pohtical  side  as  well,  and  the  political  opinion  is  well  expressed 
by  Congressman  James  A.  Frear  as  follows: 

In  my  judgment  any  party  that  passes  a  sales  tax  will  be  held  strictly  account- 
able by  the  people,  who  will  haAe  to  pay  increased  cost  of  everything  they  eat,  drinks 
and  wear. 

So  far  as  known  every  farmers'  organization,  including  the  Farm 
Bureau  Federation,  has  gone  on  record  against  a  sales  tax.  Oi^an- 
ized  labor  is  taking  the  same  position,  as  it  might  naturally  be  ex- 
pected it  would.     With  fully  80  per  cent  of  the  population  of  the- 
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•country  as  represented  by  labor  and  by  farmers  opposed  to  the 
sales  tax,  and  with  business  men  sharply  divided  as  to  their  attitude, 
it  is  not  to  be  expected  that  Congressmen  will  be  sympathetically 
inclined  toward  a  sales  tax. 

Senator  Smoot.  If  Mr.  Samuel  Qompers  came  out  for  a  sales  tax 
you  would  favor  it,  would  you  not  ? 

Mr.  Liggett.  I  beg  your  pardon  ? 

Senator  Smoot.  If  Mr.  Samuel  Gompers  announced  his  approval 
of  a  sales  tax,  you  would  be  for  it  ? 

Mr.  Liggett.  No,  sir;  certainly  not.  We  have  nothing  to  do  with 
the  opinion  of  Mr.  Samuel  Gompers. 

Senator  Smoot.  If  the  Grangers  were  in  favor  of  it  would  you  be 
in  favor  of  it  ? 

Mr.  Liggett.  Senator,  I  personally  do  not  change  my  views  upon 
such  flimsy  pretexts.  I  am  now  speaking  for  the  association  of 
merchants  and  manufacturers 

Senator  Smoot.  You  are  calling  attention  to  these  parties  beinff 
opposed  to  it;  but  if  they  should  change  their  opinion,  that  would 
not  change  your  mind  at  all  ? 

Mr.  Liggett.  Not  at  all,  Senator.  You  are  stating  a  hypothetical 
case  and  I  am  stating  facts. 

Senator  Smoot.  We  will  see  about  that  before  a  month  is  over. 

Mr  Liggett.  All  right. '  Thank  you. 

It  is,  however,  necessary  to  raise  a  certain  fixed  sum  annually  for 
Federal  revenue,  and  the  present  administration  has  pledged  itself 
to  repeal  the  excess-profits  tax.  This  explains  why  the  sales  tax  was 
suggested  to  supply  the  deficiency.  We  have  given  reasons  why  we 
thmk  the  Smoot  bill  out  of  the  question,  but  we  are  not  in  the  posi- 
tion of  making  destructive  criticism  without  offering  a  constructive 
remedy.  As  a  substitute  for  the  suggested  sales  tax,  the  Committee 
of  Manufacturers  and  Merchants  and  the  Farmers'  Federal  Tax  League 
of  America  advocate  the  land  values  tax  measure  which  was  intro- 
duced in  the  last  Congress  by  Representative  Nolan,  of  California, 
and  which  will  soon  be  reintroduced  by  Representative  Oscar  E. 
Keller,  of  Minnesota. 

The  land  values  tax  measure  advocated  by  the  Committee  of 
Manufacturers  and  Merchants  on  Federal  Taxation  and  the  Farmers' 
Federal  Tax  League  of  America  provides  for  a  1  per  cent  tax  on  land 
values,  after  deducting  all  improvements  and  allowing  an  exemption 
of  $10,000.  Such  a  tax  would  raise  at  least  $1,000,000,000  annually; 
it  is  easily  and  cheaply  collected;  it  can  not  be  passed  on  to  the  con- 
sumer: it  will  decrease  instead  of  further  inflating  prices;  it  will 
actually  promote  productivity  instead  of  checking  consumption;  and 
it  is  just  because  its  principal  burden  will  fall  on  the  owners  of  idle 
lands,  vacant  city  lots,  and  unused  natural  resources  who  are  holding 

Sroperty  for  speculative  purposes  and  enjoying  the  benefits  of  our 
'ederal  Government  without  paying  to  support  its  burdens. 
The  last  census  reports  show  that  land  values  and  industrial  values 
in  the  United  States  aggregate  about  $140,000,000,000.  Yet  in- 
dustry pays  a  total  tax  of  more  than  $4,000,000,000,  while  land 
values  only  pay  $600,000,000  in  taxation,  and  not  one  penny  of  this 
comparatively  insignificant  sum  goes  to  the  Federal  Government. 
The  injustice  of  this  distribution  of  taxes  is  apparent  at  a  glance  and 
naturally  leads  one  to  question  why,  with  billions  of  injurious  taxes 
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levied  upon  manufacturers,  merchants^  and  business  men  generally,  the 
owners  of  from  fifty  to  sixty  billion  dollars'  worth  of  vacant  land  and 
idle  natural  resources  should  escape  without  paying  a  cent  of  Federal 
taxation  ?  We  contend  that  the  only  logical  method  of  relieving  the 
present  oppressive  taxes  upon  industry  is  to  place  at  least  a  small 
proportion  on  lands  values,  which,  after  all,  are  created  by  commu- 
nity use. 

Senator  Simmons.  Do  you  not  think  that  that  would  be  a  tax  that 
would  be  constitutional  ? 

Mr.  Liggett.  Personally  I  am  not  competent  at  all  to  pass  uport 
that  point.  I  am  not  a  lawyer.  I  could  not  give  you  any  opinion 
that  would  be  worth  anything;  but  we  have  consulted  some  of  the 
best  lawyers  in  the  United  States,  and  the  lawyers  whom  we  have 
consulted  are  unanimous  in  stating  that  the  law  is  completely  con- 
stitutional. Of  course  I  can  only  give  the  opinion  of  attorneys^ 
My  own  opinion  is  worth  nothing. 

Senator  McCumber.  That  is,  imder  the  last  amendment  to  the 
Constitution  ? 

Mr.  Liggett.  Well,  I  assume  they  took  that  into  consideration^ 
Senator.  That  is  purely  a  legal  question.  I  have  not  gone  into  that 
at  all. 

We  contend,  further,  that  whereas  the  sales  tax  will  prove  ruinous 
to  industry  and  greatly  retard  the  normal  courses  of  ousiness,  the 
land  values  tax  actually  will  decrease  the  cost  of  living,  stimulate 
production,  check  the  alarming  increase  of  farm  tenantry,  greatly 
mcrease  our  farm  crops,  tend  to  break  up  some  of  our  most  vicious 
monopolies  in  natural  resources,  and  in  general  act  as  a  tonic  upon 
our  national  life.  In  this  connection  I  want  to  quote  four  very  well- 
known  and  extremely  successful  business  men,  whose  opmiona 
certainly  should  have  weight  with  this  or  any  other  committee. 

The  first  of  them  is  Mr.  Otto  Cullman,  president  of  the  CuUman 
Wheel  Works  of  Chicago,  111.,  and  chairman  of  the  Committee  of 
Manufacturers  and  Merchants  on  Federal  Taxation.  Mr.  Cullman 
says: 

No  matter  how  or  when  or  where  a  tax  on  industry  be  levied,  the  effect  is  always  to 
injure  industry.  Tax  sales  and  you  cut  down  the  number  of  sales:  tax  im|)ort8  and 
you  shut  out  imports;  tax  manufactures  and  you  check  manufacturing;  tax  improve- 
ments and  you  lessen  improvement;  tax  commerce  and  you  prevent  exchange;  tax 
business  and  you  drive  it  away. 

It  follows,  therefore,  that  since  the  putting  on  of  new  taxes  on  industry,  as  the  pro- 
posed tax  substitutes  would  do,  would  have  the  effect  of  further  crippling  industry, 
the  taking  off  of  taxes  on  industry  would  inevitably  have  the  effect  of  promoting  and 
stimulating  industry. 

Let  us  now  turn  to  the  tax  on  the  privileges  of  land  ownership.  Here  we  find  the- 
very  opposite  principles  to  be  true.  For  land  is  not  artificial  like  industry  and  its 
products;  it  is  natursu.  It  is  not  produced  by  man,  but  has  been  produced  by  nature, 
rroducts  may  be  duplicated  or  reproduced,  but  .land  can  not  be  duplicated  or  repro- 
duced. There  may  be  any  numoer  of  crops  of  machines,  buildings,  locomotives, 
warehouses,  or  factories,  but  there  is  only  the  one  crop  of  land.  Products  can  be  moved 
about,  burned  up,  blown  to  fragments,  destroyed  or  replaced,  increased  or  decreased, 
but  not  so  with  land.    Land  is  stationary  and  its  quantity  is  rigidly  fixed. 

No  amount  of  land-value  taxation,  therefore,  can  reduce  the  supply  of  land,  injure 
basiness,  check  production,  or  stop  one  wheel  of  industry.  On  the  contrary,  the  more 
the  value  of  land  is  taxed  the  more  the  land  is  used,  and  consequently  the  better 
it  is  for  business,  whereas  the  less  the  value  of  land  is  taxed  the  less  the  land  is  u^ed, 
and  coneequently  the  worse  it  is  for  business. 

This  is  true  because  the  lighter  the  tax  on  the  value  of  land  the  greater  is  the  induce- 
ment to  hold  the  land  idle  Tor  speculation,  or  for  the  "unearned  increment'*  that  it 
will  yield  in  the  future.    The  heavier  the  tax  on  the  value  of  land,  on  the  other  hand. 
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the  greater  is  the  inducement  to  put  the  land  to  profitable  and  intelligent  use.  And 
it  is  the  land  that  is  used  and  developed,  not  the  land  that  is  unused  and  undeveloped , 
that  turns  the  wheels  of  industry. 

In  any  event  enough  has  now  been  said,  I  think,  to  show  that  the  conclusions 
reached  by  the  Committee  of  Manufacturers  and  Merchants  on  Federal  Taxation  are- 
basically  sound.    It  is  manifestly  unjust  to  compel  industry' — which  feeds  and  clothes 
the  Nation — ^to  pay  over  five-sixths  of  the  heorry  Federal  tax  burden^  while  the  privi- 
lege of  holding  land  and  natural  resources — which  renders  no  service  and  which  is- 
worth  as  much  as  industry — ^is  allowed  to  bear  less  than  one-sixth  of  the  total  burden. 
Such  a  policy  is  not  only  extremely  unjust  and  unfair  to  industry  in  general,  but  it  is 
fraught  with  a  grave  danger.     If  we  are  to  keep  the  wheels  of  industry  moving  and 
our  workmen  employed,  if  we  are  to  maintain  agriculture  on  a  pajdng  basis,  if  we  are- 
to  encourage  commerce  and  hold  our  own  in  the  keen  competition  for  the  world's 
markets,  and  if  we  are  to  stay  clear  of  the  financial  rocks  upon  which  the  nations  of 
Europe  are  now  going  broke,  then  we  must  adopt  such  a  tax  policy  a?  conforms  in  the 
future  with  the  principles  of  good  economics,  good  morals,  and  good  government. 

Allow  me  now  to  quote  Mr.  James  H.  McGill,  president  of  the 
McGill  Manufacturing  Co.,  of  Valparaiso,  Ind.,  one  of  the  largest 
manufacturers  of  electrical  specialties  in  the  United  States.  Mr. 
McGill  says: 

The  American  business  is  already  suffering  from  inflation  and  the  oppressive  burdens 
imposed  by  increased  freight  rates  under  the  Esch-Cummins  law.  It  can  not  prosper 
under  the  additional  load  which  the  Smoot  sales  tax  bill  would  create.  The  bill  is 
piimarily  a  device  by  which  the  5  per  cent  of  the  people,  who  own  65  per  cent  of  the 
wealth  of  the  Nation,  propose  to  snift  the  burden  of  taxation  onto  the  backs  of  the 
already  heavily  laden  95  per  cent  who  do  the  work  of  the  Nation. 

Congress  seems  determined  to  annul  the  higher  income  surtaxes  and  the  excess- 
profits  taxes,  but  a  great  mistake  will  be  made  and  a  great  harm  vn\\  be  done  to  business 
if  the  sales  tax  is  adopted  as  a  substitute.  The  land  values  tax  is  superior  in  every 
respect,  and  even  if  the  sales  tax  is  adopted  to  meet  the  demand  of  certain  big  interests, 
the  country  ultimately  will  turn  to  the  principles  advocated  in  the  land  values  tax 
measure. 

I  now  will  quote  Mr.  Charles  H.  IngersoU,  of  New  York  City,  vice 
president  of  the  Ingersoll  Watch  Co.,  who  recently  made  the  following 
statements  in  regard  to  our  tax  problems : 

President  Harding  stated  an  obvious  truth  in  his  recent  message  to  Congress  when  he- 
declared  that  "The  most  substantial  relief  from  the  tax  burden  must  come  for  the 
present  from  the  readjustment  of  internal  taxes  and  the  revision  or  repeal  of  those 
taxes  which  have  become  unproductive  and  are  so  artificial  and  burdensome  to  defeat 
their  own  purpose,''  but,  assuminc;  that  he  had  the  relief  of  the  industry  in  view,  it  is  a. 
great  pity  ne  aid  not  go  a  step  furtner  and  recommend  that  Congress  pass  the  only  form 
of  tax  thiat  falls  neither  upon  business  nor  upon  labor.  I  refer  to  the  one  which  pro- 
vides for  a  1  per  cent  tax  on  land  values  after  all  improvements  have  been  deducted 
and  an  exemption  of  $10,000  allowed. 

Indirect  taxation  on  the  consumer  through  the  medium  of  the  income  and  excess 
profits  tax  has  been  tried  and  has  failed.  All  these  taxes  are  included  in  business 
costs  and  passed  on  to  the  purchasing  public  with  additional  charges  for  collection. 
They  have  discouraged  business,  for  the  public  finally  went  on  a  strike  as  the  result  of 
the  excessively  high  prices  which  this  unscientific  method  of  taxation  caused.  For 
taxation  is  like  a  rolling  snowball  and  increases  with  each  of  the  many  operations  of  the 
commercial  system,  hvery  business  man  who  knows  his  business  makes  just  as  much 
profit  on  his  taxes  as  he  does  on  his  labor  and  material — ^perhaps  more — ^because  he 
learns  to  be  "on  the  safe  side  of  things"  so  uncertain  as  taxes  and  makes  a  larger 
idlowance  than  the  actual  tax  requires.  That  explains  why  the  $4,000,000,000  levied 
by  Uncle  Sam  throug:h  internal  revenue  undoubtedly  is  increased  to  ten  or  fifteen 
billions  by  the  time  it  is  paid  by  the  ultimate  consumer.  No  wonder  there  is  inflation ; 
no  wonder  prices  are  high;  no  wonder  the  public  went  on  a  buying  strike  with  a  con- 
sequent depression  of  business. 

In  other  words.  Uncle  Sam  is  largely  responsible  for  creating  the  exorbitant  f  gurcs 
of  your  weekly  budget;  first,  by  indulging  in  wars;  second,  in  perpetuating  war 
expenses  after  the  war;  and,  third,  in  selecting  forms  of  taxation  that  make  the  people 
instead  of  the  war  profiteers  foot  the  entire  bill. 

This  is  the  inevitable  result  of  all  indirect  taxation.  Turgot,  the  financial  minister 
of  the  Bourbons,  described  it  as  a  method  of  "plucking  the  goose  without  the  goose 
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knowing  itand  squawking.''  Buteven  geese  and  the  public  can  not  be  plucked  indefi- 
nitely without  reprisals.  The  Bourbons  discovered  this  when  the  French  Revolution 
overwhelmed  them  and  our  own  industrial  Bourbonn  were  rudely  awakened  by  the 
buyers'  revolt.  The  sales  tax,  proposed  in  some  q  uarters  as  a  substitute  for  the  income 
and  excess-profits  tax,  would  be  even  more  vicious  Uian  the  measures  it  replaces. 
This  tax  is  so  unscientific  and  so  iniquitous  that  it  is  difficult  to  conceive  how  it  can 
be  sponsored  by  responsible  statesmen..  It  would  strangle  retail  business  just  as  the 
increased  railroad  rates  have  harmed  instead  of  helped  the  transportation  companies. 

There  is,  however,  an  alternative,  Tnat  is  a  tax  upou  land  values  or,  rather,  upon 
the  privilege  of  owning  land.  This  tax  has  several  unique  features:  First,  it  is  direct 
and  can  not  be  pa<«ed,  like  a  buck,  to  the  public.  Second,  it  encourages  instead  of 
discourages  business.  Third,  it  is  a  tax  upon  idleness  instead  of  industry;  and, 
fourth,  it  actually  reduces  instead  of  increases  the  cost  of  living,  I  et  me  prove  these 
four  points  in  order: 

All  economists  are  agreed  that  a  tax  on  land  values  can  neither  be  shifted  to  the 
tenant  nor  added  to  the  price  of  the  products  from  the  land.  Therefore  this  tax 
must  be  paid  by  those  who  own  land  and  can  not  be  shifted  to  the  consumers. 

The  tax  encourages  industry  because  it  checks  speculation.  Idle  land  now  held 
out  of  use  for  speculative  purposes  must  pay  as  much  taxes  as  impwved  property. 
The  speculator  can  not  afford  to  pay  this  tax  on  unproductive  property;  therefore  he 
will  either  make  the  property  productive  himself  or  sell  it  at  a  reasonable  price  to 
some  one  who  will.  The  same  applies  to  unused  natural  resources  held  by  monopolists. 
The  tax  on  land  values  will  do  more  than  all  the  antitrust  laws  to  restore  competition 
ana  make  the  law  of  supply  and  demand  an  actuality  instead  of  a  legal  myth.  This 
proves  my  contention  that  the  main  burden  of  this  tax  falls  upon  idle  owners  and  idle 
resources  instead  of  upon  the  industries. 

By  putting  idle  land  into  use,  by  checking  monopoly  by  forcing  the  development 
of  unused  resources,  by  breaking  up  the  huge  estates  of  absentee  landlords  and  thus 
abating  farm  tenantry,  and  by  reducing  rents  everywhere  by  enc3uraging  building, 
the  tax  on  land  ^'alues  decreases  the  cost  of  lining  and  prevents  inflation.  It  not 
only  promotes  industry  and  encourages  sound  business,  but  has  a  strong  tendency  to 
equalize  all  of  the  most  glaring  of  our  existing  social  injustices. 

My  fourth  witness  is  Mr.  Frederick  F.  Ingram,  president  of  the 
Ingram  Manufacturing  Co.,  of  Detroit,  Mich.     Mr.  Ingram  says: 

I  very  much  fear  that  the  sale^  tax  will  prove  injurious  to  industry  just  as  inrreaf?ed 
transportation  charpe^  have  banned  instead  of  helped  the  railroads.  The  sales  tax 
is  unscientific;  it  can  be  pa-^sed  on  to  the  public  in  a  constantly  mounting  sum;  and 
it  is  certain  to  act  as  a  cheok  upon  industry. 

Taxation  i^  the  mo.-t  serious  problem  that  confronts  Con^e?9  and  it  never  will  be 
settled  until  it  i-  settled  rie^ht.  The  land  values  tax  bill  offers  the  sanest  Federal 
tax  program  that  ever  has  been  proposed.  Organized  labor  has  indorsed  the  prin- 
ciple3  of  the  bill  and  the  progressive  farmers  are  aho  advocating  the  measure  as  they 
come  to  understand  that  exemptions  eliminate  at  least  95  per  cent  of  the  actual  tillers 
of  the  soil  from  it^  operation. 

Senator  Smoot.  Mr.  Chairman,  I  find  that  I  shall  have  to  leave 
now.  Before  going  I  wish  to  say  that  I  have  here  the  referendum  of 
the  Chamber  of  Commerce  of  the  United  States  of  America.  An 
analysis  of  the  actual  vote  made  by  referendum  shows,  substantially, 
for  sales  tax,  1,350;  against  sales  tax,  350.  The  National  Associa- 
tion of  Manufacturers  voted  yes  on  proposition  four,  which  was  this: 
'^ShaU  a  sales  tax  be  levied  instead  of  the  taxes  mentioned  in  pro- 
posals 2  and  3?*'  They  voted  no  on  proposal  5,  which  is:  "Shall  a 
sales  tax  be  levied  in  addition  to  such  taxes  as  are  mentioned  in  pro- 
posals 2  and  3  as  above?'' 

Mr.  Liggett.  Before  you  go,  Senator  Smoot,  may  I  ask  you 
whether  it  is  or  is  not  a  fact  that  the  United  States  Chamber  of 
Commerce,  in  session  at  Atlantic  City  about  two  weeks  ago,  did  pass 
a  specific  resolution  opposing  the  sales  tax  ? 

Senator  Smoot.  I  have  never  seen  a  copy  of  it. 

Mr.  IjIogett.  I  shall  be  very  brief  now,  Mr.  Chairman.  I  have 
just  a  couple  of  paragraphs  left. 
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Senator  Dilunoham.  Does  the  rest  of  jour  article  consist  of  quo« 
tations  in  support  of  your  views  ? 

Mr.  LiGOETT.  There  is  just  one  more  paragraph  of  quotations. 
Senator. 

Mr.  Ingram  says  further: 

a  1  j>er  cent  tax  on  land  vatuea,  after  improvements  are  deducted,  and  a  |10,006 
exemption  allowed,  will  not  be  a  burden  on  producing  property,  but  will  force  absentee 
landlordi)  and  holders  of  idle  property  for  speculative  purposes  either  to  develop  their 
holdini^s  themselvei  or  to  sell  them  to  some  one  who  will.  Aside  from  adjusting 
preaent  tax  burdens  to  a  more  equitable  basis,  the  land  values  tax  will  tend  to  check 
farm  tenantry  and  to  break  up  monopolies  in  natural  resources.  The  committee  of 
Manufacturers  and  merchants  oii  Federal  taxation  intend  to  incorporate  this  bill  on 
the  statute  books  of  the  Nation  if  it  is  humanly  possible,  and,  if  we  can  possibly  prevent 
it,  we  will  not  permit  the  passage  of  the  burdensome  and  iniquitious  sales  tax  measure. 

That  concludes  Mr.  Ingram's  quotation.  So  far,  the  chief  objec- 
tion advanced  against  the  proposed  land  values  tax  is  the  claim  that 
the  laigest  proportion  of  tne  revenue  raised  by  this  measure  would 
come  from  the  farmers.  This  assertion  is  made  by  persons  who- 
either  are  ignorant  of  the  facts  or  are  attempting  to  confuse  the  issue. 
Analysis  shows  the  utter  falsity  of  the  allegations  that  the  land 
values  tax  would  impose  added  Durdens  upon  the  f armine  interests* 
of  the  country;  instead,  the  average  farmer  will  pay  far  less  under 
the  measure  than  under  the  provisions  of  the  sales  tax. 

The  land  values  bill  whicn  Representative  Keller  will  soon  intro- 
duce deducts  all  improvements  (buildings,  fences,  tilling,  etc.)  and 
then  allows  an  exemption  of  S10,000.  It  is  exceedingly  doubtful, 
under  the  definition  of  farm  values  in  this  proposed  act,  whether  2 
per  cent  of  the  farmers  of  the  United  States  would  be  taxed  at  all 
under  its  provisions.  The  average  farm  value  in  the  United  States 
in  1910  was  only  $4,476,  according  to  the  census  of  that  year,  and, 
allowing  the  most  generous  estimates  for  inflation  in  farm  values, 
it  still  is  perfectly  patent  that  an  overwhelming  majority  of  the  farmers 
of  the  coimtry  would  entirely  escape  paying  this  tax. 

The  statistical  department  of  the  committee  of  manufacturers  and 
merchants  is  now  working  out  a  table,  based  on  the  1920  census 
returns  from  15  States,  which  shows  that  in  Alabama  99.9  of  the 
farms  will  pay  no  taxes  imder  the  land  values  tax  bill;  that  in  Colo- 
rado 95.6  per  cent;  in  Delaware,  99.7  per  cent;  in  Indiana,  91  per 
cent;  in  Massachusetts  and  Maryland,  99  per  cent;  and  in  Maine, 
98.8  per  cent  of  owners  of  farm  land  would  pay  no  taxes  whatever 
and  me  trifling  number  who  would  be  called  upon  to  are  '*  country 
gentlemen"  and  not  real  farmers. 

The  small  per  cent  of  agricultural  landowners  who  would  be  com- 
pelled to  pay  taxes  under  the  land  values  law  would  not  be  farmers 
at  all,  but  the  possessors  of  great  estates,  absentee  landlords,  and 
great  corporations  which  hold  huge  tracts  of  fertile  land  out  of  culti- 
vation so  that  they  may  benefit  by  its  increase  in  value — and  the 
value  is  increased  solely  through  the  labor  of  neighboring  farmers 
who  actually  produce.  These  are  the  * 'farmers"  who  will  be  called 
upon  to  pay  Federal  revenue  under  the  land  values  tax  measure. 
Tne  taxes  of  the  real  farmers — the  men  and  women  who  feed  America 
by  the  sweat  of  their  brows — will  be  materially  lessened  by  the  land 
values  tax. 

In  conclusion,  let  me  state  asjain,  that  the  Committee  of  Manu- 
facturers and  Merchants  on  Feaeral  Taxation,  representing  a  large 
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sectx)r  of  the  most  influential  and  substantial  elements  of  our  business 
community,  and  the  Farmers'  Federal  Tax  Leapie  of  America^ 
whose  membership  reflects  the  intelligent  opinion  of  fanners  from  all 
parts  of  the  Nation,  most  emphatically  protests  against  the  passage 
of  the  sales  tax  bill,  and,  in  its  stead,  we  respectfmly  urge  that  your 
committee  give  serious  consideration  to  the  land  values  tax,  which, 
in  our  opinion,  is  the  most  scientific  and  constructive  excise  measure 
yetproposed. 

We  feel  that  it  offers  the  only  solution  that  can  remedy  the  busi- 
ness stagnation  that  has  resulted  from  the  wasteful  and  unscientific 
revenue  raising  devices  which  this  Government  adopted  when  it  en- 
tetred  the  war.  The  country  is  paying  for  that  mistake  now,  and  it 
will  continue  to  pay,  until  we  finally  adopt  the  one  just  and  economic 
method  that  will  not  only  produce  the  needed  Government  income, 
but  allay  some  of  the  most  serious  of  our  social  disorders,  whose 
disturbing  evidences  on  many  sides  give  grave  alarm  to  all  those  who 
really  love  their  country. 

(The  table  referred  to  is  as  follows:) 

Farmers  in  15  repreurUaiive  States  who  vAll  pay  fl  or  more  iax(s  under  the  Ralston- Nohn 
hill,  compared  with  the  number  who  will  be  exempt,  by  States, 

[1920  census.] 


Stato. 


Alabama 

Colorado 

Delaware 

Indiana 

Maryland 

MasaachuMtU 

Maine 

Ohio 

Oregon 

Itho(ie  Island. 

Tennessee 

Utah 

Vermont 

Wasliington.. 
West  Virginia 

Total... 


Total 
farms. 


356,099 
59,934 
10.140 

235,123 
47,908 
32,001 
48,227 

256,fi95 

50,206 

4,083 

252,774 
25,662 
29,075 
66,2^8 
87,389 


1,431,507 


Number  of  farmers  who  wUl  f>a7 
no  taxes. 


Tenant 

farmers 

(exempt). 


148,269 

13,763 

3,986 

65,587 

13,841 

2,287 

2,004 

75,644 

9,427 

633 

103,885 

2,787 

3,380 

12,419 

14,098 


472,007 


Farmers 

having  land 

worth  less 

than  110,000 

after 
deducting 
value  of 
improve- 
ments. 


107,447 

43,525 

6,123 

120,922 
33,746 
29,406 
45,676 

163,613 

36,319 

3,401 

147,748 
21,565 
25,146 
43,636 
71,800 


900,083 


Total. 


355,716 
57,288 
10,109 

18  i,  509 
47,587 
31,693 
47,680 

239,257 

45,746 

4,034 

351,633 
24,352 
38,532 
50,055 
85,896 


1,372,089 


Number  of  farmers 
who  will  pay  $1  or 
more  taxes. 


Farmers 

having  land 

worth  over 

110,000  after 

deducting 

value  of 
improve^ 

ments. 
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2,624 

31 

18,564 

325 

322 

536 

17,348 

4,529 

49 

1,135 

1,309 

556 

10,255 

1,347 


59,290 


Percent. 


ai 

4.4 

.3 
9.0 

.7 
1.0 
1.2 
6.8 
9.0 
1.2 

.4 

5.1 

1.9 

15.5 

1.5 


4.1 


Percent 

of  farmers 

whoinriU 

pay  no 

taxes. 


Kr.  SI 

95.6 
90.7 
91.0 
99.3 
99.0 
98.8 
98. 2 
91.0 
98.  ft 
99.6 
94.9 
98.1 
84.5 
98.5 


95.0 


ANALYSIS. 


The  figures  given  in  the  above  table  may  be  verified  in  the  following  manner: 
Take  the  1920  Census  Report  on  Agriculture  for  each  State.  • 
Divide  all  farms  in  each  State  into  two  classes:  (1)  Those  having  land  worth  leas 
than  $10,000,  after  deducting  the  value  of  buildings,  fences,  clearing,  draining,  fer- 
tilizing and  similar  improvements;  and  (2)  those  ha\ing  land  worth  over  |10,000,  after 
deducting  the  value  of  the  same  improvements. 

Then  deduct  from  each  class  the  number  of  nonlandowning  farmers — ^i.  e.,  tenants — 
as  based  upon  the  percent^e  of  tenancy  given  for  each  State.  The  number  of  farmers 
remaining  in  the  second  class  therefore  constitutes  all  of  the  actual  farmers  in  each 
State  who  will  pay  |1  or  more  taxes  under  the  Ralston-Nolan  bill. 
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To  find  the  total  number  of  farmers  who  will  be  entirely  exempt  from  any  tax 
under  the  bill  simply  add  all  of  the  nonlandowning  farmers  Ttenants)  in  the  State  to 
the  number  of  landowning  farmers  in  the  first  class  luiving  land  worth  less  than  $10,000, 
after  deducting  all  improvements. 

Per  example:  The  1920  Census  Bulletin  on  Agriculture  contains  the  following, 
information  for  Ohio: 


Size  of  group. 


NtiniVer 
of  farms. 


Claafll: 

Under  20acres 31,479 

20  to  49  acres I  44,635 

Mto9aa?re8 1  8fi,337 

100  to  174  acres i  09,738 


Average 

value  of 

land.i 


13,315 
4,963* 
8,716 

13,616 


232, 0«9 


Clara  IT: 

175  to  499  acres 

500  to  999  acres 

1,000  acres  and  over . 


23,773 
728 
105 


24,082 

63,967 

142, 170 


24,606 


1  Including  buildings,  fences,  wells,  cost  of  clearing,  draining,  fertilizing,  etc 

If,  now,  we  deduct  the  value  of  all  buildings^  fences,  wells,  cost  of  clearing,  draining, 
fertilizing,  etc.,  from  the  value  of  the  farms  given  in  each  group  (the  Census  Bureau, 
unfortunately,  does  not  do  this),  it  will  be  found  that  the  value  of  the  land  in  the 
first  four  groups  (Glass  I)  will  easily  fall  below  $10,000,  while  the  value  of  the  land 
in  the  last  three  groups  (Class  II)  will  in  most  cases  at  least  go  above  $10,000.  In 
any  event  there  are  232,089  farms  in  tlie  State  whose  bare  land  (exclusive  of  all  im- 
provements) is  worth  a  great  deal  less  than  110,000,  whereas  there  are  only  24,f^. 
farms  in  the  State  whose  bare  land  (exclusive  of  improvements)  is  worth  over  110,000. 

But  the  Census  says  also  that  75,644,  or  29.5  per  cent,  of  all  farmers  in  Ohio  are 
nonlandowners  (i.  e.,  tenant  farmers).  Since  all  economists  agree  that  a  tax  upon  the 
value  of  land  can  not  be  shifted  to  the  tenant  or  consumer,  it  follows  that  none  of 
these  75,644  farmers  will  have  to  pay  any  taxes,  whether  they  be  in  *the  first  four  groups* 
or  in  the  last  three. 

Subtracting,  therefore,  the  number  of  tenants  (29.5  of  24,606,  or  7,258)  from  the 
number  of  farmers  in  the  last  three  groups,  we  have  only  17,348,  or  6.8  per  cent,  of  all 
the  farmers  in  the  State  of  Ohio  who  will  be  called  on  to  pay  $1  or  more  m  taxes  under 
the  Ralston-Nolan  bill. 

To  find  the  number  of  farmers  in  the  State  who  will  pay  no  taxes  under  the  bill 
simply  deduct  from  232,089  (the  number  of  farmers  in  the  first  four  groups)  29.5  per 
cent  of  this  number,  or  68,456,  which  gives  us  163,613.  To  this  add  the  number  of  all 
the  tenant  farmers  in  the  State,  namely,  75,644;  this  gives  us,  then,  239,057,  or  93.2 

Eer  cent  of  all  of  the  farmers  in  Ohio  on  whom  will  fall  no  taxes  whatever  under  the 
ill  in  question. 

Senator  DiLUNGHAM.  You  have  not  examined  the  provisions  of 
the  Constitution  on  the  right  to  lay  a  land  tax  ? 

Mr.  Liggett.  I  have  not  personally,  but  we  have  had  some  of  the 
best  lawyers  go  into  that  question,  and  they  assure  us  that  it  is 
constitutional. 

Senator  Dillingiiam.  And  they  hold  that  Congress  would  have 
power  to  lay  a  land  tax  ? 

Mr.  Liggett.  Yes,  sir. 

Senator  Dillingham.  Can  you  state  upon  what  ground  they  make 
that  statement  ? 

Mr.  Liggett.  No;  I  have  not  even  gone  into  that,  Senator.  If  you 
are  particularly  interested  in  that  point,  I  think  that  perhaps  Mr. 
Jackson  H.  Ralston,  of  this  city,  who  is  one  of  our  attorneys,  and 
who  has  given  that  matter  a  good  deal  of  thought,  would  be  very  glad 
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to  ajnpear  before  the  committee;  but  my  own  opinion  on  it  is  worth- 
les8|  because  I  am  not  a  lawyer. 

Senator  McCumber.  I  just  want  to  ask  you  one  question.  I  agree 
with  you  entirely  that  with  a  SI 0,000  exemption  you  would  practi- 
cally eliminate  ail  real  farms  from  consideration.  But  suppose  jou 
add  a  1  per  cent  tax  on  city  property  and  it  will  practically  all  go  mto 
and  be  taxed  against  city  property 

Mr.  Liggett.  About  $40,000,000,000. 

Senator  McCumber.  Suppose  you  add  that  to  a  store  building 
down  here.  Will  not  that  tax  be  immediately  added  as  a  part  of  the 
overhead  expenses  of  the  person  doing  business  in  that  building  ? 

Mr.  Liggett.  No.  In  wie  first  place,  Senator,  the  bill  specincallv 
exempts  improvements.  A  vacant  lot  next  to  a  building  on  which 
you  are  erecting  a  10-story  skyscraper  would  pay  precisely  the  same 
tax.     So  none  of  that  tax  would  fan  upon  business. 

Senator  McCumber.  Whatever  effect  it  would  have,  it  would  be 
carried  on  to  the  consumer  just  the  same  as  other  taxes,  would  it  not, 
as  a  part  of  yoiw  overhead  expenses  ? 

Mr.  Liggett.  No.  I  think  I  can  explain  why  that  is  not  the  case. 
It  has  been  tried  in  Vancouver  and  elsewhere.  I  believe  Senator 
Calder  made  a  statement  in  that  connection  in  New  York  City  before 
the  City  Club  last  week.  Did  they  not  exempt  improvements  in 
New  York  to  try  to  alleviate  the  housing  condition  there  ? 

Senator  McCumber.  I  do  not  think  they  have  yet. 

Mr.  Liggett.  I  am  not  certain  about  that.  But  in  Vancouver 
and  numerous  other  places  where  it  has  been  tried  the  immediate 
result  has  been  that  the  productive  and  nonproductive  land  both  pay 
some  tax,  and  the  tax,  of  course,  is  heavier  on  the  nonproductive 
land.  The  owner  of  the  nonproductive  land  is  compelled  to  make 
that  property  productive.  Of  course,  that  creates  more  buildings, 
and  more  buildings  instead  of  increasing  rents,  through  the  opera- 
tion of  the  law  of  supply  and  demand  and  through  natural  compe- 
tition, actually  lessens  rents. 

Senator  McCumber.  Of  course,  the  owner  of  nonproductive  lots 
nnd  land  pays  taxes  now.  It  would  simply  be  an  addition  of  1  per 
cent  tax. 

Mr.  Liggett.  No;  he  pays  tax  now,  but  he  pays  a  relatively  small 
portion.  It  is  the  improvements  that  are  penalized  under  our  present 
tax  program. 

Senator  McCumber.  But  I  am  assuming  that  he  pays  just  upon 
the  bare  land  or  lot  the  same  as  your  merchant  would  pay  upon  the 
bare  lot  instead  of  his  building  on  that  lot.  But,  nevertheless,  he  is 
paying  tax  upon  that,  and  it  seems  to  me  that  that  would  be  the  only 
case  in  whicn  it  probably  would  not  be  taken  directly  over  to  the 
consumer.     It  would  be  adding  to  his  tax. 

Mr,  Liggett.  I  think  the  immediate  effect  of  that,  though,  Senator, 
would  be  as  I  have  stated,  that  it  would  increase  improvement  on 
land,  and  that  in  time,  and  probably  immediately,  as  it  worked  out  in 
Vancouver,  at  least,  would  nave  the  effect  of  actuallv  reducing  rents. 

Senator  McCumber.  Of  course,  if  the  tax  were  neavy  enough  it 
would  compel  .the  owner  of  a  vacant  lot  either  to  sell  it  or  to  put 
improvements  on  it. 

Mr.  Liggett.  I  might  state  the  case,  which  I  think  we  are  both 
probably  familiar  with,  of  the  effect  of  the  North  Dakota  law  upon 
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the  improvement  tax./  I  have  given  a  good  deal  of  thought  to  the 
tax  situation  in  North  Dakota,  and  I  know  that  in  Burleigh  County, 
N.  Dak.,  five  big  concerns — incidentally  all  of  them  living  outside  of 
the  State — own  as  much  land  as  the  rest  of  the  farmers  in  the  county. 
Thev  were  holding  that  land  and  were  not  producing.  They  got  the 
land  originally  out  of  railroad  grants  and  were  holcnng  it  for  specu- 
lative purposes.  The  immediate  effect  of  that  law  was  to  make  these 
fellows  sell  their  land^  They  could  not  afford  to  hold  idle  land  whe(i 
they  were  paying  these  taxes,  and  they  did  sell  out  to  somebody 
who  would  produce. 

STATSMBNT  OF  WESTEBN  STABB,  WASHINGTON,  D.  C,  BEP- 
BESENTING  THE  FABMEB-LABOB  PABTY. 

Mr.  Starb.  My  name  is  Western  Starr.  I  reside  in  Washington. 
I  represent  the  J'armer-Labor  Party  here  to-day. 

I  nave  had  experience  as  a  practical  farmer  and  I  have  been  asked 
to  present  the  farmer-labor  position  on  the  sales-tax  matter. 

I  want  to  say  at  the  beginning  that  I  find  here  the  address  to 
Congress  by  the  Tax  League  of  America,  and  I  want  to  state  that 
the  first  paragraph  of  their  communication,  to  my  mind,  is  very  true, 
but  it  is  an  understatement  of  the  truth.  Where  he  says  that  we  are 
in  the  midst  of  hard  times  brought  about,  in  a  large  measure,  by  our 

F resent  destructive  system  of  taxation,  I  wish  to  reemphasize  that, 
have  already  made  that  point  in  a  paper  which  I  shall  use  as  the 
text  of  my  remarks. 

Senator  Simmons.  Brought  about  by  what  ? 

Mr.  Starb.  Brought  about  by  destructive  systems  of  taxation.  I 
do  not  suppose  there  is  a  public  question  of  any  kind  that  will  be  more 
thoroughly  understood,  more  soundly  reasoned  out,  during  the  course 
of  the  next  few  years,  in  this  country  at  least,  than  the  problems  of 
taxation,  because  it  is  a  Question  that  goes  home  to  every  member 
of  the  community  pointedly,  and  there  is  no  escape  from  the  fact 
that  it  is  going  to  oe  discussed.  It  is  going  to  be  considered;  it  is 
going  to  be  investigated;  the  history  of  the  subject  is  going  to  be 
worked  out,  and  by  the  time  the  next  half  decade  has  passed  1  think 
it  may  be  safely  claimed  that  the  people  of  America  will  know  all  there 
is  to  know  about  taxation. 

Now,  we  have  gotten  ouite  a  ways  ahead  of  the  time  when  an 
English  King  used  to  send  a  tax  collector  out  to  the  Ghetto  with  a 
bag  and  a  pair  of  forceps  and  he  was  required  to  come  back  with  the 
bagfuU  eitner  of  gold  or  back  teeth,  one  or  the  other. 

We  are  not  nearly  as  far  along,  howeverj  as  they  were  2,000  years 
ago,  when  the  Roman  Republic  had  precisely  the  same  propositions 
to  consider  that  we  are  considering.  The  Roman  Repuolic  was 
practically  on  its  last  legs,  a  tremendous  expansion  of  its  people  and 
its  territory  requiring  unprecedented  sums  to  consolidate  their  gains, 
making  it  necessary  that  new  sources  of  revenue  should  be  provided. 
Julius,  who  was  called  the  foremost  man  of  all  the  world,  took  that 

Suestion  into  his  own  hands,  and  he  solved  it  in  a  way  to  keep  the 
loman  power  alive  for  more  than  five  centuries  after  he  had  oeen 
murdered  hy  a  corrupt  senatorial  oligarchy  whose  schemes  he  had 
defeated.  1  do  not  Imow  that  you  will  find  the  statement  made  in 
any  reputable  historian's  book  that  Caesar  was  murdered  by  this 
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oligarchy  as  a  matter  of  revenge,  but  that  is  the  literal  fact,  and  trying 
to  get  him  out  of  the  way  and  putting  him  out  of  the  way  did  not 
overcome  the  popularity  and  the  value  to  the  community  which  his 
great  services  had  rendered.  He  took  the  properties  that  the  col- 
legia and  the  guilds  had,  the  property  that  they;  had  been  using,  and 
diverted  public  revenue  into  the  State,  where  it  stayed  during  the 
continuance  of  Roman  power.  I  think  nothing  has  been  more  clearly 
demonstrated  by  the  events  of  the  last  few  yeitrs  than  the  fact  that 
the  great  problems  of  government  center  on  the  proposition  of  the 
production  and  distribution  of  wealth.  It  seems  to  me  that  that 
IS  the  core  of  the  whole  thing. 

I  think  it  would  not  be  difficult  to  trace  the  origin  of  the  conditions 
which  produced  the  war  to  that  center.  The  proposal  to  substitute 
a  sales  tax  in  place  of  the  present  taxes  on  incomes  and  surtaxes  in 
order  to  raise  from  a  billion  to  a  billion  and  a  half — and  the  estimates 
vary  as  to  that,  it  having  been  stated  here  yesterday  that  it  would 
produce  three  billions,  wmle  others  stated  a  less  amount,  although  I 
want  to  be  conservative  about  it  and  say  from  a  billion  to  a  billion 
and  a  half— makes  it  necessary  to  survey  the  whole  problem  of 
public  revenue,  and  in  such  a  survey  you  can  not  exclude  the  social 
miplications,  the  political,  economic,  and  industrial  conditions  which 
are  contingent  entirely  upon  what  is  done  with  reference  to  that  mat- 
ter. It  is  well  to  consider  the  possible  consequences  of  the  adoption 
of  that  principle. 

Adam  Smith  a  good  while  ago  stated  that  a  tax  is  merely  com- 
pensation paid  to  the  State  by  tne  taxpayer  for  and  in  consideration 
of  a  service  rendered  to  the  taxpaver  by  the  State.  Now,  Adam 
Smith  came  to  the  study  of  political  economy  by  reason  of  his  work 
as  a  moral  philosopher,  a  teacher  of  morals  in  a  great  school,  and  in 
order  to  determine  why  it  was  that  men  were  unable  to  live  moral 
lives,  to  live  and  act  out  their  natural  instincts  as  moral  beings,  it 
became  necessary  for  him  to  undertake  the  study  of  conditions  under 
which  men  were  forced  to  live  and  which  compelled  them  to  live 
immoral  and  unnatural  lives,  and  he  developed  the  science  of  political 
economy.  They  call  it  dismal  science.  It  is  no  more  dismal  than 
astronomy.  It  is  as  perfectly  beautiful  and  symmetrical  as  anv 
science  can  be.  If  that  is  true,  and  it  has  been  accepted  by  all 
thinkers,  any  departure  from  that  proposition  necessarily  must 
work  a  great  injustice;  the  greater  the  departure  the  greater  the 
injustice. 

The  purpose  of  the  State  is  to  insure  to  every  citizen  of  the  enjoy- 
ment 01  the  full  proceeds  of  his  labor  for  a  definite  purpose,  and  that 
purpose  is  to  the  end  that  production  and  distrii)ution  of  wealth 
may  be  promoted.  The  test  of  a  nation's  greatness  is  its  capacity  to 
produce,  and  production  can  not  exist  without  consumption. 

In  providing  for  the  new  time  that  is  coming  it  is  wise,  I  think,  to 
recognize  the  fact  that  the  formulas  of  the  past  have  been  completely 
discredited;  that  the  nature  of  the  present  widespread  unrest,  whicn 
is  not  merely  confined  within  the  boundaries  of  any  one  nation,  but 
which  is  worldwide  in  its  character;  and  the  wide  range  of  critical 
pretexts  for  this  unrest,  are  convincing  indications,  to  me  at  least 
and  to  many  others,  that  a  general  reorganization  of  the  political 
and  economic  machinery  of  society  is  imnunent. 
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I  want  to  say  here  that  it  is  my  firm  conviction  that  what  they 
<^all  the  progressive  movement  is  more  in  n^ed  of  guidance  now  than 
it  is  in  need  of  steam.  I  beUeve  that  the  movement  has  attained 
such  momentum  that  unless  it  is  guided  aright  it  will  work  destruc- 
tion; it  will  be  a  tremendously  costly  experience  for  society  at  large 
and  much  more  so  here  in  America  than  it  can  be  elsewhere,  where 
our  people  have  been  accustomed  to  free  deliberation,  to  free  assem- 
bly, to  free  speech,  as  contrasted  with  nations  where  that  is  not  the 
case. 

It  will  be  much  more  difficult  to  control  that  spirit  here  than  it  will 
be  elsewhere,  and  that  is  why  I  think  it  is  necessary  that  no  step 
should  be  taken,  no  legislation  involving  great  changes  of  policy 
^hould  be  adopted,  without  the  most  scholarly,  the  most  studious, 
the  most  scientific  consideration;  the  best  knowledge  that  the  human 
mind  is  capable  of  is  required  here  now.  We  are  m  a  more  critical 
and  more  dangerous  situation  than  anybody  believes.  Just  as  this 
tax  league  says,  ''In  the  humble  opinion  of  the  Tax  League  of 
America  the  importance  and  magnitude  of  the  question  are  under- 
rated by  our  wisest  men."  The  Nation  is  in  an  economic  crisis.  It 
is  not  only  in  an  economic  crisis;  it  is  in  a  moral  crisis  and  a  political 
crisis,  and  the  vital  significance  of  what  is  done  during  the  next  few 
months  with  reference  to  this  question  is  of  greater  unportance  to 
the  State  and  our  civilization  than  a  simple  matter  of  raising  public 
revenues. 

Forces  have  been  released  and  set  in  operation  by  the  great  events 
of  the  last  few  years  that  we  do  not  begin  to  estimate. 

Now,  a  very  brief  statement  of  the  basic  principles  that  have  been 
developed  by  our  experiences  which  mark  the  current  popular  thought; 
and  that  is  what  I  am  trying  to  express  as  the  representative  of  the 
Farmer  Labor  Party,  the  current  popular  thought.  I  am  not  trying 
to  promulgate  a  new  theory;  I  am  not  trying  to  indoctrinate  this 
committee  with  my  own  ideas;  I  am  simply  trying  to  tell  you  what 
is  the  deliberate  consensus  of  opinion  of  men  wnose  judgment  is 
accepted  by  that  great  inarticulate  mass  that  stands  behind  th^ 
Farmer-Labor  Party. 

Taxes  are  paid  in  wealth.  They  can  not  be  paid  in  anything  but 
wealth,  and  aU  wealth  is  produced  by  labor  as  trie  labor  is  applied  to 
opportunity.  Wealth  can  be  accjuired  in  onlv  two  ways.  One  of 
them  is  by  labor  and  the  other  is  by  law.  Law  is  the  mother  of 
monopoly.  Monopoly  is  the  power  to  use  a  public  right  for  a  private 
purpose.  Generically  there  are  only  two  things  that  can  be  ^onopo- 
lizea.  One  is  the  surface  of  the  earth  and  its  contents,  and  the  otner 
is  the  key  to  the  surface  of  the  earth,  that  we  call  credit.  There  is  no 
subject  of  monopolv  which,  generically,  does  not  sift  and  filter  into 
one'or  the  other  ^f  those  two>eat  groups. 

I  have  in  my  bag  a  copy  of  the  last  annual  report  of  the  Commis- 
sioner of  Internal  Revenue.  I  doubt  if  this  conmiittee,  or  if  the  ad- 
ministration which  prepared  it,  realizes  the  significance  of  that  report. 
It  is  a  most  damnaole  indictment  of  American  public  policy,  that  in 
a  nation  of  105,000,000  people  less  than  4,500,000  of  them  had  in- 
comes sufficient  to  justify  a  return  on  a  $2,000  income. 

I  do  not  khow  whether  you  reaUze,  as  the  Farmer-Labor  Party  does, 
the  significance  of  that  condition.  Estimating  a  population  of 
105,000,000  people  and  estimating  that  each  one  of  the  4,500,000 
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people  who  made  returns  represented  a  family,  which  by  no  means 
thejr  did,  reducing  it  to  families,  there  were  less  than  18,000,000 
families,  or  just  about  18,000,000  families  for  which  no  return  was 
filed.  That  is  to  say,  over  85  per  cent  of  the  population  of  the 
country  had  no  income  tax  returns  made  for  them  at  all. 

Inequalities  in  the  distribution  of  wealth  in  the  United  States  flow, 
as  the  Tax  League  says,  and  as  I  declare,  very  largely  from  a  disregard 
of  the  principles  enumerated  above,  and  from  none  of  them  more 
largely  than  from  departures  from  sound  principles  of  taxation. 

Kemembering  that  a  tax  is  the  compensation  paid  for  a  service 
rendered,  let  us  assume  that  the  grant  of  a  monopoly  is  a  distinctly 
valuable  service  rendered,  or  that  the  toleration  by  the  State  of  the 
operations  of  a  self-erected  monopoly  is  a  continumg  grant  of  enor- 
mously^ valuable  services,  and  if  that  is  true — and  I  assume  it  will  not 
be  denied,  certainly  not  by  competent  economists — the  interests,  the 
organizations  which  have  received  and  still  use  these  immensely 
valuable  services  under  the  accepted  definition  of  an  equitable  tax, 
should  pay  to  the  State  the  annual  value  of  the  privileges  that  they 
enjoy,  Tne  question  will  be  raised  at  once:  How  can  you  determine 
the  value  of  a  privilege  ?  It  is  the  easiest  thing  on  earth.  Find  how 
much  somebody  else  would  pay  for  the  right  to  use  it;  We  are  doing 
that  every  day.  Up  here  on  Wall  Street  they  are  doing  it  at  a  rate  of 
1,000,000  shares  a  aay  some  days. 

The  formula  that  taxes  should  be  levied  in  accordance  with  the 
ability  to  pay  is  an  incorrect  attempt  to  state  a  proper  principle. 
Sometimes  it  works  out  in  approximation  to  justice  and  to  a  just 
result;  yet  it  works  infinite  injustice  in  all  cases  where  incomes 
are  taxed  which  do  not  flow  from  a  grant  of  power  or  service 
bv  the  State.  Professional  men,  chemists,  architects,  mer- 
cnants,  or  manufacturers  who  enjoy  no  advantage  beyond  their 
own  personal  character  and  qualifications  suffer  a  great  injustice 
when  they  are  compelled  to  pay  the  same  taxes  proportionately 
that  men  pay  who  enjoy  grants  of  immensely  valuable  favor  on 
the  part  of  the  State.  The  correct  statement  of  the  principle  is 
that  taxes  should  be  levied  in  accordance  with  the  value  of  the 
privilege  enjoyed.     You  can  not  get  away  from  that. 

Senator  Watson.  You  make  a  distinction  between  earned  and 
unearned  incomes? 

Mr.  Starr.  Yes,  sir.  That  is  a  very  important  distinction,  a 
distinction  which  will  have  an  immense  influence  upon  the  future 
coui*se  of  our  political  and  social  development,  as  I  believe. 

The  latest  report  of  the  Internal  Kevenue  Commissioner  gives 
the  data  from  which  it  is  found  that  17,711,656  families  lived  upon 
incomes  below  S2,000.  This  is  below  the  amount  fixed  as  a  mini- 
mum to  maintain  a  decent  standard  of  living  in  the  American  fam- 
ily. The  average  income  of  the  farmers  oi  the  United  States,  as 
reported — I  can  not  recall,  now,  the  name  of  the  authority,  but  it 
was  official;  I  do  not  mean  governmentally  official,  but  it  was  a 
representative  organization  of  people  who  were  investigating  the 
i»UDJect,  not  counting  the  value  of  the  conunodities  consumed  as 
a  result  of  farming  operations,  raising  their  own  meats,  their  own 
eggs,  their,  own  butter,  and  their  own  vegetables,  but  the  actual 
incomes  of  the  American  farmers  were  less  than  ^50  a  year* 
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These  18,000,000  families  are  now  spending  their  entire  incomes 
to  keep  alive,  and  in  cases  where  it  is  possible  they  are  drawing  upon 
savings  to  eke  out  their  incomes.  In  all  cases  where  these  condi- 
tions obtain  the  burden  of  a  sales  tax  will  reduce  the  family  pur- 
chasing power  by  not  less  than  S50  per  family.  It  has  been  esti- 
mated at  more  than  that,  but  I  want  to  be  conservative.  I  will 
say  $50  per  family. 

Senator  Smoot.  That  would  be  1  per  cent  on  $5,000? 

Mr.  Starr.  Yes,  sir;  that  would  De  1  per  cent  on  $5,000;  but. 
the  amount  added  to  this  by  adhering  profits  in  the  natural  turn- 
over from  original  producer  to  ultimate  consumer  will  multiply 
that  by  more  than  three  times.  In  other  words,  the  cost  to  thje 
taxpayer  will  be  at  least  three  times  the  amount  of  revenue  derived 
b^  the  Government.  So  that  you  may  call  it  $150  per  family  and 
still  be  very  conservative. 

Senator  Smoot.  How  can  you  make  that  statement  when  you 
claim  that,  the  income  of  all  of  the  18,000,000  families  is  below 
$2,000  ?    They  can  not  spend  any  more  than  their  income,  can  they  ? 

Mr.  Starr.  Certainly  not. 

Senator  Smoot.  One  per  cent  of  $2,000  is  $20. 

Mr.  Starr.  Exactlv.  One  per  cent  of  $2,000  is  $20,  but  the  cost 
of  the  things  that  they  have  to  live  on  comes  in  there.  I  think 
perhaps  there  is  a  point  in  your  suggestion.  Senator.  I  have  no 
doubt  of  it.  It  is  a  question  that  I  wfll  have  to  look  up.  But  this 
is  figured  as  to  what  the  average  cost  is  going  to  be,  dividing  the 
amoimts  expected  to  be  raised 

Senator  Smoot.  The  farmer,  you  say,  does  not  have  to  pay  any 
sales  tax  at  all  on  what  he  uses  in  his  family  ? 

Mr.  Starr.  Certainly  not. 

Senator  Smoot.  Then  his  average  is  $450,  you  say  ? 

Mr.  Starr.  Yes,  sir. 

Senator  Smoot.  One  per  cent  on  that  is 

Mr.  Starr.  $4.50. 

Senator  Smoot.  And  you  say,  now,  that  it  is  $150. 

Mr.  Starr.  I  say  that  the  cost  per  family,  averaging  the  thing  up- 
by  families 

Senator  Smoot.  You  know  that  is  impossible,  do  you  not  ? 

Mr.  Starr.  No;  I  do  not.  Taking  the  amount  which  this  tax  is 
expected  to  raise  and  apportioning  it  among  the  families  that  have 
got  to  pay  it,  it  comes  to  tliat  amoimt. 

Senator  Smoot.  Of  course,  you  know  that  we  can  not  do  that. 

Senator  McCumber.  I  understand  that  witnesses  suggestion  is  that 
for  each  $50  that  the  Government  gets,  the  consumer  will  pay  $150? 

Mr.  Starr.  Exactly. 

Senator  Smoot.  His  argument  is  that  if  there  are  three  turnovers, 
of  course,  the  Government  would  get  every  turnover  of  tax  on  the 
sales. 

Mr.  Starr.  I  go  further  than  that  estimate  of  three  turnovers.  I 
will  take  the  Senator's  own  suggestion  as  to  turnovers — about  seven. 
But  I  am  cutting  it  clear  down  so  as  to  be  conservative  and  clearly 
within  the  line. 

Senator  McLean.  Your  idea  is,  I  think,  that  if  the  tax  on  the  turn- 
overs is  pyramided  it  finally  is  charged  up  to  the  last  consumer? 

Mr.  Starr.  Absolutely;  tnat  is  the  expectation. 
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Senator  McLean.  And  if  it  averages  3  per  cent  or  3J  per  cent  in 
some  instances 

Senator  Smoot.  That  is  the  highest. 

Senator  McLean  (continuing) .  And  if  a  man  gets  $800  a  year  and 
spends  it  all,  his  tax,  instead  of  being  1  per  cent,  is  3  per  cent?  . 

Mr.  Starr.  That  is  exactly  so.  That  is  the  point  I  want  to  make. 
I  think  my  language  has  been  a  little  cloudy  tnere. 

Senator  Smoot.  If  it  is  $1,500,  3  per  cent  of  that  will  be  $45. 

Mr.  Starr.  The  average  income  of  the  nearly  18,000,000  families 
for  which  no  income  report  was  made  can  not  exceed  $1,500.  It  is, 
in  fact,  very  much  less  than  that.  The  reduction  of  their  buying 
power  by  10  per  cent  cuts  down  the  Nation's  production  by 
$2,700,000,000.  On  a  labor  cost  basis  of  50  per  cent  it  cuts  the  wage 
fund  of  American  labor  $1,350,000,000.  Whether  paid  by  this  famuy 
or  that  group  of  families  or  some  other  group  of  families,  those  are 
the  total  figures. 

Senator  Smoot.  Why  do  you  not  make  it  20  per  cent?  Then  it 
would  be  just  double  the  amount. 

Mr.  Starr.  My  dear  sir,  I  want  to  be  truthful  if  I  can. 

Senator  Smoot.  You  do  not  mean  to  say  that  the  sales  tax  is  going 
to  amount  to  10  per  cent? 

Mr.  Starr.  I  think  it  will  make  more  than  10  per  cent.  One  man 
said  yesterday  that  it  will  make  30  per  cent.  I  do  not  agree  with 
him.     I  say  10  per  cent. 

Senator  Smoot.  You  might  as  well  make  it  90  per  cent  and  you 
would  have  just  as  much  truth. 

Mr.  Starr.  Senator,  I  do  not  want  to  make  'this  proposition 
ridiculous.     I  am  trying  to  present  a  serious  argument. 

Such  an  annual  direct  loss  to  American  labor,  in  the  present  state 
of  industry,  would  result  in  serious  complications  of  existing  difficul- 
ties. 

Senator  Simmons.  To  whom  does  American  labor  lose  that?  To 
the  Government  ? 

Mr.  Starr.  It  does  not  lose  it  to  the  Government.  It  simply 
stops  employment.  A  man  does  not  lose  his  wages  to  the  Govern- 
ment when  he  gets  fired  and  does  not  get  any  more  wages.  The 
man  has  quit  his  job. 

Senator  Simmons.  You  do  not  mean  that  labor  would  have  to 
pay  that  amount  ? 

Mr.  Starr.  No,  sir;  labor  would  not  have  to  pay  it.  Labor  would 
simply  not  receive  it.     It  would  not  have  it  to  spend. 

Senator  Smoot.  Why  would  it  not  ? 

Mr.  Starr.  Because  they  do  not  get  it 

Senator  Smoot.  That  is  a  very  good  reason ;  but  why  do  thev  not 
get  it  ? 

Mr.  Starr.  Because  of  the  sales  tax.  Simply  because  the  com- 
modities they  would  produce  by  receiving  that  amount  of  wages 
are  not  produced  because  the  people  can  not  buy  them.  Produc- 
tion and  consumption  have  got  to  keep  even  pace  with  each  other. 
If  consumption  stops,  production  stops  automatically,  because 
one  will  not  produce  goods  that  he  can  not  dispose  of. 

Senator  McLean.  If  consumption  stops,  production  stops? 

Mr.  Starr.  That  does  not  necessarily  follow. 

Senator  McLean.  It  is  very  likely  to. 
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Mr.  Starr.  Yes;  it  is  very  likely  to.  That  may  be  assumed  as 
axiomatic. 

Senator  McLean.  That  is  a  point  you  would  want  to  consider  very 
seriously. 

Mr.  OTARR.  I  suggested  that  at  the  beginning. 

Senator  McLean.  You  have  to  have  the  goods  before  you  can  con- 
simie  them. 

Mr.  Starr.  Exactly. 

Senator  McLean.  And  if  this  shifting  of  the  excess-profits  tax  and 
the  surtaxes  should  finally  result  in  sustaining  profitable  employ- 
ment which  otherwise  could  not  be  had,  that  is  a  matter  that  you 
want  to  consider  pretty  seriously. 

Mr.  Starr.  That  is  very  true.  Right  on  that  point  I  want  to  say 
this,  that  the  Farmer-Laoor  Party  and  a  great  many  hundreds  of 
thousands  of  people  who  are  associated  with  it  seem  to  feel  that  the 
Government  has  oeen  farming  out  its  taxes  to  the  surplus  taxpayers. 
They  say,  ''Go  to  it,  now.  We  are  going  to  take  so  much.  You  get 
all  you  can.  You  profiteer  on  the  people  and  we  will  profiteer  on 
you.'' 

They  mav  be  very  much  mistaken  as  to  that  being  the  case. 

Senator  McCumber.  They  certainly  were  not  mistaken  during  the 
war  period. 

Mr.  Starr.  Very  truly.  It  takes  a  long  time  to  slow  down  from 
war  speed  to  peace  speed  on  propositions  of  that  kind. 

The  most  serious  aifSculty  connected  with  these  consequences  to 
my  mind  is  this:  In  the  present  state  of  industry  in  America  it  would 
tend  most  seriously  to  discredit  the  professions  of  parties,  professions 
of  their  oflScial  representatives,  and  breed  a  degree  of  suspicion  and 
distrust  that  would  be  a  menace. 

I  have  heard  it  suggested — of  course  it  would  not  apply  here,  and 
I  will  be  through  in  five  minutes,  Mr.  Chairman — ^that  most  politicians, 
using  the  word  in  its  notorious  sense,  which  does  not  apply  here,  of 
course,  regard  the  people  as  a  spendtnrif t  rake  regards  his  creditors, 
not  with  an  idea  of  how  much  he  can  do  for  them,  but  how  little  he 
can  satisfy  them  with,  how  small  is  the  amount  that  will  keep  the 
fellow  quiet  until  the  next  time. 

The  transfer  of  a  billion  or  billion  and  a  half  of  taxes  from  incomes 
chiefly  derived  from  monopoly  as  a  result  of  services  by  the  State  to 
the  grantees  of  monopoly  privileges  during  a  period  of  industrial 
stagnation  and  economic  stringency — the  transfer  of  those  taxes  from 
incomes  derived  from  monopoly  to  incomes  derived  from  personal 
labor  would  accentuate  the  dissatisfaction  with  the  material  results 
of  our  economic  and  political  system  and  also  would  develop  an 
environment  hostile  to  the  moral  progress  and  intellectual  expansion 
of  our  people. 

As  tnere  are  only  two  ways  to  acquire  wealth  and  as  there  are  only 
two  subjects  of  monoply,  there  are  only  two  generic  subjects  of 
taxation — only  two.  dohn  Bright  said  it  was  land  and  commerce. 
The  only  trouble  with  that  is  that  he  did  not  integrate  commerce  in 
its  proper  terms.     Those  two  subjects  are  land  or  labor,  privilege  or 

!)roperty.    Taxation  of  wealth  produced  by  labor  is  a  taxation  of 
abor,  whether  it  is  levied  by  the  State  in  the  form  of  a  tax  or  by  the 
possessors  of  privileges  granted  or  tolerated  by  the  State  in  the  form 


380  INTEBNAL  REVENUE. 

of  service  charges  that  are  very  largely  a  tribute  to  monopoly,  instead 
of  revenue  to  the  State. 

If  I  were  here  to  advocate  the  substitution  of  a  different  method  I 
would  elaborate  on  that,  but  that  is  not  why  I  am  here.  I  am  here  to 
show  you  why  the  Farmer-Labor  Party  beueves  that  the  adoption  of 
the  sales  tax  would  be  a  catastrophe  to  the  country  only  second  to 
the  catastrophe  of  the  war. 

Senator  Simmons.  You  understand,  or  at  least  I  understand,  and 
I  suppose  everybody  does,  that  the  sales  tax  is  proposed  as  a  substi- 
tute for  some  other  tax  that  we  have  now  ? 

Mr.  Stabr.  Yes,  sir. 

Senator  Simmons.  The  taxes  we  have  now  would  yield  the  four 
billions  that  the  Government  needs  ? 

Mr.  Starr.  Yes,  sir. 

Senator  Simmons.  And  the  proposition  of  the  sales  tax  is  funda- 
mentally that  it  takes  the  place  of  some  of  the  taxes  that  we  now  have 
that  will  probably  be  abolished. 

Mr.  Starr.  Yes,  sir. 

Senator  Simmons.  What  I  would  like  to  hear  you  upon  is  this: 
You  know  the  taxes  that  thej  propose  to  eliminate.  I  would  like 
to  have  you  discuss  the  question  of  whether  these  taxes  that  are  to 
be  eliminated  are  also  of  the  same  character  as  the  sales  tax  with 
reference  to  the  fact  that  the  sales  tax  has  to  be  paid  by  the  ultimate 
consumer.  Do  not  these  other  taxes  likewise  have  to  be  paid  by  the 
consumer?  I  do  not  mean  by  that  question  to  express  an  opmion 
myself,  but  I  am  trying  to  get  your  opinion. 

Mr.  Starr.  Exactly.  I  have  been  amazed  at  some  of  the  remarks 
which  have  been  made  here  by  witnesses  before  the  committee,  and 
also  I  have  been  a  little  shocked  at  suggestions  in  the  colloquies  that 
have  passed  between  Senators  here  on  the  stat'Cments  of  witnesses. 
Your  point  is  the  shiftabilityof  the  tax — the  evil  of  the  tax  on  account 
of  its  j)ossibility  of  being  transferred.     The  transference  of  a  tax 

Senator  Simmons.  Those  who  are  asking  the  repeal  of  these  taxes 
and  the  substitution  of  the  sales  tax  ther^or  contend  that  the  taxes 
that  are  to  be  repealed  are  consumption  taxes — or  more  oppressive 
consumption  taxes  than  the  sales  tax.  I  want  to  get  your  view  about 
that.     1  have  my  view,  and  I  would  like  to  have  yours. 

Mr.  Starr.  Very  well.  The  cutting  down  of  the  surplus  taxes— r 
and  that  is  what  you  mean,  the  surtaxes 

Senator  Simmons.  Surtaxes  and  excess-profits  taxes  and  certain 
luxury  taxes. 

Mr."  Starr  (continuing).  And  transferring  a  proportion  of  those 
taxes  as  they  now  stand  to  a  sales  tax  ?  The  proponents  of  a  sales 
tax  claim  that  the  very  evils  we  suggest  as  a  result  of  the  sales  tax 
exist  in  a  still  larger  degree  in  the  surtaxes  and  surplus  income  taxes. 

Senator  Smoot.  That  is  not  the  argument  at  all.  I  have  never 
claimed  it  at  all  and  never  thought  it,  and  I  do  not  think  any  member 
of  the  committee  that  is  in  favor  of  a  sales  tax  believes  such  a  thing 
as  to  the  income  tax. 

Mr.  Starr.  That  it  is  transferable  ? 

Senator  Smoot.  Of  course  it  is  not.  And  not  only  that,  but  I 
want  to  state  to  the  Senator  that  statement  after  statement  has  been 
made  to  the  committee  that  the  only  reason  the  higher  .brackets  of 
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the  income  tax  should  be  lowered  at  all  is  not  to  relieve  the  rich  man 
of  paying  a  tax,  but  putting  him  in  a  position  where  he  can  not  buy 
tax-exempt  bonds  and  escape  taxation. 

If  you  will  take  the  excess-profits  tax  and  these  other  excise  taxes 
that  are  paid,  then  there  is  a  question  as  to  whether  they  should  &;o 
on  to  the  consumer.  The  proponents  of  the  sales  tax  say,  '^  We 
claim  that  the  sales  tax  is  paid  oy  the  ultimate  consumer.  We  also 
claim  that  the  excess-profits  tax  and  these  other  excise  taxes  are 
paid  by  the  ultimate  consumer,  only  in  a  modified  form.'' 

Mr.  Starr.  I  get  you. 

Senator  Simmons.  There  is  a  question  I  want  to  ask  Senator  Smoot 
in  that  connection.  If  a  tax  is  imposed  upon  the  income  of  a  cor- 
poration, do  you  not  believe  that  the  corporation  would  estimate 
the  amount  of  that  income  tax  and  would  carry  that  to  overhead  ? 

Senator  Sm(X)t.  Yes. 

Senator  Simmons.  And  if  it  goes  to  overhead  it  would  be  trans- 
mitted to  the  consumer. 

Senator  Smoot.  Any  tax  that  is  imposed  upon  business  is  counted 
in  the  overhead  expenses  of  business. 

Mr.  Starr.  Surely,  and  supported  by  receipts  for  commodities 
sold. 

Senator  Watson.  Do  you  or  not  believe  that  the  excess-profits 
tax  is  passed  on  to  and  paid  by  the  ultimate  consumer  ? 

Mr.  Starr.  I  certainly  do.  The  claim  is  made  that  it  is  more 
burdensome  to  the  ultimate  consumer  than  the  proposed  sales  tax. 
I  doubt  it.  ^  The  very  source  of  the  propaganda  in  support  of  the  sales- 
tax  proposition  is  a  denial  of  it. 

Senator  Smoot.  I  do  not  know  what  you  mean  by  propaganda. 
As  far  as  I  am  concerned,  I  have  believed  in  a  sales  tax  for  a  good 
many  years,  and  there  is  no  propaganda  that  brought  it  to  my  atten- 
tion. 

Mr.  Starr.  All  right.  I  accept  the  Senator's  disclaimer  as  to  that; 
but  the  Senator  is  perfectly  familiar  with  the  fact  that  page  after  page 
in  the  metropolitan  press  has  been  carried  in  arguments  supporting  the 
sales  tax  proposition  and  signed  by — well,  the  National  Bank  of  Com- 
merce of  riew  York  in  its  March  issue,  I  think,  had  a  13-page  article 
proving  to  its  own  satisfaction  that  there  is  absolutelv  no  escape  from 
a  sales  tax.  It  was  written  by  Prof.  Henry  A.  E.  Cfnandler,  Ph.  D., 
economist.  It  is  as  necessary  now  for  a  bank  to  have  an  economist 
as  it  is  to  have  a  janitor  or  a  teller.  I  do  not  know  just  what  the 
meaning  of  ''Ph.  D."  is  added  to  the  statement,  but  here  are  13  or  14 
pages  devoted  to  the  proposition  that  a  sales  tax  is  absolutely  neces- 
sary in  order  to  save  the  Nation  from  bankruptcv. 

The  very  source  of  propaganda  in  support  oi  it,  Senator,  to  my 
mind,  is  the  demonstration  of  its  evil  intent. 

Senator  Smoot.  You  have  made  up  your  mind  upon  the  source  of 
the  p  ropaganda  ? 

Mr.  Starr.  Not  at  all.  I  will  defy  any  competent  economist  to 
take  that  article  and  not  be  able  to  drive  through  it  with  a  coach  and 
four  on  every  page. 

Senator  Smoot.  That  may  be.  I  have  not  seen  it,  so  I  do  not 
know. 
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STATEMENT   OF  A.  E.  RHODES,  AMEBICAK  LA  FRANCE  FIBE 

ENGINE  CO.,  ELHIBA,  N.  T. 

Mr.  Rhodes.  I  am  not  really  here  representing  the  company  I  am 
with,  or  even  the  industry.  Tne  point  1  wish  to  come  to  relates  to  a 
certain  technical  feature  relating  to  the  sale  of  goods  to  municipalities. 

Under  the  excise  tax  of  3  per  cent  upon  automobiles,  we  ran  into 
a  constitutional  question,  and  we  are  apt  to  run  into  the  same 
question  on  the  sales  tax.  I  did  not  appear  to  argue  at  all  about  the 
sales  tax.  I  do  not  believe  in  it,  I  am  frank  to  say,  and  I  am  equally 
frank  to  say,  further,  we  have  no  difficulty  in  passing  the  sales  tax: 
along;  I  am  quite  convinced  of  that. 

Senator  La  Follette.  What  business  are  vou  engaged  in? 

Mr.  Rhodes.  I  am  engaged  in  the  manufacture  of  fire  engines^ 
but  I  have  heard  it  said  the  tax  was  passed  to  the  consmner.  I  do  not 
think  that  is  quite  correct.  We  do  not  always  pass  it  to  the  consumer^ 
but  we  do  always  pass  it  along,  not  always  by  increasing  the  price. 
That  point  is  not  at  issue. 

I  think  also  that  the  other  feature  of  the  tax,  those  terrific  legal 
bills,  which  have  run  into  thousands  of  dollars  will  run  into  the  hun- 
dreds of  thousands  of  dollars.  I  think  the  industry  equally  passea 
that  on. 

I  should  like  to  relate  for  just  a  moment  what  happened  under  the 
excise  tax,  in  order  to  give  my  point  of  view.  Wnen  that  tax  was 
passed  in  October  3,  1917,  we  paid  the  tax  for  some  three  or  four 
months  under  protest,  claiming  that  a  fire  engine  was  not  an  auto- 
mobile; that  there  came  a  point  in  the  construction  of  a  .fire  engine 
when  it  ceased  to  be  an  automobile  and  taxable  under  the  excise 
tax;  furthermore,  that  sales  to  a  municipality  were  not  taxable. 
The  Treasury  Department  sustained  both  of  those  claims  and  refunded 
the  tax  paid  along  in  1918.  So  we  proceeded  on  the  theory  that 
there  was  no  tax,  but  I  am  frank  to  say  now  that  the  industry  feared 
that  that  might  be  reversed,  and  it  is  my  belief  we  were  still  shifting 
that  tax  all  of  that  time  or  a  very  large  part  of  it,  one  way  or  another, 
because  you  can  shift  a  contingency  just  as  well  as  an  actual  tax. 

Then  we  came  along  into  late  1919,  when  the  Attorney  General 
ruled  that  a  sale  to  a  municipality  was  taxable,  and  the  Treasury 
Department  broadened  out  and  very  materially  changed  the  defini- 
tion of  automobiles  so  that  at  least  a  great  biilk  of  the  fire  engines 
previously  exempt  were  now  taxable,  and,  of  course,  the  tax  was 
assessed  and  collected  retroactively.  So  we  have  put  up,  as  I  say^ 
about  $600,000  at  the  present  time  in  taxes. 

We  are  now  suing  in  the  United  States  court  to  settle  that  ques- 
tion, not  so  much  because  we  care  whether  there  is  a  tax,  as  we  pass^ 
it  along,  but  because  you  can  not  continue  in  business  with  unsolved 
problems.  If  we  win  that  suit  and  get  that  money  back  we  do  not 
Know  what  we  will  do  with  it-  We  will  probably  keep  it,  because  I 
have  no  idea  from  whom  we  collected  it.  It  seems  to  me  if  we  are  to 
pass  a  sales  tax  law  we  will  pass  along  the  tax,  and  as  a  business  man 
1  think  we  pass  along  every  tax  except  the  excess-profits  tax.  We 
will  pass  the  sales  tax  along.  We  may  run  into  another  string  of 
administrative  decisions  that  are  unavoidable.  We  will  be  collecting 
the  tax  as  a  contingency,  and  we  will  be  running  along  5  or  10  years 
in  the  Supreme  Court,  and  it  will  cost  us  probably  hundreds  of 
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thousands  of  doUajis  before  we  are  through,  and  we  will  have  that 
same  difficulty  to  so  through  again. 

I  do  not  pretena  to  say  wheuier  it  is  possible  to  exempt  munici" 
palities  from  the  sales  tax,  whether  it  would  be  possible  to  make  a 
provision  that  the  tax  should  not  apply  to  sales  to  municipalities 
imtil  this  constitutional  question  is  settled,  or  whether  that  is  not 
possible.  It  would  suit  me,  from  the  point  of  view  I  am  taking  here,  if 
the  bill  in  some  way  could  raise  the  issue  squarely.  It  is  the  uncer- 
tainty— so  expensive,  so  uncertain,  so  imjust — and  I  think  that  if 
that  issue  had  been  met  clearly  and  squarely  on  October  3,  1917,  in 
that  revenue  act  we  would  have  had  it  through  the  Supreme  Court 
by  this  time,  and  had  a  decision. 

If  we  can  not  exempt  the  sales  in  this  particular  instance,  I  wish 
something  could  be  done  to  raise  that  issue  so  squarely  that  we  can 
come  before  the  court  and  settle  it  either  by  administrative  decision 
in  a  clean-cut  way  or  else  by  our  own  initiative  come  before  the 
court. 

Senator  La  Follette.  I  understood  you  to  say  that  the  excess-, 
profits  tax  could  not  be  passed  along  ? 

Mr.  Rhodes.  Nor  the  surtax  on  income;  any  tax  on  diflferential 
advantage.  We  do  pass  the  tariff,  excise  tax,  corporation  stock 
tax,  income  taxes.  So  far  as  the  income  taxes  are  concerned,  they 
are  promptly  shifted  in  one  way  or  another;  that  is,  the  business 
man  promptly  proceeds  to  pass  them  along,  because  everyone  in  his 
field  of  competition  is  subject  to  the  same  influences.  However,  if 
you  tax  him  on  a  differential  of  advantage  that  he  has  over  the  other 
fellow,  if  he  is  the  low-cost  producer,  as  we  are  in  my  particular 
concern,  we  are  helpless  and  we  can  not  pass  the  tax  along;  that  is,  a 
tax  on  that  differential  advantage. 

Senator  McCumbee.  That  is  conditioned  on  both  selling  at  a  very 
reasonable  rate — that  is,  selling  so  they  can  make  only  a  reasonable 
return  ? 

Mr.  Rhodes.  Yes ;  as  a  trade  considered  as  a  whole. 

Senator  McCumber.  Suppose  here  is  a  corporation  which  has 
been  making  20  or  30  per  cent  right  along  for  years,  and  you  enact 
a  law  for  taxing  in  excess  of  over  10  per  cent,  and  they  find  the  trade 
will  back  it  up.  Will  not  those  corporations  raise  theur  prices  to  take 
care  of  that  excess  profits  tax,  in  order  that  they  may  still  reap  the 
30  or  40  per  cent  ? 

Mr.  Rhodes.  The  only  thing  that  permits  them  to  do  that  is  to 
obtain  a  situation  in  the  entire  industry  where  the  high-cost  pro- 
ducer, the  fellow  on  the  margin,  can  be  brought  into  the  room  and 
talked  to.  But  that  is  not  fashionable  at  the  present  time  under 
the  antitrust  acts.  The  absolute  result  of  competition,  as  I  see 
it,  is  that  so  long  as  you  do  not  have  a  monopoly — and  if  vou  do 
have  a  differential  advantage,  a  tax  on  that  can  not  be  shifted — ^if 
you  had  a  monopoly  created  artificially,  such  as  you  described,  then 
you  would  perhaps  shift  part  of  it,  but  you  can  not  get  a  very  large 
amount  in  price.  Monopoly  prices  are  already  at  the  point  where 
they  are  bringing  the  greatest  return.  You  probably  would  shift 
in  other  directions,  change  the  volume  of  busmess,  cost,  expenses, 
cut  in  wages — you  would  recover  it  to  a  certain  extent,  but  such  a 
perfect  monopoly  I  have  never  seen  in  my  experience. 
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Senator  McCumber.  If  the  business  were  such  that  the  public 
would  bear  to  pay  the  extra  charge  to  cover  the  excess  by  the  person 
who  is  producmg  cheaply,  he  would  take  advantage,  would  he  not, 
and  put  his  goods  up  to  jowrs  ? 

Mr.  Rhodes.  It  is  the  man  on  the  margin  who  is  really  setting 
the  price;  the  high-cost  producer  is  the  man  on  the  margin. 

I  might  give  you  an  illustration  in  this  way:  Let  us  take  the  rubber 
industry^  and  let  us  suppose  that  the  price  of  crude  rubber  in  the 
market  is  50  cents  a  pomid.  Let  us  suppose  every  manufacturer 
of  rubber  goods  pays  that  price  except  one,  and  that  for  some  reason 
or  other  he  can  get -rubber  at  25  cents;  that  is  his  differential  advan- 
tage, whether  he  grows  the  rubber,  or  steals  it,  or  obtains  it  in  some 
other  way.  As  long  as  you  tax  him  on  the  difference  between  that 
25  and  50  cents  he  is  powerless.  The  other  trade  is  going  right 
along,  operating  its  busmess,  because  it  is  in  a  normal  condition. 
If  you  tax  that  differential  advantage  he  can  not  recover. 

The  same  point  relates  to  wages.  Cutting  wages,  of  course,  is 
one  of  the  favorite  methods  of  shifting  a  tax.  Take  common  labor, 
for  example:  The  income  tax,  we  will  say,  does  not  touch  common 
labor,  wmch  in  my  city  at  the  present  time  is  receiving  40  cents  an 
hour.  It  so  happens  that  in  my  particular  concern  we  are  paying 
common  labor  55  cents  an  hour.  If  you  pass  an  excess-profits  tax 
in  a  sense  that  it  touches  that  common  labor  between  40  and  55 
cents,  which  is  receiving  15  cents  above  the  market,  and  the  Govern- 
ment is  going  to  take  that,  he  is  powerless. 

The  common  laborer  does  not  know  that  that  act  was  passed.  He  is 
scot  free  at  40  cents  an  hour.  But  the  man  who  is  getting  55  cents 
an  hour  comes  to  his  employer  and  says, '  'Here,  all  of  a  sudden  I  have 
been  taxed  15  cents  out  oi  that  55,  which  was  my  differential,  and 
that  hurts  me  and  I  ought  to  get  it  back.''  Any  employer  imme- 
diately says,  '*  We  can  get  all  the  common  labor  we  want  at  40  cents. 
You  have  not  any  sound  ground  of  complaint.  You  had  better  be 
satisfied  with  what  you  are  getting.  We  are  willing  to  pay  above 
the  common  labor  market,  but  be  hanged  if  we  will  pay  the  taxes  the 
Government  imposes.''  In  other  words,  he  has  a  differential  advan- 
tage which  he  can  not  replace.  There  is  only  one  way  he  can  possibly 
replace  it  and  that  is  by  becoming  a  better  man. 

But  the  point  I  wish  to  bring  out  is  that  we  are  spending  a  tremen- 
dous amount  of  money  and  going  to  be  involved  for  years  in  litigation. 
We  do  not  know  where  we  are  going  to  come  out.  There  are  going  to 
be  millions  hung  up  in  the  air,  and  who  is  goin^  to  get  those  millions 
I  have  not  the  slightest  idea,  and  I  wish  something  could  be  done  to 
raise  that  issue  so  signally  that  it  would  prevent  another  situation  of 
that  same  kind  arising. 

STATEMBNT  OF  JOHN  BBATBHAW,  NATIONAL  ASSOCIATION  OF 

RETAIL  OBOCEItS,  WASHINGTON,  D.  C. 

The  Chairman.  You  reside  in  Washington,  Mr.  Brayshaw — for 
the  record.     What  is  your  business  ? 

Mr.  Brayshaw.  I  am  a  retail  grocer. 

The  Chairman.  Do  you  represent  yourself  or  any  association  ? 

Mr.  Brayshaw.  I  represent  the  National  Association  of  Retail 
Grocers,  with  State  organizations  in  42  States  and  the  District  of 
Columbia. 
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The  Chaibhan.  Are  you  an  official  in  that  organization? 

Mr.  Bratshaw.  I  am  chairman  of  the  le^lative  committee. 

The  Chairman.  And  also  you  are  in  busmess  as  a  grocer  here  in 
Washington  ? 

Mr.  Brayshaw.  Yes,  sir;  I  was  president  of  the  local  association 
for  five  years  up  to  last  January. 

The  (5hairman.  Will  you  state  briefly  to  the  committee  your  views 
on  the  sales  tax,  which  1  believe  you  want  to  address  yourself  to  ? 

Mr.  Brayshaw.  The  National  Association  of  Retad  Grocers  has 
not  held  a  meeting  to  become  thoroughly  famihar  with  this  tax. 
We  only  know  it  as  a  tax  on  turnover,  and  we  suppose  that  the  tax  is  1 
per  cent.  The  executive  committee  of  the  association  is  opposed  to 
this  thing,  because  they  are  opposed  to  being  placed  in  the  position 
of  tax  collector  if  it  can  possibly  be  avoided.  We  have  the  record 
of  the  unpopularity  of  tax  collectors  2,000  years  ago,  and  while  the 
grocers  may  be  still  sinners,  we  do  not  care  to  have  them  publicans 
also. 

The  tax,  it  seems  to  us,  would  be  rather  indefinite  because  of  the 
number  of  times  it  might  be  levied,  and  the  amount  of  money  that 
it  might  produce  is  rather  vague;  and  for  that  reason  we  have  grave 
doubts  that  it  would  accomplish  the  purpose  for  which  it  is  proposed, 
and  whether  it  would  afford  the  relief  tnat  it  is  hoped  by  tne  repeal 
of  other  measures  of  taxation. 

I  was  speaking  to  a  man  this  morning  and  he  said,  '^The  sales  tax 
means  to  put  a  tax  on  the  poor  and  take  it  off  of  the  rich.'' 

Another  man  said :  '^  I  did  $350,000  worth  of  business  last  year,  and 
made  $6,000,  after  paying  $2,100  in  taxes,  income  and  excess  profits, 
and  if  I  had  had  to  Have  paid  this  1  per  cent  tax  that  would  have 
only  left  me  $2,500  on  $350,000.'' 

If  this  sales  tax  should  become  a  law,  we  are  opposed  to  the  present 

*  form,  to  any  exemptions,  because  that  would  exempt  every  huckster 

who  imagined  that  he  did  less  than  $6,000  worth  of  business;  he 

would  keep  no  record  of  it.     It  would  exempt  every  fruit  peddler 

and  practically  all  of  the  stores  that  are  open  at  night. 

It  would  exempt  the  farmer  who  retails  his  stuff  from  door  to  door, 
and  retail  dealers  in  perishable  goods  are  not  in  the  condition  to  face 
this  unfair  competition.  If  this  sales  tax  law  is  enacted,  we  are 
unreservedly  opposed  to  any  exemptions. 

We  feel  that  the  accusation  that  was  brought  against  the  tax 
collectors  of  old  would  be  brought  against  the  retailers  to-day  if  they 
were  allowed  to  collect  this  as  a  hidden  tax  and  pay  it  themselves. 
We  feel  that  if  this  law  is  passed  it  should  make  it  obUgatory  to  let 
the  purchaser  pay  the  tax  as  a  tax,  and  we  believe  the  only  way  to 
assure  the  collection  would  be  to  make  it  compulsory  that  stamps  be 
applied  to  the  bill  or  the  purchase  by  every  vendor  of  merchandise; 
and,  as  I  said,  while  we  oppose  having  to  do  this,  if  this  is  a  tax  that 
must  be  levied,  we  request  that  no  exemptions  be  made,  and  that 
every  dealer  of  anv  size  must  either  affix  nis  tax  stamps  to  his  bill, 
or  to  the  article  tnat  is  sold,  and  that  this  must  be  collected  as  a 
special  item. 

I  do  not  think  there  is  anything  more  I  could  say  to  you. 

One  of  the  difficulties  we  have  thought  of  is  that  in  the  ordinary 
retail  grocery  store  75  per  cent  of  the  purchases  are  less  than  50  cents. 
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I  do  not  mean  75  per  cent  of  the  sales  of  the  business  is  less  than 
50-cent  sales,  but  what  I  mean  is  that  we  have  so  many  sales  such  as 
1  cake  of  soap,  1  pint  of  milk,  or  1  can  of  tomatoes,  or  small 
items  like  that,  and  that  at  least  75  per  cent  of  our  sales  would  be 
less  than  50  cents,  and  the  imposition  of  a  cent  on  these  small  items 
would  work  a  hardship  on  the  class  of  people  who  are  the  least  able 
to  stand  it.  You  know  the  shopper  wno  Duys  10  or  15  or  20  cents 
worth  is  usually  the  person  who  nas  not  means,  and  that  feature  of 
it  we  feel  woula  work  a  hardship  on  a  ^eat  number  of  poor  people. 

Senator  Dillingham.  Under  those  circumstances,  would  not  the 
imposition  of  a  stamp  be  rather  burdensome  to  the  retailer  ? 

Air.  Brayshaw.  Yes;  it  would  be  burdensome,  but  we  feel  that 
that  is  the  only  way  to  do  it. 

Senator  McLean.  You  would  not  have  any  monthly  accounts  less 
than  a  dollar  ? 

Mr.  Brayshaw.  No,  sir. 

Senator  McLean.  You  would  not  have  any  trouble  there,  no 
matter  how  small  the  separate  purchases  might  be  on  your  monthly 
accounts  ? 

Mr.  Brayshaw.  No;  on  monthly  accounts,  say,  for  $52.50,  a 
53-cent  stam{)  would  be  fixed  on  the  statement,  and  we  would  expect 
that  to  be  paid,  and  it  would  be  paid.  But  the  size  of  our  sales  we 
feel  would  make  this  tax  burdensome  on  a  few,  and  we  do  not  believe 
that  with  the  competition  we  have,  if  it  was  done  in  any  other  way 
than  by  the  affixing  of  stamps,  that  it  would  be  paid  at  all. 

Senator  Smoot.  If  you  leave  it  to  the  stamp,  you  know  very  well 
you  would  not  put  a  stamp  on  every  loaf  of  bread  or  cake  oi  soap 
that  you  refer  to;  it  is  not  done  to-day.  You  are  losing  to-day 
through  what  little  stamp  tax  we  have  more  than  a  third  of  the 
amount  that  ought  to  be  collected.  You  recommend  that  stamp  . 
business  more  to  cast  discredit  upon  the  sales  tax  bill  than  for  any 
other  purposes. 

Mr.  Brayshaw.  No,  sir;  we  recommend  the  stamp  tax  in  order 
to  let  the  people  know  they  are  paying  this  as  a  tax,  and  when  the 
stamp  goes  on  they  have  paid  this  as  a  tax. 

Senator  Smoot.  They  will  know  if  they  pay  it,  and  if  you  are  held 
responsible  to  collect  it  they  will  know  it  all  right;  ana  we  are  not 
trymg  to  evade  that  question  at  all. 

Mr.  Brayshaw.  We  want  the  law  made  so  that  it  will  be  collected 
as  a  separate  item,  at  least. 

Senator  Smoot.  You  will  pay  it  as  a  separate  item  and  you  will 
collect  it  as  a  separate  item. 

STATEMENT  OF  BOBEKT  G.  WILSON,  WASHINGTON,  D.  C,  BEPBE- 
6ENTING  THE  AMERICAN  MINING  CONGRESS. 

Senator  Watson.  Please  state  your  full  name  to  the  conmwttee. 

Mr.  Wilson.  Robert  G.  Wilson.  I  am  chief  of  the  tax  division  of 
the  American  Mining  Congress,  which  is  the  national  organization  of 
the  mining  industry. 

My  purpose  in  appearing  here  is  not  to  urge  the  consideration  of 
any  particular  plan,  but  rather  to  indicate,  if  possible,  the  feasi- 
bility of  actually  reducing  the  tax  burden. 
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To  conserve  the  time  of  your  committee  I  have  hastily  prepared 
a  statement  which  is  before  you,  and  I  merely  wish  to  take  a  few 
minutes  to  elaborate  upon  that. 

A  year  a^o  last  April  the  American  Mining^  Congress,  the  American 
Petroleum  Institute,  and  the  National  Industrial  Conference  Board 
jointly  called  the  first  National  Industrial  Tax  Conference  at  Chicago^ 
at  which  time  a  committee  of  15  was  named  to  investigate  the  prob* 
lem  of  Federal  tax  revision  and  to  make  its  report. 

As  a  result  of  the  calling  of  the  second  conference  in  New  York 
last  October  and  the  third  in  New  York  last  January,  that  report 
has  been  completed  and  has  been  made  available,  and  I  understand 
copies  are  in  the  hands  of  the  committee.  If  not,  I  shsJl  be  glad  to 
see  that  they  are  in  the  hands  of  th^  committee. 

I  am  not  here  authorized  to  speak  for  that  Committee.  I  had  the 
privilege  of  sitting  with  the  committee  in  its  deliberations.  I  know 
now  they  arrived  at  their  conclusions.  I  merely  wish  to  touch  for 
a  few  moments  on  the  primary  findings  of  that  committee  in  the 
published  report. 

First,  these  are  recommendations  respecting  loss  of  income. 

We  reconmiend,  first,  the  repeal  of  the  exoess*profits  tax,  repre* 
sen  ting  $520,000,000. 

Second,  the  reduction  of  surtaxes  involving  a  loss  of  $200,000,000. 

Third,  a  provision  as  follows: 

A  net  business  loss  for  any  year  should  be  deductible  from  income 
of  the  succeeding  year  to  the  extent  that  the  income  of  the  preceding 
year  is  insufficient — involving  a  loss  of  $50,000,000. 

Those  figures  were  confirmed  to  me  yesterday  by  Mr.  McCoy. 
That  is  a  total  of  $770,000,000. 

At  Denver  last  November  the  American  Mining  Congress  in  its 
annual  convention  adopted  a  resolution  recommending  the  repeal  of 
the  excess-profits  tax.  Because  the  conference  committee  report 
was  not  completed  at  that  time  we  were  not  prepared  to  recommend 
a  specific  suDstitute.  There  seemed  to  be  a  tacit  understanding  at 
the  convention  that  our  tax  committee  and  the  industry  it  represents 
would  largely  abide  by  the  findings  of  that  committee. 

We  adopted  another  resolution  recommending  to  Congress  the 
creation  ot  a  Federal  war-tax  settlement  board  to  pass  uppn  and 
settle  complex  tax  cases  consequent  upon  the  war-time  period,  also 
with  specinc  powers  to  compromise  in  simple  equity  the  more  com- 
plex cases  that  do  not  appear  to  be  susceptible  of  any  other  determina- 
tion. () 

A  gentleman  appearing  before  you  the  other  day  stated  that  there 
are  between  $2,300,000,000  and  $3,300,000,000  of  taxes  remaining 
to  be  collected.  I  think  that  estimate  is  a  little  rash.  I  come  fre- 
auently  in  contact  with  the  Revenue  Bureau  authorities.  I  place 
the  figure  roughly  between  $1,000,000,000  and  $2,000,000,000,  prob- 
ably m  excess  of  $1,500,000,000. 

Unless  some  radical  steps  are  taken  immediately  a  large  proportion 
of  that,  or  a  fair  proportion  of  it,  probably  20  per  cent  or  more,  will 
never  be  collected.  There  are  assessments  going  out  that  never  will 
be  paid.  Business  has  become  impatient.  We  feel  that  something 
should  be  done,  and  we  think  the  remedy  lies  in  the  creation  of  some 
tax  settlement  board  such  as  we  propose.       .-x 
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We  have  no  pride  of  opinion.  That  may  not  be  it.  We  merely 
wish  to  recommend  to  your  committee  the  consideration  of  the  sub- 
ject and  a  thorough  investigation  leading  as  quickly  as  possible  to 
some  action  in  the  matter. 

Second,  we  earnestlj  reconmiend  that  there  be  some  investigation 
immediately  of  conditions  prevailing  in  the  Internal  Revenue  Bureau, 
particularly  the  income-tax  unit.  They  have  to-day  5,500  employees, 
the  average  wage  of  whom  is  only  SI, 650  per  annum. 

That  is  a  matter  that  perhaps  should  come  more  appropriatelv 
before  the  Civil  Service  Committee,  but  dealing,  as  we  believe,  witn 
an  emergency  in  the  revenues,  we  only  want  a  few  minutes  to  call 
tiiat  to  your  attention. 

The  turnover  in  the  Revenue  Bureau  last  year  in  the  income-tax 
unit  was  about  100  pet  cent.  If  we  eliminate  all  the  interdepart- 
mental transfers,  the  total  influx  and  outgo  were  about  37  per  cent. 
That  means  that  37  per  cent,  constituting  almost  entirely  the  most 
able  men  they  have  in  the  department,  have  gone.  There  have 
been  no  promotions  since  April  1. 

Senator  Curtis.  Is  not  tnat  brought  about  by  the  stringent  rules 
they  have  in  reference  to  employment  ?  In  their  accounting  division 
you  have  got  to  have  a  man  who  is  an  expert  accountant,  who  has 
graduated  from  some  school,  and  who  has  had  two  years'  experience 
m  double-entry  bookkeeping,  and  who  can  get  more  salary  outside. 
Yet  that  kind  of  a  man  or  woman  is  not  needed.  Probably  an  ordi- 
narv  bookkeeper  could  do  the  work,  or  an  ordinary  accountant, 
without  having  all  this  experience  and  having  a  certificate  from  a 
school  of  two  years'  experience  in  double-entry  bookkeeping. 

Mr.  Wilson.  Senator,  they  have  what  they  call  a  Kindergarten 
in  the  Revenue  Bureau,  holding  classes  daily.  They  have  found  it 
necessary  to  train  their  own  men.  They  have  not  the  funds  necessary 
to  bring  in  the  high-priced  men. 

Senator  Curtis.  Just  the  other  day  I  took  a  man  there  who  had 
graduated  from  a  school,  and  he  had  only  had  one  year's  experience 
m  double-entry  bookkeeping,  but  had  had  a  year's  experience  in  a 
bank.  They  refused  to  employ  him,  and  he  was  glad  to  work  for  the 
money. 

Mr.  Wilson.  I  do  not  understand  that. 

Senator  Smoot.  We  understand  something  about  the  conditions 
down  there,  and  we  know  why  they  are.  Your  statement  does  not 
take  into  consideration  the  conditions  existing  there.  Most  of  the 
turnover  was  due  to  the  fact  that  the  employees  become  educated  in 
the  work,  and  just^  soon  as  they  are  educated  they  want  to  leave 
and  go  home  and  open  an  office  and  make  three  or  four  times  the 
amount  of  money  they  can  earn  in  the  Government  service  by  getting 
business  concerns  in  the  towns  in  which  they  live  to  employ  them 
and  give  them  so  much  or  a  certain  per  cent  of  what  they  save  by 
making  out  the  returns  so  that  they  will  be  acceptable  to  the 
department. 

Mr.  Wilson.  Exactly,  Senator  Smoot. 

Senator  Smoot.  That  is  what  it  is;  and  we  can  not  meet  that 
situation  here  by  paying  higher  wages. 

Mr.  Wilson.  I  thmk  it  can  be  partially  met,  if  you  will  pardon  me. 

Senator  La  Follette.  I  would  like  to  hear  what  you  nave  to  say 
about  that. 
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Mr.  Wilson.  I  coul^  give  vou  the  names  of  a  doaen  men,  some  of 
them  the  most  able  men  in  the  bureau,  who  expect  to  leave  on  July 
1  if  no  promotions  are  made  at  that  time.  Those  men  would  stav 
indefinitely  for  $4,000  a  year  or  $5,000  ayear.  They  will  be  worth 
$5,000,000  a  year  to  the  Government.  Tiiey  have  pledged  me  per- 
sonally that  tney  will  stay. 

I  should  like  to  say  that  there  have  been  no  promotions  since  April 
1,  and  there  will  be  none  on  July  1  unless  funds  are  available,  and 
there  seems  to  be  no  hope  of  that.  If  no  salary  increases  are  made 
a  veritable  army  will  go  out.  They  are  three  years  back  in  their 
field  work.  They  have  only  2,600  men  out  m  the  field  to-day. 
The  average  salary  is  less  than  $2,000  a  year.  The  average  salary 
of  the  technical  men — and  when  I  say  technical  men  I  mean  the 
divisional  heads,  the  sectional  heads,  the  engineers,  and  the  auditors^ 
running  from  $1,800  a  year  up — ^is  only  two  thousand  one  hundred 
and  fifty  per  annum.  Naturally,  as  §^aator  Smoot  suggests,  the 
Revenue  Bureau  can  not  hold  them.     That  is  absolutely  true. 

Despite  this,  the  Revenue  Bureau  has  been  collecting  as  high  as 
$50,000,000  a  month  in  additional  taxes.  Last  quarter — the  quarter 
ended  March  31 — the  total  collection  of  the  additional  tax  wa» 
$106,000,000.  It  is  running  to-day  between  thirty  million  and 
thirty-five  million  dollars.  It  has  run  as  high  as  $50,000,000.  It  is 
recedfing  now,  because  the  bureau  is  gradually  reaching  the  most 
complex  cases. 

Senator  Jones  the  other  day  inquired  to  what  extent  the  invested 
capital  of  corporations  had  been  determined.  I  investigated  that. 
I  nnd  that  for  the  year  1917  alone  there  are  over  50,000  corporations 
whose  invested  capital  has  not  yet  been  determined. 

Senator  Curtis.  How  many  ? 

Mr.  Wilson.  Over  50,000. 

Senator  La  Foixette.  For  what  year? 

Mr.  Wilson.  1917;  1918  has  been  touched  to  some  extent  in  con- 
nection with  the  audit  of  1917;  1919  has  been  barely  scratched. 
Fifty  per  cent  of  the  returns  for  1918  have  not  been  touched  at  all. 
Ninety  per  cent  of  the  returns  for  1919  have  not  been  touched. 

At  this  juncture  I  should  like  to  interpolate  a  few  words  of  a  state- 
ment by  Dr.  Adams  before  the  House  Ways  and  Means  Committee 
last  December: 

We  miist  use  the  larger  portion  of  the  force  and  all  the  brains  we  can  get,  and  more 
if  we  can  possibly  get  nola  of  them,  to  get  through  with  the  audit  of  tax  returns  now 
in  the  bureau  for  the  calendar  years,  1917,  1918,  and  1919.  In  other  words,  if  the 
Bureau  of  Internal  Revenue,  with  the  favor  of  Almighty  God  and  all  the  ability  and 
talent  it  can  possibly  procure,  gets  through  the  next  two  or  three  years  under  any 
administration  and  unaer  any  party  without  a  breakdown  I  shall  thank  God. 

And  that  situation  has  become  considerably  more  serious  to-dav. 

Senator  Watson.  I  imagine  that  this  will  all  be  considered  by 
Senator  Smooths  Committee  on  Reorganization  when  the  time  comes. 

Senator  La  Follette.  Well,  some  of  the  rest  of  us  may  want  some 
information. 

Senator  Watsox.  I  hope  we  can  get  it. 

Senator  La  Follette.  And  we  do  not  want  to  have  to  depend  upon 
one  or  two  members  of  the  Senate  who  assume  to  know  all  about 
everything  pertaining  to  the  employees  of  this  Government. 

Mr.  Wilson.  My  purpose  in  appearing  before  the  Senate  Finance 
Committee  to-day  is  just  because  of  the  hope  that  something  might 


390  INTERNAL.  REVENUE. 

be  done  before  the  general  revenue  prog^'ani.^  An  investigation  I  am 
quite  sure  would  confirm  these  facts.  The  figures  that  I  have  quoted 
here  are  absolutely  official.  They  were  given  to  me  by  the  head  of 
the  income-tax  unit,  Mr.  Batson.  That  unit  is  auditing  100,000 
returns  per  month.  In  the  last  quarter  1,118,000  pieces  of  mail 
passed  through  their  hands.  Twenty-eight  hundred  claims  for  abate- 
ment or  refund  are  being  adjusted  weeWfy. 

There  is  another  consideration  that  I  should  like  to  inject.  Purely 
from  personal  observation  and  without  being  spectacular  at  all,  I 
should  like  to  draw  a  comparison. 

The  San  Francisco  fire  cost  $300,000,000.  The  average  annual 
fire  losses  in  the  United  States  to-day  of  property  is  about  $270,- 
000,000.  If  a  firebrand  were  to  set  a  matcn  to  that  tinder-box 
known  as  Treasury  Annex  B,  the  Government  would  immediately 
sustain  an  irreparable  loss  of  fully  half  a  billion  dollars  througn 
destruction  of  returns  and  tons  of  important  miscellaneous  data 
absolutely  required  in  the  determination  of  past,  present,  and  future 
taxes.     It  is  a  temporary  war  building  and  is  still  oeing  used. 

Senator  Walsh.  To  what  extent  is  that  building  guarded  by  fire 
watchers  ? 

Mr.  Wilson.  It  is  to  some  extent.     I  do  not  know  just  how  much. 

Senator  Smoot.  They  are  ordered  out  of  temporary  building  B. 
Space  is  provided.     The  place  is  to  be  torn  down. 

Mr.  Wilson.  I  asked  that  Question,  Senator  Smoot,  the  other 
day  and  nobody  seemed  to  be  aole  to  rive  me  a  satisfactory  answer. 

Senator  Smoot.  Then  you  did  not  ask  the  head  of  the  department, 
because  they  have  been  mstructed  about  it. 

Senator  Simmons.  Where  are  they  going  to  put  the  records  ? 

Senator  Smoot.  In  the  so-called  iimington  Building,  the  War  Risk 
Bureau  Building. 

Senator  La  Follette.  When  will  that  be  ready  ? 

Senator  Smoot.  We  have  ordered  it  months  ago,  and  they  said  it 
would  be  ready  just  as  quickly  as  possible.  They  have  got  to  have 
it  by  the  Ist  of  July  bacause  they  are  going  to  demolish  the  other 
building  at  that  time. 

Senator  Simmons.  The  Arlington  Building  is  fireproof? 

Senator  Smoot.  Yes. 

Mr.  Wilson.  Coming  back  to  the  Federal  war  tax  settlement 
board  proposal,  our  committee  studied  that  proposition  for  several 
months  before  preparing  the  report  which  is  before  you. 

Senator  La  Follette.  Would  you  like  to  have  it  printed  in  the 
record  ? 

Mr.  Wilson.  I  should  like  to  have  the  privilege,  if  I  may,  so  that 
the  data  may  become  available. 

Senator  Watsox.  There  will  be  no  objection  to  that. 

Mr.  Wilson.  We  received  hearty  indorsement  from  many  authori- 
ties.    I  should  like  to  quote  just  half  a  dozen. 

Prof.  Plehn,  an  economist  of  the  University  of  California,  says: 

The  Federal  war  tax  settlement  board  is  absolutely  necessary.    Not  pick  and  shovel 
methods,  but  blasting  and  steam  shovel  methods,  are  needed. 

Prof.  Haig,  Columbia  University,  says: 

Congress  should  not  hesitate  to  vest  ffuch  a  board  with  power  to  arrive  at  agreements 
with  the  taxpayer. 
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C.  B.  Hurrey ,  ex-Deputy  Commissioner  Internal  Revenue,  says : 

Arrangement  for  injecting  finality  and  equity  into  tax  decisions  essential  for  rapid 
•collection  of  back  taxes. 

C.  M.  Zander,  chairman  of  the  Arizona  Tax  Conmiission,  says: 

Commission  to  liquidate  tax  controversies  absolutely  necessary. 

R.  N.  Miller,  ex-Solicitor  Internal  Revenue,  says: 

An  important  proposal.    Situation  requires  the  cutting  of  a  knot. 

As  to  the  general  situation  I  have  already  quoted  Dr.  Adams  > 
although  he  has  not  been  consulted  on  this  matter.  The  full  report 
of  our  tax  committee,  as  I  have  stated,  is  in  that  statement. 

I  should  like  to  have  the  privilege  of  calling  upon  Mr.  Paul  Armi- 
tage,  of  New  York,  chairman  of  our  tax  committee,  to  appear  before 
your  conunittee  to  elaborate  upon  that  proposition  some  day  this 
week. 

Senator  Watson.  We  can  hear  him  on  Friday. 

Mr,  Wilson.  Just  one  more  remark.  I  have  been  speaking  for  the 
American  Mining  Congress,  and  I  should  like  to  speak  for  myself, 
personally,  for  one  moment. 

The  Secretary  of  the  Treasury  has  recommended  the  repeal  of  the 
excess-profits  tax.  He  has  recommended  the  reduction  of  the  sur- 
taxes upon  the  income  of  the  wealthy.  The  proponents  of  the  gen- 
eral sales  tax  subscribe  to  that  and  then  ask  that  you  further  take 
the  tax  off  the  luxuries  of  the  rich  man  and  transpose  it  into  the 
dinner  pail. 

Until  a  year  ago  I  was  favorably  disposed  toward  the  sales  tax, 
like  a  great  many  others.  I  made  (juite  an  extensive  study  of  the 
situation  and  began  speaking  and  writing  against  it.  I  have  had  one 
protest  fron;  a  member  of  the  mining  mdustry.  The  American 
ilining  Congress  at  Denver  last  November  adopted  a  resolution 
recommending  the  repeal  of  the  excess-profits  tax.  We  realized  at 
that  time  that  that  would  probably  involve  an  increase  in  the  income 
taxes  and  that  the  aggregate  burden  upon  the  mining  industry,  at 
least  temporarily,  would  be  increased.  Nevertheless  we  have  felt 
that  the  excess-profits  tax  is  an  impracticable  proposition  in  point  of 
administration,  and  we  are  opposed  to  it.  Tne  mining  industry  of 
the  United  States  is  not  worrying  about  the  excess-profits  tax. 
There  is  not  a  copper  mine  of  size  in  the  United  States  to-day  that  is 
operating.  Some  of  the  copper  companies  did  make  considerable 
income  last  year.  They  will  pay  some  income  tax.  Some  will  make 
a  little  income  this  year.  Other  branches  of  the  industry  wiU  have 
some  income  this  year  that  will  be  taxable.  If  the  rate  is  increased, 
the  burden  upon  tne  mining  industry  will  be  even  larger. 

I  have  nothing  to  say  at  this  time  in  opposition  to  that  except 
that  I  do  not  think  that  capital  can  honestly  come  before  Congress 
and  honestly  urge  the  creation  of  an  additional  tax  imposed  upon 
the  necessities  of  life.  I  more  or  less  subscribe  to  the  statement  of 
the  speaker  at  Atlantic  City  not  long  ago  who  objected  to  taking 
the  tax  off  the  diamond  shirt  stud  and  imposing  it  upon  the  bone 
collar  button. 

Senator  Simmons.  Have  you  made  any  calculation  as  to  the  amount 
of  the  income  that  the  Government  is  likely  to  receive  from  the  excess- 
profits  taxes  if  they  are  continued  ? 
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Mr.  Wilson.  $520,000,000.  Those  are  Mr.  McCoy's  figures.  The 
excess-profits  taxes  last  year  yielded  in  excess  of  $1,000,000,000. 

Senator  Simmons.  He  calculates  it  will  be  cut  down  about 
$500,000,000  ? 

Mr.  Wilson.  Yes,  sir.  We  feel  that  if  the  excess-profits  tax  is 
eliminated  and  the  Federal  war  tax  settlement  board  is  created  or 
other  means  are  used  to  increase  the  efficiency  of  the  Revenue 
Bureau,  the  Government  will  receive  in  excess  of  $1,000,000,000  dur- 
ing the  next  vear  or  18  months,  which  is  not  now  anticipated,  or,  if 
anticipated,  the  authorities  do  not  expect  to  realize  for  at  least  two 
or  three  years. 

We  do  not  mean  by  that  that  corporations  shall  not  be  additionally 
taxed.  We  should  like  to  avoid  it,  of  course;  but  if  the  excess-profits 
taxes  were  repealed  I  think  corporations  would  be  willing  to  pay  a 
very  moderate  increase  in  the  income  tax. 

Senator  Smoot.  A  good  many  hundred  thousand  dollars  have  to  be 
paid  out  for  refunds,  too  ? 

Mr.  Wilson.  I  think  that  has  been  considered  by  the  authorities 
in  arriving  at  a  net  estimate.  That  is  the  reason  I  bring  it  down 
from  two  or  three  billion  dollars  to  one  billion  and  a  half. 

Senator  Walsh.  You  started  out  in  favor  of  the  sales  tax  ? 

Mr.  Wilson.  Over  a  year  ago. 

Senator  Walsh.  What  converted  you  to  your  position  of  op- 
position? 

Mr.  Wilson.  My  objections  closely  approximate  those  that  were 
found  by  the  National  Industrial  Tax  Committee  in  its  report.  And 
it  is  politically  impossible.  I  do  not  see  any  reason  why  we  should 
apologize  for  injecting  political  considerations  into  the  discussion. 
The  gentlemen  of  Congress  are  representing  their  constituents,  or.  are 
supposed  to  represent  their  constituents.  If  Mr.  Gompers,  who,  I 
understand,  is  scheduled  to  appear  here  later,  will  agree  to  absorb  it 
in  the  dinner  pail,  the  corporations  will  be  very  glad,  I  am  sure,  to 
have  the  sales  tax  remove  all  the  other  taxes  on  corporations.  Some 
advocate  the  sales  tax  as  a  complete  substitution  for  all  income  taxes. 
You  would  be  surprised  at  the  number  of  men  throughout  the  coun- 
try, particularly  throughout  the  West,  who  are  advocating  the  sales 
tax  because  they  believe  it  will  replace  the  income  tax  that  now  exists 
upon  personal  incomes. 

Senator  Walsh.  When  you  say  it  is  politically  impossible  you 
mean  that  the  opposition  of  the  consuming  public  wiU  be  so  great 
that  Congress  will  be  afraid  to  fight  for  it? 

Mr.  Wilson.  Exactly. 

Senator  Smoot.  You  speak  of  the  feeling  in  the  West  in  relation  to 
that  matter.  I  think  I  know  something  about  the  feeling  in  the  West. 
I  think  I  am  in  as  close  touch  with  the  West  as  you  are.  This  is  the 
first  time  I  have  ever  heard  that  thought  expressed.  I  never  saw 
it  in  a  letter  or  heard  it  in  a  convention  or  heard  that  a  convention 
had  passed  upon  it.  I  do  not  know  where  you  get  it  or  what  authority 
you  nave  for  making  that  statement.  Nobody  here  anticipates  it. 
No  newspaper  clipping  that  I  ever  saw  in  the  United  States  antici- 
pates it,  and  I  wonder  whv  you  should  make  that  statement. 

Senator  La  Follette.  Will  you  state  why  you  make  it  and  what 
your  authority  is  ? 
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Mr.  Wilson.  The  American  Mining  Conference  held  its  twenty- 
third  annual  convention  at  Denver  six  months  ago.  At  that  time  I 
personally  discussed  the  sales  tax  with  at  least  a  hundred  and  fifty 
mine  operators.  I  did  find  a  few  who  thought  it  would  be  a  great 
thing  for  them  so  far  as  their  personal  pocketbooks  were  concerned. 
If  it  were  to  replace  income  taxes  upon  corporations  they,  selfishly, 
were  for  it.     They  were  not  worrying  about  the  excess-profits  tax. 

Senator  Smoot.  It  is  not  to  replace  anything,  with  the  exceptions 
of  taxes  that  must  be  repealed  anyhow.  It  stands  upon  its  own 
footing  as  a  tax. 

Senator  Dillingham,  I  understood  that  you  were  speaking  from 
the  standpoint  of  the  Miners'  Association  ? 

Mr.  Wilson.  In  so  far  as  the  sales  tax  is  concerned  I  have  no 
authority.  I  have  authority  to  speak  in  behalf  of  the  settlement 
board  and  other  measures.  I  have  no  authoritv  to  speak  for  the 
mining  industry  or  any  branch  of  it  so  far  as  the  sales  tax  is  concerned. 
We  have  never  taken  any  action  on  it.  I  merely  wish  to  inject  my 
personal  opinion. 

Senator  Smoot.  You  spoke  of  agreeing  on  the  Industrial  Conference 
report,  did  you  not  ? 

Mr.  Wilson.  Yes,  sir. 

Senator  Smoot.  I  know  that  the  Industrial  Conference  has  never 
opposed  a  sales  tax.  There  was  a  committee  appointed  by  that  con- 
ference that  made  a  report  against  the  sales  tax  and  was  turned  down 
by  90  per  cent  of  the  conference  itself 

Mr  Wilson.  Pardon  me,  Mr.  Smoot,  but  I  was  present  at  that 
conference.  It  was  disagreeably  packed  by  sales-tax  advocates,  only 
two  or  three  of  whom  were  delegates  to  the  meeting.  It  is  true  that 
that  report  was  never  oflicially  adopted  by  the  National  Industrial 
Conference  Board  nor  by  the  American  Mining  Congress,  or  by  the 
American  Petroleum  Institute.  I  inadvertently  referred  to  the  con- 
ference board.     I  really  meant  the  conference  committee. 

Senator  Sutherland.  I  think  you  said  the  conference  committee, 
if  I  am  not  mistaken. 

Mr.  Wilson.  I  thought  I  had  said  so,  but  I  am  not  certain. 

Senator  Walsh.  Have  you  noticed  a  change  in  the  sentiment  of 
the  country  on  this  question  ? 

Mr.  Wilson.  I  have  noticed  a  considerable  change  in  sentiment 
on  the  part  of  anybody  who  has  stopped  to  think  about  the  sales  tax 
more  than  a  few  minutes. 

Senator  Walsh.  I  find  a  very  strong  sentiment  for  it  in  my  section 
of  the  country  among  business  men  connected  with  chambers  of 
commerce,  department  store  managers,  and  owners  of  retail  stores. 
I  am  surprisea  to  find  quite  a  sentiment  in  favor  of  the  sales  tax. 

Senator  Simmons.  Are  they  not  people  who  are  going  to  pass  the 
sales  tax  on  as  distinguished  from  people  who  are  going  to  pay  the 
sales  tax  ? 

Senator  Smoot.  The  sales  tax  will  be  passed  on  by  everybody. 

Senator  Walsh.  They  are  simply  a  conduit  for  collecting  for  the 
Government. 

Senator  Simmons.  Nearly  every  witness  who  has  appeared  here 
advocating  the  sales  tax  has  admitted  that  the  tax  will  oe  passed  on. 

Senator  Smoot,  There  is  no  doubt  about  it. 
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Senator  Simmons.  And  they  have  been  representing  people  who 
are  eoing  to  pass  that  tax  on.  The  man  who  is  going  to  pay  that 
tax  nas  had  very  little  representation  in  our  hearings. 

Senator  Walsh.  I  was  wondering  if  the  witness  could  enlighten 
us  as  to  the  form  of  propaganda  or  mf ormation  that  has  been  given 
in  those  quarters,  because  there  really  is  a  strong  sentiment  among 
substantial  business  men  for  the  sales  tax. 

Senator  Smoot.  It  is  all  over  the  United  States,  and  is  growing, 
I  will  say  to  the  Senator. 

Senator  Simmons.  Is  it  not  perfectly  natural  that  the  business 
people,  the  merchants  and  manufacturers,  who  are  going  to  pass  this 
tax  on,  should  be  for  it  ?    They  are  not  going  to  pay  it. 

Senator  Smoot.  Senator,  I  will  say  it  is  perfectly  natural,  when 
the  consumer  finds  out  that  in  paying  the  sales  tax  he  only  pays 
about  one-third  of  what  he  is  paying  now,  that  he  will  be  in  favor 
of  it;  and  he  will  be  as  soon  as  he  is  educated. 

Senator  Walsh.  I  have  found  that  some  of  these  Boston  gentle- 
men who  were  here  the  other  day  and  were  very  ardent  supporters 
of  the  sales  tax,  after  they  had  been  in  the  room  a  couple  oi  hours 
and  heard  the  Questions  and  the  discussion,  said  to  me  that  for  the 
first  time  they  nad  begun  to  think  of  another  side  of  the  question. 
They  did  not  say  they  were  converted  or  changed,  but  they  were 
surprised  that  there  was  another  side  to  the  question  that  had  some 
support  and  strength. 

Mr.  Wilson.  I  think  perhaps.  Senator,  that  most  of  these  interests 
you  refer  to  have  jumped  to  conclusions  just  like  we  did — ^just  as  I 
did  a  year  or  18  months  ago  when  I  thought  that  it  perhaps 
was  a  panacea.  The  more  I  have  investigated  it  the  more  I  am  con- 
vinced that  that  is  not  the  answer. 

Senator  Walsh.  It  is  true,  too,  that  there  have  been  very  compli- 
mentary articles  written  in  the  press  of  the  country  in  support  of  the 
Canadian  and  Philippine  taxes.  One  of  our  newspapers,  the  Boston 
Globe,  has  had  a  series  of  very  able  articles  upon  tne  operation  of  the 
sales  tax  in  Canada.  Do  you  not  think  that  people  have  been  influ- 
enced by  those  articles  ? 

Mr.  Wilson.  To  a  considerable  extent.  I  have  had  some  experi- 
ence with  the  Canadian  tax  laws.  I  spent  a  considerable  time  in 
Ottawa,  and  I  talked  taxation  with  the  minister  of  finance,  the  com- 
missioner of  taxation ,  and  others.  Not  recently.  The  Canadian  sales 
tax  is  not  the  kind  of  tax  that  has  been  proposed  here. 

Senator  Walsh.  We  understand  that;  but  is  it  a  popular  tax  there  ? 

Mr.  Wilson.  The  agriculturists  and  labor  in  general  are  opposed 
to  what  they  are  now  considering,  a  general  broadening  of  the  sales 
tax.  There  are  so  many  exemptions  that  the  present  K)rm  has  been 
accepted,  in  my  opinion,  largely  because  it  does  not  fasten  itself  upon 
the  necessities  of  life  and,  therefore,  does  not  brook  any  particular 
opposition.  I  think  there  will  be  just  as  much  opposition,  relatively, 
in  Canada  to  it  if  they  should  imdertake  to  broaden  it  as  there  is  in 
the  United  States  at  the  present  time. 

Senator  Walsh.  I  did  not  mean  to  carry  this  discussion  into  dif- 
ferent hues,  Mr.  Chairman. 
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In  April,  1920,  the  American  Petroleum  Institute,  the  National  Industrial  Con- 
ference Board,  and  the  American  Mining  Congress,  jointly  representing  about  30 
other  organizations,  called  a  National  Tax  Conference  at  Chicago.  Due  to  the  dis- 
satisfaction with  the  revenue  act  of  1918  then  evidenced,  a  committee  of  15  was 
appointed  to  meet  frequently  and  study  the  subject,  with  the  \'iew  of  presenting  a 
committee  report  of  recommendations  for  corrective  le^lation.  That  report  has  been 
issued  in  final  form,  following  revision  prompted  by  the  second  and  tnird  national 
conferences  held  in  New  York  in  October,  1920,  and  January,  1921.  It  is  known  as 
the  "Report  of  the  Tax  Committee  of  the  National  Industrial  Conference  Board  on 
the  Federal  Tax  Problem." 

In  Denver  last  November  the  American  Mining  Congress,  at  its  twenty-third  annual 
•convention,  unanimQusly  adopted  resolutions  recommending  the  repeal  of  the  excess- 
profits  tax.  We  did  not  "advocate  any  specific  substitutes  at  that  time.  The  report  of 
the  National  Industrial  Conference  Board  Tax  Committee,  otherwise  known  as  the 
allied  tax  committee,  had  not  been  completed.  The  Mining  Congress  had  two  rep- 
resentatives on  that  committee;  another  member  of  the  Mining  Congress  tax  com- 
mittee was  an  adviser  to  the  conference  committee.  The  delegates  to  the  Denver 
-convention  were  urged  to  communicate  their  suggestions  to  the  conference  committee. 

My  purpose  in  appearing  before  your  committee  is  not  to  urge  the  consideration  of 
any  particular  tax  plan,  but  rather'to  call  to  your  attention  the  feasibility  of  actually 
reaucing  the  volume  of  taxes. 

The  present  problem  of  Federal  taxation  is  not  concerned  alone  with  the  urgent 
need  for  reformation  of  the  revenue  laws.  No  less  important  to  the  Government  and 
to  industry-  is  the  prompt  and  decisive  determination  of  war-tax  liabilities  for  prior 
years.    Therein  lies  the  possibility'  for  a  lowering  of  future  taxes. 

Considerably  more  than  a  billion  dollars  of  income  and  profits  taxes,  long  past  due, 
remains  uncollected.  A  fraction  of  it  never  will  be  collected.  Unless  radical  steps 
are  taken  immediately  20  per  cent  or  more  never  will  be  collected.  A  compara- 
tively negligible  uive^jtment  at  the  present  time  should  actually  save  the  Govern- 
ment a  quarter  billion  dollars  and  bring  in  a  billion  dollars  additional  during  the 
next  2  years — probably  fully  a  billion  dollars  during  the  next  18  months.  The 
sa\'ing  in  interest  alone  through  these  expedited  receipts  would  prove  a  highly  suc- 
cessful return  upon  the  investment.  The  total  saving,  including  the  salvage  of  taxes 
that  are  being  lost  to  a  considerable  extent  in  the  mazes  of  computation  and  collec- 
tion difficulties,  should  make  the  investment  the  most  profitable  in  the  world.  In- 
come, quick  income,  is  a  \ital  consideration  >vith  the  Government.  That  is  the 
immediate  and  perhaps  the  most  important  consideration  in  tendering  these  pro- 
posals to  the  committee.    There  are.  however,  many  other  incentives. 

The  prolongation  of  the  volume  of  war  taxation  is  sufficiently  distressing  without 
the  indeterminate  settlement  of  obligations  incurred  by  business  three  of  four  years 
ago.  We  are  mindful  of  the  restriction  upon  industrial  expansion,  the  worry  and 
harrassment  of  imcertainty  and  delay,  the  impending  mass  of  complex  litigation, 
and  in  general  the  whole  gamut  of  economic  waste  and  distress. 

The  American  Mining  Congress  suggests  the  following  remedies: 

Plrst,  the  creation  by  presidential  appointment  of  a  temporary  board  to  be  known 
as  the  Federal  war  tax  settlement  board,  vested  with  sufficient  authority  not  only 
to  pass  upon  and  settle  cases  consequent  upon  the  war-time  period,  but  >vith  specific 
powers  to  compromise  in  simple  equity  the  disputes  that  appear  hopeless  under 
interpretative  application  of  the  laws. 

This  proposal  is  outlined  in  detail  in  the  accompanjdng  exhibits,  as  follows:  Ex- 
liibit  A,  report  of  the  committee  on  taxation  of  tlie  American  Mining  Congress; 
Exhibit  B,  resolution  of  the  American  Mining  Confess  in  annual  convention  assem- 
bled, Denver,  Colorado,  November  19,  1920;  Exhibit  C,  reprint  from  the  Mining 
Congress  Journal,  containing  opinions  of  prominent  authorities;  Exliibit  D,  suggested 
draft  of  bill  for  the  creation  of  a  Federal  war  tax  settlement  board. 

Second,  men  and  other  means  for  the  income  tax  unit  of  the  Bureau  of  Internal 
Revenue  to  function  effectively. 

I  am  in  constant  contact  with  the  Revenue  Bureau.  The  function  of  the  tax 
division  of  the  American  Mining  Congress  is  to  assist  in  humanizing  the  relations 
between  the  taxpayer  and  the  bureau  and  to  disseminate  helpful  information.  The 
following  facts  are  the  result  of  observation  isind  of  interrogation  of  officials  of  the 
income  tax  unit. 

There  are  to-day  (these  are  official  figures)  5,500  employees  in  the  income  tax  unit 
of  the  Internal  Revenue  Bureau  alone.  The  average  wage  scale  of  these  employees 
is  $1,650  per  annum.    Fifty  per  cent  of  these  employees  are  "technical" — ^auditors, 
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engineers,  divisional  heads,  sectional  chiefs,  etc.    The  average  wage  of  the  technical 
man  is  but  $2,150  per  annum. 

There  are  only  307  employees  of  the  unit  receiving  more  than  $3,000  per  annum; 
only  52  more  than  $4,000 ;  only  3  more  than  $5,000.  Tne  absolute  limit  is  $7,500 — ^that 
is  paid  to  one  man.  The  largest  class  of  employees  receives  $1,200  (see  Exhibit  E). 
The  income  tax  unit  has  acquired  no  new  men  since  April  1  of  this  year.  No  funds 
are  available  for  promotions  due  July  1.  If  no  salary  promotions  are  made  at  that 
time,  a  veritable  army  of  employees  will  seek  employment  elsewhere.  The  unit  at 
the  present  time  is  in  urgent  need  of  upward  of  100  ensineers.  The  amortization 
section  has  before  it  1,500  exceedingly  complicated  tecnnical  claims,  which  can 
neither  be  effectively  nor  equitably  determined  without  the  services  of  a  number  of 
high-class  men. 

During  the  year  1920  the  labor  turnover  in  the  income  tax  unit  was  close  to  100 
per  cent.  Eliminating  interdepartmental  changes  and  confining  figures  to  influx  and 
exflux,  the  total  turnover  was  37  per  cent.  This  percentage  fi  far  more  significant 
than  appears,  for  the  reason  that  tne  37  per  cent  constitutes  almost  entirely  a  loss  of 
the  most  able  men,  who  have  sacrificed  whatever  advantag^es  may  exist  in  govern- 
mental services  for  the  advantages  of  employment  by  private  interests,  however 
temporary  such  new  employment  may  be. 

Income  tax  returns  for  the  year  1917  have  been  preliminarily  audited  to  the  extent 
of  90  per  cent.  However,  this  largely  represents  personal  returns.  Fifty  thousand 
invested  capital  cases  remain  to  be  determined  for  the  year  1917.  This  figure  is  most 
significant;  it  largely  represents  the  hardest  nuts  that  the  Revenue  Bureau  has  to 
crack.    Generally  speaking,  the  simplest  cases  have  been  disposed  of  first. 

For  the  year  1918,  only  60  per  cent  of  all  tax  returns,  including  both  personal  and 
corporate,  have  been  investigated;  for  the  year  1919,  only  10  to  15  per  cent. 

Even  a  lowly  $1,800  a  year  auditor  can  with  little  effort  shake  $100,000  per  sumum 
right  out  of  the  bushes;  a  more  efficient  auditor  can  produce  $1,000,000  per  annum, 
and  in  many  instances  considerably  more.  A  divisional  head  or  a  member  of  a  re- 
view committee  is  faced  daily  with  the  necessity  of  making  decisions  involving 
hundreds  of  thousands  of  dollars — sometimes  many  millions  of  dollars.  A  promi- 
nent Treasury  official  is  authority  for  the  statement  that  the  resignation  of  one  tech- 
nical man  who  departed  not  long  ago  has  cost  the  Government  $50,000,000. 

Four  hundred  and  six  million  dollars  additional  taxes  for  the  year  1917  alone  have 
been  assessed  to  date.  The  unit  is,  at  the  present  timcj  auditing  100,000  returns  a 
month  and  assessing  about  $30,000,000  a  month  in  additional  taxes.  During  the 
last  quarter  the  total  additional  assessment  amounted  to  $106,000,000.  During  that 
period  1,118,000  pieces  of  mail  passed  through  its  hands — to  say  nothing  of  the  Bu- 
reau of  Internal  Revenue  in  general.  Twenty-eight  hundred  claims  for  abatement 
and  refund  of  taxes  are  being  adjusted  weekly. 

My  observation  is  that,  wnile  the  income  tax  unit  is  in  a  bad  mess,  it  is  at  the 
same  time  relatively  a  remarkably  efficient  organization.  The  figures  I  have  men- 
tioned are  significant  of  what  could  be  accomplished  with  additional  technical  men 
and  better  working  facilities.  It  is  easy  to  appreciate  that  the  still  undertermined 
taxes  are  to  issue  from  the  most  complex  cases.  The  Income  Tax  Unit,  in  its  dis- 
tress over  lack  of  employees,  working  eq\iipment  and  other  facilities,  has  naturally 
referred  first  to  the  most  easily  adjusted  returns. 

The  income  tax  unit  to-day  is  working  in  four  buildings  in  Washington,  two  of 
them  almost  a  mile  apart.  There  are  few  corporate  returns,  for  instance,  that  can 
be  successfully  audited  without  constant  consultation  between  many  departments. 
All  but  one  of  these  buildings  are  absolute  firetraps. 

The  property  loss  by  the  San  Francisco  fire  was  about  $300,000,000.  The  annual 
loss  of  property  by  fire  in  the  United  States  to-day  ia  about  $270,000,000.  If  a  fire- 
brand were  to  set  a  match  to  that  tinder-box  known  as  Treasury  Annex  No.  2,  the 
Government  would  immediately  sustain  an  irreparable  loss  of  fully  half  a  billion  dollars 
through  destruction  of  returns  and  tons  of  important  miscellaneous  data  required  in 
the  determination  of  taxes. 

The  purpose  of  this  statement  is  not  to  censure,  nor  to  render  a  report  by  one  who 
appreciates  that  it  is  unsolicited;  it  is  intended  simply  to  bring  to  your  attention  an 
opportunity  to  expedite  and  increase  the  Federal  revenues  by  hundreds  of  millions 
ot  dollars. 

May  I  suggest  that  it  need  not  wait  upon  the  general  revenue  program? 
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Exhibit  A. 

REPORT  OF  COMMITTEE  ON  TAXATION,  AMERICAN  MINING  CONGRESS. 

Your  committee  is  of  the  opinion  that  one  of  the  most  important  tasks  before  the 
Government  in  the  matter  of  taxation,  if  not  indeed  one  of  tne  most  important  tasks 
of  any  character,  is  that  of  finally  and  aefinitely  settling  and  disposing  of  the  uncertain 
liability  whfch  hangs  over  thousands  of  taxpayers  with  respect  to  the  amount  of  income 
and  excess-profits  taxes  they  will  ultimately  be  called  upon  to  pay  for  the  period  in 
which  the  excess-profits  tax'  has  been  in  force,  namely,  1917-1920,  inclusive. 

The  excess-profits  tax,  as  we  all  know,  is  a  most  complicated  and  difficult  form  of 
taxation.  We  tender  our  profound  respect  to  the  Bureau  of  Internal  Revenue  and 
the  many  able  and  patriotic  citizens,  who  temporarily  joined  the  forces  during  the 
war,  for  the  work  that  has  been  done,  but  we  are  deeply  impressed  with  the  fact  that 
the  task  of  gathering  the  war  revenue  is  far  from  accomplished. 

During  the  war  a  large  proup  of  public-spirited  men  actuated  primarily  by  a  desire 
to  aid  in  meeting  the  crisis,  and  disregarding  the  compensation  they  received,  volun- 
tarily took  up  the  burden  of  ajssisting  in  the  administration  of  the  law.  But  as  soon 
as  the  national  emergency  was  at  an  end,  these  men  returned  to  private  life,  leaving 
the  Commissioner  of  Internal  Revenue  in  the  position  of  carrying  on  the  work  with  a 
preatly  reduced  staff  of  experienced  assistants.  He  was  called  upon  to  renew  his 
force  with  inexperienced  men,  most  of  whom  were  attracted  to  the  work  primarily  by 
the  compensation  offered  for  their  services.  It  is  notorious  that  Government  salaries 
are  grossly  inadequate  in  many  cases.  We  believe  this  to  be  true  to  a  Rreat  de^ee 
witMn  the  Bureau  of  Internal  Revenue,  and  this  is  one  reason  why  men  of  the  caliber 
of  those  who  surrounded  the  Commissioner  during  the  war  period  are  now  seldom  to 
be  found  on  the  Government's  side  of  the  table  when  tax  cases  come  to  be  settled. 

The  numerous  changes  in  the  personnel  of  the  bureau  has  increased  the  delay  and 
uncertainty  in  tlie  settlement  of  Sack  taxes,  and  there  isiiow  no  prospect  of  the  excess- 
profits  taxes  being  finally  settled  within  any  reasonable  period,  unless  new  and  radical 
steps  are  taken. 

Many  large  taxpayers,  employing  expert  talent  to  present  and  argue  their  cases, 
have  been  able  to  settle  their  taxes  with  the  department  for  the  war  period  and  up  to 
the  present  date.  But  thousands  of  smaller  taxpayers  find  their  cases  still  unsettled, 
even  so  far  back  as  1917,  and  are  either  worrying  over  the  amount  of  additional  taxes 
they  may  be  called  upon  to  pay,  or  are  blisstully  unconscious  of  the  claim  which  the 
Government  may  at  any  moment  assert  against  Uiem. 

By  reason  of  the  large  amounts  involved  in  excess  profits  taxes^  this  situation  leads, 
on  the  one  hand,  to  extreme  uncertainty  in  business,  to  hesitation  in  entering  upon 
new  transactions,  to  a  tendency  toward  conservation  of  capital  in  the  form  of  cash 
or  securities.  On  the  other  hand,  many  taxpayers  are  now  risking  their  funds  in  new 
enterprises,  and  when  the  Government  eventually  comes  to  assert  its  claims  to  a  part 
of  those  funds  it  may  find  they  have  been  dissipated  or  invested  in  such  assets  that 
liquidation  can  not  take  place  except  at  great  loss  to  the  taxpayer.  The  difficulty  of 
borrowing  money  to  pay  taxes  is  now  extremely  great,  and  no  doubt  will  increase 
as  time  goes  on. 

Many  taxpayers  have  come  forward  with  the  facts  pertaining  to  their  cases  and 
have  settled  the  matter  of  their  tax  liability  for  the  war  period.  Many  others  have 
held  back,  postponing  and  delaying  consideration  of  their  cases  as  long  as  possible. 
Your  committee  believes  we  must  see  to  it  that  these  delinquent  citizens  be  made 
to  bear  their  just  share  of  the  war  tax  burden  without  further  quibble  or  delay.  Still 
other  taxpayers  have,  by  reason  of  circumstances  surrounding  their  particular  cases, 
been  compelled  to  pay  an  unjust  amount  of  war  taxes  and  they  should  receive  prompt 
and  effective  relief.  Some  cases  are  indeed  impossible  of  settlement  within  the 
strict  terms  of  the  statute.  We  may  as  well  recognize  this  fact  and  proceed  directly 
to  a  compromise  settlement  of  such  cases  on  terms  fair  to  the  taxpayer  and  Govern- 
ment alike.  These  considerations,  and  in  fact  eveiy  consideration  of  both  Govern- 
ment and  taxpayer,  point  to  the  absolute  necessity  of  cleaning  up  the  situation  which 
now  confounds  the  business  world  and  hampers  the  Bureau  of  Internal  Revenue  in 
the  difficult  task  of  carrying  on  its  current  business  in  a  post-war  period  that  has 
many  problems  of  its  own. 

Cleaning  up  the  back  taxes  for  the  years  in  which  the  excess  profits  tax  was  in  force 
is  an  extraordinary  and  complex  proposition.  It  is  analogous  in  some  respects  to 
the  necessity  of  clearing  up  the  multitude  of  claims  against  the  War  and  Navy  De- 
partments of  the  Government,  to  which  Congress  has  given  special  attention.  If 
Congress  has  deemed  it  advisable  to  take  extraordinary  steps  to  settle  claims  of  citi- 
zens against  the  Government,  why  should  it  not  take  sucn  steps  to  finally  dispose 
of  the  old  and  indefinite  claims  wnich  lie  against  taxpayers  for  the  same  period  and 
arising  under  somewhat  similar  conditions? 
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The  revenue  act  of  1918  contains  several  extraordinary  relief  provisions,  such 
the  provision  for  inventory  losses,  amortization  of  war  facilities  and  the  treatment 
of  nfet  losses  arising  within  the  period  be«rinning  November  1,  1918,  and  ending  De- 
cember 31,  1919.  These  special  provisions  are  peculiar  to  the  problems  of  taxation 
arising  during  the  war  period  and  immediately  thereafter.  Their  administration  is 
throwing  an  additional  and  extraordinary  burden  upon  the  Bureau  of  Internal 
Revenue.  The  questions  arising  in  the  course  of  their  administration,  tegether  with 
the  difficulties  of  valuation  that  enter  into  the  computation  of  invested  capital, 
require  the  keenest  intellect,  the  soundest  judgment,  and  the  widest  discretion  for 
their  proper  solution. 

We  respectfully  submit  that  these  and  the  other  problems  of  our  extraordinary 
war-time  taxation  should  be  solved  with  the  greatest  ailigence,  and  that  this  can  not 
be  done  by  leaving  the  matter  to  the  routine  activities  of  the  Bureau  of  Internal 
Revenue,  limited  as  it  is  in  its  operation  by  strict  statutory  and  departmental  rules  and 
procedure  all  tending  to  delay  and  indecision. 

We  propose,  therefore,  that  the  American  Mining  Congress  recommend  to  the 
Federal  Congress  the  enactment  of  a  statute  authorizing  tne  President  to  appoint, 
by  and  with  the  consent  of  the  Senate,  a  bipartisan  board  of  10  men,  composed  of 
lawyers,  accountants,  engineers,  and  business  men.  who  will  sit  for  the  period  of 
one  year,  to  pass  upon  and  settle  the  cases  of  taxation  arising  during  or  consequent 
upon  the  war-time  period  of  1917  to  1920,  both  inclusive. 

Such  a  board  might  be  called  special  commissioners  of  income  tax.  Its  powers 
should  be  of  the  broadest  character,  to  summon  witnesses,  to  compel  the  production 
of  books  and  papers,  to  determine  questions  of  fact  and  law,  and  to  make  assessments, 
under  both  tne  general  terms  of  tne  statutes  and  those  special  remedial  pro\Tsions 
embodied  in  section  210  of  the  revenue  act  of  1917  and  sections  327  and  328  of  the 
revenue  act  of  1918. 

The  board  should  have  power  to  compromise  taxes  in  cases  where  the  need  arises, 
and  should  be  given  a  power |which  is  not  now  provided  for  in  our  statutes,  namely, 
to  postpone  the  payment  of  taxes  for  reasonable  periods,  or  to  provide  for  their  payment 
in  two  or  more  installments,  where  the  board  deems  it  necessary  in  order  to  prevent 
undue  hardship  on  the  taxpayers,  requiring,  of  course,  adequate  security  from  the 
taxpayer  to  safeguard  the  interests  of  the  revenue. 

There  exist  many  cases  in  which  large  amounts  of  tax  depend  upon  the  construction 
of  an  ambiguous  or  obscure  provision  of  the  statute,  in  which  cases  great  hardship  may 
be  worked  upon  the  taxpayer  by  compelling  him,  as  is  necessary  under  the  existing 
provisions  of  the  statute,  to  pay  in  the  tax  before  commencing  suit  to  contest  the  legality 
of  the  assessment.  Under  tne  uncertain  conditions  of  the  post-war  period  the  payment 
of  large  sums  of  money  to  the  Government  to  be  held  by  it,  without  paying  interest, 
until  some  doubtful  provision  of  the  statute  can  be  interpreted  by  the  courts,  may 
spell  ruin  and  disaster  to  the  taxpayer.  It  may  be  of  small  avail  to  him  that  the 
courts  eventually  set  aside  the  assessment  and  order  the  return  of  his  money.  In  the 
meantime  his  capital  has  been  tied  up  and  unproductive,  his  business  has  suffered  for 
lack  of  money  which  has  been  held  by  the  Government  during  a  long-drawn  out 
period  of  litigation,  and  the  Government  has  gained  nothing  for  the  injury  inflicted  on 
the  taxpayer. 

Under  ordinary  circumstances  the  present  rule  of  paying  the  tax  and  suing  to 
recover  it  back  is  desirable  and  practical,  but  the  war  period  saw  taxes  of  such  un- 
dreamed-of magnitude  that  ordinary  rules  must  be  set  aside  to  meet  extraordinary 
conditions.  For  1918  the  tax  may  take  as  much  as  80  per  cent  of  the  net  income  of 
the  corporate  taxpayer.  It  thereupon  becomes  exceedmgly  important  to  determine 
the  real  net  income — a  small  error  in  that  calculation  may  result  in  the  tax  exceeding 
100  per  cent  of  the  real  net  income  and  becoming  in  fact  a  tax  on  the  capital  of  the 
taxpayer.  It  behooves  us,  therefore,  to  not  only  safeguard  the  interests  of  the  Gov- 
ernment, but  those  of  the  taxpayer  as  well,  and' this  leads  your  committee  to  recom- 
mend that  the  board  shall  have  power  to  postpone  the  collection  of  taxes  in  such  cases 
until  after  the  case  has  been  heard  and  determined  by  the  courts,  adequately  protect- 
ing the  Government  by  requiring  such  bond  or  other  security  from  the  taxpayer  as 
will  assure  the  collection  of  the  tax  and  interest  upon  final  determination  of  the  tax 
liability,  and  that  the  courts  shall  be  given  authority  to  hear  and  determine  such 
cases. 

We  strongly  urge  that  the  board  shall  be  an  independent  body  separate  and  apart 
from  the  Bureau  of  Internal  Revenue  and  the  Treasury  Department,  responsible  to 
Congress  only.  Free  from  red  tape,  the  board  must  act  promptly  and  decisively  to 
settle  the  cases  before  it.  The  procedure  under  which  it  should  operate  would  be 
analogous  to  that  of  an  appellate  body  to  which  the  taxpayer  could  appeal  from 
decisions  of  the  Bureau  of  Internal  Revenue,  or  to  which  he  could  refer  his  case  in  the 
first  instance  if  the  bureau  failed  within  a  reasonable  time  to  make  an  assessment  or 
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finally  approve  of  his  reports  for  the  years  in  question.  The  board  should  have 
authority  to  remand  the  case  to  the  Bureau  of  Internal  Revenue,  with  instructions 
how  to  close  it,  or  on  the  other  hand  to  summarily  dispose  of  the  case  and  determine 
the  final  assessment. 

Appeal  would,  of  course,  lie  from  any  decision  of  the  board  in  the  district  courts,  or 
the  Court  of  Claims,  as  is  now  the  case  upon  final  rejection  of  a  claim  for  refund  by  the 
Commissioner  of  Internal  Revenue. 

If,  however,  a  determination  and  assessment  is  made  in  the  case  of  any  taxpayer 
and  an  agreement  in  writing  signed  bv  the  taxpayer  and  the  board  that  such  deter- 
mination and  assessment  shall  be  final  and  conclusive,  then  (except  upon  a  showing 
of  fraud  or  malfeasance,  or  misrepresentation  of  fact  materially  affecting  the  determi- 
nation or  assessment  thus  made)  the  statute  should  provide  that  the  case  shall  not  be 
reopened  or  the  determination  and  assessment  modified  by  any  officer,  employee,  or 
agent  of  the  United  States,  and  no  suit,  action,  or  proceeding  to  annul,  modify,  or 
set  aside  such  determination  or  assessment  shall  be  entertained  by  any  court  of  the 
United  States.  This  provision  (which  is  now  proposed  in  somewhat  similar  form  in 
House  bill  No.  14198)  would  .enable  the  board  to  expeditiously  settle  cases  on  terms 
satisfactory  to  the  Government  and  the  taxpayer  ana  with  the  assurance  that  neither 
the  Grovemment  nor  the  taxt>ayer  could  thereafter  attempt  to  reopen  the  assessment. 
In  the  opinion  of  your  committee,  such  provision  is  absolutely  essential  to  the  expe- 
ditious handling  of  cases  by  the  proposed  board. 

Your  committee  believes  that  men  of  the  character  and  ability  required  to  per- 
form the  important  duties  of  this  board  could  be  found  if  the  work  would  not  last 
for  a  period  of  more  than  a  year  and  the  compensation  were  commensurate  with  their 
ability.  We  therefore  strongly  urge  that  the  compensation  of  each  member  of  this 
board  should  be  fixed  at  a  sum  not  less  than  $25,000  per  annum.  It  must  be  borne 
in  mind  that  this  board  will  have  an  exceptional  and  extremely  difficult  task,  to 
which  the  very  best  talent  should  be  directed;  and  men  of  the  stamp  required  must 
be  paid  at  a  rate  somewhat  approaching  the  current  market  value  of  their  services, 
and  that  to  take  less  able  men  or  to  attempt  to  attract  able  men  by  offering  com- 
pensation ridiculously  below  the  value  of  their  services  would  be  a  shortnaighted 
policy  certain  to  doom  the  whole  plan  to  failure. 

Your  committee  suggests  a  large  board,  one  composed  of  10  members,  since  the 
work  it  will  perform  ma^  be  divided  into  three  or  four  general  classes.  The  full 
board  should  not  ^e  required  to  sit  in  every  case;  three  members  should  constitute  a 
sufficient  quorum,  to  hear  and  determine  the  case,  although  more  members  ma>^  sit 
on  complicated  or  important  cases.  The  decision  in  each  case  should  be  subject 
to  the  written  approval  of  a  majority  of  the  board,  including  those  membeis  ^ho 
sat  on  the  case. 

A  sufficient  appropriation  should  be  made  to  enable  the  board  to  employ  an  ade- 

auate  staff  of  clerks  and  assistants.    In  addition,  it  should  have  power  to  call  upon 
le  Bureau  of  Internal  jRevenue  for  such  auditing  or  other  assistance  as  it  might 
require  in  any  particular  case. 

We  believe  tne  energetic,  impartial  operation  of  such  a  board,  clothed  with  broad 
and  ample  powers,  would  result  in  the  settlement  of  practically  all  the  cases  of  war 
taxation  within  a  year,  and  leave  the  department  free  to  carry  on  its  current  work. 
W*e  do  not  believe  the  pre3ent  system  of  handling  back  taxes  will  ever  accomplish 
the  final  completion  of  the  work — the  task  is  too  stupendous,  the  amounts  involved 
are  too  great,  the  need  for  sound  judj^ent  followed  by  prompt  and  courageous  action 
is  too  apparent  to  be  handled  by  ordinary  means  of  tax  administration. 


Exhibit  B. 

abstracts  from  resolxttiok  xtnanimously  adopted  by  the  american  mining 

congress  in  annual  convention  november  19,  1920. 

Whereas  the  immediate  need  of  the  present  moment  is  a  definite  fixing  of  the  past  tax 
liability  for  each  taxpayer,  especially  for  the  war  years,  1917,  1918,  and  1919,  and 
this  need  is  emphasized  by  the  present  unstable  business  conditions;  and 

Whereas  this  need  for  prompt  final  tax  determination  for  the  war  years  is  so  vital  as 
to  require  immediate  provision  for  final  settlement  of  all  unsettled  cases  for  the 
years  1917,  1918,  1919:    Therefore  be  it 

Resolved^  That  the  American  Mining  Congress  recommend  to  the  Federal  Congress 
the  enactment  of  a  statute  authorizing  the  President  to  appoint,  by  and  with  the 
consent  of  the  Senate,  a  bipartisan  board,  composed  of  lawyers,  accountants,  engi- 
neers, and  business  men,  to  pass  upon  and  settle  the  cases  of  taxation  arising  during  or 
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consequent  upon  the  war-time  period  of  1917  to  1919,  both  inclusive.  The  powere  of 
such  board  to  be  of  the  broadest  character;  to  summon  witnesses,  to  compel  the  pro- 
duction of  books  and  papers,  to  determine  questions  of  fact  and  law,  and  to  make 
assessments  imder  both  tne  general  terms  of  the  statutes  and  those  special  remedial 
provisions  embodied  in  section  210  of  the  revenue  act  of  1917  and  sections  327  and  328 
of  the  revenue  act  of  1918.  The  board  to  be  given  power  to  compromise* taxes  in  cases 
where  the  need  arises,  and  should  be  given  a  power  which  is  not  now  provided  for  in 
our  statutes,  namely,  to  postpone  the  payment  of  taxes  for  reasonable  periods,  or  to 
provide  for  their  payment  in  installments  where  the  board  deems  it  necessary  in  order 
to  prevent  undue  hardship  on  the  taxpayer,  requiring,  of  course,  adequate  security 
from  the  taxpayers  to  safeguard  the  interests  of  the  revenue.  The  board  should  have 
authority  to  remand  the  case  to  the  Bureau  of  Internal  Kevenue,  with  instructions 
how  to  close  it,  or  on  the  other  hand  to  summarily  dispose  of  the  case  and  determine  the 
final  assessment. 

If,  however,  a  determination  and  assessment  is  made  in  the  case  of  any  taxpayer  and 
an  agreement  in  writing  signed  by  the  taxpayer  and  the  board  that  such  determination 
and  assessment  shall  be  final  and  conclusive,  then  (except  upon  a  showing  of  fraud, 
malfeasance,  or  misrepresentation  of  fact  materially  affecting  the  determination  or 
assessment  thus  made)  the  statute  shall  provide  that  the  case  snail  not  be  reopened  or 
the  determination  and  assessment  modined  by  anv  officer,  employee,  or  agent  of  the 
United  States,  and  no  suit,  action,  or  assessment  shall  be  entertained  by  any  court  of 
the  United  States. 

The  board  should  have  the  power  to  refuse  to  hear  any  appeals  that  they  may  deem 
frivolous  or  vexatious. 

Exhibit  C. 

[From  Mining  Congress  Joomsl,  January,  1021.] 

FEDERAL  WAR-TAX  8EITLBMENT  BOARD  AN  URGENT  NECESSITY. 

That  the  creation  of  a  Federal  war- tax  settlement  board,  as  recommended  to  Con- 
gress by  the  American  Mining  Congress,  is  not  only  advisable,  but  a  most  urgent 
necessity,  is  the  opinion  of  business  men  and  taxation  authorities  in  widespread 
comment  upon  the  proposal. 

"The  Government  is  using  pick  and  shovel  methods  to  work  a  mine  where  blasting 
and  steam  shovels  are  needed,"  is  the  appropriately  expressed  view  of  the  present 
situation  by  Prof.  Carl  C.  Plehn,  economist  of  the  University  of  California  andjpromi- 
nent  writer  on  taxation.  "I  wish  to  say,  as  emphatically  as  possible,  that  a  Federal 
board  of  adjustment  to  deal  with  the  accummated  returns  of  income  and  excess 
profits  taxes  is  absolutely  necessary." 

Prof.  Robert  M.  Haig,  of  Columbia  University,  expressed  himself  similarly.  "I 
thoroughly  approve  of  what  the  report  of  the  committee  on  taxation  of  the  American 
Mining  Congress  says  of  the  uigency  of  the  situation  and  of  the  necessity  for  such  ac- 
tion as  will  result  in  speedily  fixing  the  precise  liability  of  taxpayers,"  said  Prof.  Haig, 
who  is  "w ell  known  as  an  authority.  *'  We  must  at  once  radically  improve  our  inconae 
and  profits  tax  administration  if  we  are  to  escape  very  serious  fiscal  and  economic 
consequences." 

C.  !B.  Hurrey,  until  recently  deputy  commissioner  of  internal  revenue;  Robert  N. 
Miller,  ex  solicitor  of  internal  revenue;  C.  M.  Zander,  chairman  of  the  Arizona  Tax 
Commission,  and  many  others  experienced  in  tax  administration,  have  also  joined 
with  taxpayers  in  the  appeal  for  a  definite  and  authoritative  settlement  of  cases  con- 
sequent upon  the  war-time  period.  The  reasons  are  many  and  varied,  but  largely 
relate  to  justice  to  the  taxpayer,  much  needed  income  to  the  Government,  and  reUef 
to  the  Revenue  Bureau.  There  are  those  who  feel  that  the  settlement  board  might 
be  attached  to  the  bureau,  but  the  majority  opinion  inclines  to  the  belief  that  it  would 
function  more  effectively  if  independent  of  all  existing  departments. 

Prof.  Plehn  holds  that  "with  billions  of  dollars  at  stake  it  is  worse  than  penny-wise 
and  pound-foolish  to  delay.  It  is  fundamentally  wicked  to  hold  up  tax  settlements  for 
five  years.  They  hang  like  a  great  rock  suspended  by  a  thread  over  the  head  of 
industry,  and  threaten  to  fall  when  industry  is  at  its  weakest.  If  you  will  look  at  page 
3  of  the  Digest  of  Income  Tax  Rulinp:8  you  will  see  that  there  are  10  different  official 
sources  of  rulings  on  income  tax  decisions.  If  you  will  read  any  hundred  such  deci- 
sions, selecting  10  from  each  source,  you  will  find  numerous  inconsistencieB,  often  fiat 
contradictions.  Added  to  this  confusion  are  the  unrecorded  and  arbitrary  decisions 
of  'auditors'  and  'inspectors'  who  often  deal  with  industries  and  accounts  of  which 
they  have  less  than  an  elementary  understanding.  How  far  would  you  get  in  operatiiifi; 
a  big  mine  if  you  had  10  independent  sets  of  orders  going  out  to  gang  bossee  who  baa 
never  been  in  a  mine  before? 
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*' There  are  many  radical  reforms  of  adminiBtration  neceeaary  before  we  can  have  a 
workable  income  tax.  But  the  first  thing,  Uie  most  pressing  thing,  is  to  clean  up  Hie 
past  output,  to  |et  the  ore  that  is  above  ground  into  tne  smelter  and  the  metal  out." 

Prof.  Haig,  with  the  assistance  of  George  E.  Holmes,  of  the  American  Mining  Con- 
gress tax  committee,  recently  completed  a  volume  on  *'The  Taxation  of  Excess 
Profits  in  Great  Britain,"  a  study  of  the  British  systems  in  relation  to  the  problems  of 
taxation  in  the  United  States.  In  it  he  points  to  the  highly  successful  boards  of 
referees  which  have  long  been  a  part  of  the  British  income  tax  procedure. 

In  view  of  Prof.  Haig^s  intensive  study  in  England  of  the  aoministration  of  heavy 
taxation,  his  opinion  on  the  urgency  of  creating  a  settlement  board  in  this  country  was 
particularly  sought.  In  gladly  replying  he  refers  to  the  fact  that  under  the  British 
i^stem  a  condition  like  that  now  confronting  us  is  quite  impossible.  *' There."  he 
<iescribe6,  ''the  accounts  are  carefully  examined  and  the  tax  liability  determinea  by  a 
•capable  government  assessor  before  the  tax  is  assessed  or  collected,  and  their  force  of 
-civil  servants  has  proved  equal  to  the  task  of  keeping  up  to  date  with  its  work.  They 
liave  the  fullest  possible  provisions  for  appeals  to  administrative  authorities  and  to 
boards  organized  and  operating  on  the  principle  of  arbitration  by  disinterested 
outsiders. 

"Our  civil  service,  in  spite  of  its  best  efforts,  has  fallen  far  behind, and  unless  some 
emergency  oiganization  is  supplied  it  is  difficult  to  see  how  the  situation  can  be  met," 
he  informs  the  Mining  Congress.  "A  board  of  special  commissioners,  such  as  you 
suggest,  would  undoubtedly  command  the  respect  of  the  taxpayer  and  would  deserve 
the  confidence  of  the  Government.  Congress  should  not  hesitate  to  vest  such  a  board 
with  power  to  arrive  at  agreements  with  the  taxpayer.  The  interests  of  the  Government 
would  receive  proper  consideration. 

**  In  the  case  of  such  taxes  as  the  income  and  profits  tax,  the  liability  of  the  taxpayer 
rests  to  a  very  material  extent  upon  items  which  represent  mere  estimates  and  valua- 
tions. There  is  a  possibility  of  wide  differences  of  opinion  between  the  Government 
and  the  taxpayer  as  to  the  correctness  of  these  items  and  there  is  usually  no  absolute 
standard  for  determining  which  view  is  right.  The  only  way  to  settle  the  problem 
satisfactorily  is  for  the  Government  to  establish  some  body  in  whose  intelligence  and 
fairness  the  taxpayer  has  confidence,  and  to  ^ve  power  to  this  body  to  make  decisions 
as  their  judgment  may  dictate  after  full  consideration  of  the  facts.  The  British,  who 
have  had  80  years  of  continuous  experience  with  income  taxation,  fully  appreciate  the 
necessity  of  elasticity  in  administration  and  grant  to  their  local  assessors,  as  well  as  to 
their  higher  officials,  what  seems  to  us  to  be  an  amazingly  large  degree  of  latitude  in 
arriving  at  agreements  and  compromises  with  taxpayers.  It  would  be  foolish  for  us 
•t  this  juncture  to  decentralize  our  system  and  vest  our  local  authorities  with  power 
similar  to  that  exercised  by  the  corresponding  British  official.  Before  we  can  do  t^t 
we  must  build  up  a  force  of  skilled,  responsible,  and  able  civil  servants  comparable 
with  the  British  force.  But  the  plan  of  the  committee  calls  for  the  establishment  of  a 
board,  which  unfortunately  must  probably  be  temporary  in  character,  which  could 
safely  be  given  power  to  arrive  at  decisions,  and  there  should  be  no  hesitation  in  grant- 
ing them  the  power.  British  experience  plainly  indicates  that  such  power  must  be 
delegated  to  some  factor  in  the  administration  if  the  income  and  profits  taxes  are  to  be 
promptly  and  fairly  assessed. 

"  In  a  word,  we  must  arrange  for  a  prompt  and  certain  determination  of  tax  liability . 
To  secure  this^  we  must  empower  some  capable,  intelligent,  and  trustworthy  author- 
ity to  use  their  judgment  and  discretion  m  arriving  at  agreements  with  taxpayers. 
A  board  such  as  you  propose  would,  I  believe,  be  a  body  which  could  safely  be  in- 
trusted with  the  necessary  authority  and  the  plan  would  undoubtedly  meet  the  pres- 
ent emergency.  A  complete  solution  of  our  general  problem  rests  fundamentally 
upon  our  ability  to  bulla  up  a  capable,  permanent  force  of  civil  servants." 

Mr.  Hurrey,  whose  opinions  are  largely  based  on  three  years*  experience  as  one  of 
the  chief  administrators  of  the  unpopular  1917  and  1918  revenue  laws,  replies  to  the 
American  Mining  Congress  that  it  ''has  arrived  quickly  and  surely  at  the  very  heart 
of  the  taxation  problem  and  evidently  recognizes  clearly  that  one  of  the  greatest 
problems  confronting  the  incoming  Administration  is  some  kind  of  equitable  settle- 
ment of  the  vast  number  of  unadjusted  income  and  profits  tax  cases.  It  is  easy  to 
follow  the  clear  analysis  which  the  committee  has  made  of  the  situation  and  the  solu- 
tion proposed  is  one  which  will  appeal  strongly  to  those  who  are  hoping  for  a  direct 
and  .nnal  settlement  of  all  these  cases  on  a  broad  and  comprehensive  basis." 

Many  provisions  of  the  revenue  laws  are  altogether  too  inflexible  to  provide  a  satis- 
factory basis  of  according  equitable  treatment  to  all  of  the  taxpayers  affected,  Mr. 
Hurrey  agrees.  He  calls  attention,  on  the  other  hand,  to  the  fact  that  the  law  has  been 
made  intricate  and  difficult  of  interpretation  by  the  very  attempt  of  Congress  to  pro- 
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vide  for  every  poesLble  case  which  might  arise.  Under  these  cdmplicated  laws, 
which,  despite  all  their  refinement  and  qualifications,  are  nevertheless  inflexible  and 
arbitrary  wnen  applied  to  many  individual  cases,  the  Commissioner  of  Internal  Reve- 
nue has  had  an  unenviable  and  almost  impossible  task  to  perform.  With  the  solemn 
responsibility  of  interpreting  and  applying  the  law  as  he  finds  it  to  be,  the  commis- 
sioner and  his  subordinates  have  been  under  the  necessity  of  asserting  tax  liability  in 
many  cases  quite  at  variance  with  clear  considerations  of  ecjuity. 

'"the  proposal  of  the  American  Mining  Congress,"  continues  Mr.  Hurrey,  **is  the 
establishment  of  a  separate  independent  board  to  be  charged  with  the  sole  function  . 
of  taking  up  and  settling  finally  tne  more  difficult  of  the  tax  cases  which  now  confront 
the  Bureau  of  Internal  Revenue  for  settlement.  The  proposed  membership  of  the 
board — ^nine  in  number — should  be  sufficient,  if  men  of  high  standing  and  ability 
are  selected,  to  command  the  confidence  of  the  public.  Presumably  the  board  will 
be  guided  in  its  decisions  by  the  provisions  of  the  law,  but  would  be  free  to  exercise 
more  discretion  under  the  law  than  the  Commissioner  of  Internal  Revenue  has  here- 
tofore exercised. 

"I  believe  that  some  such  arrangement  for  injecting  finality  and  equity  into  the 
administrative  decisions  of  the  tax  cases  is  essential  if  the  Government  is  to  proceed 
with  rapidity  to  collect  the  bacl^  taxes  which  are  due  and  if  the  business  community 
is  to  be  relieved  of  the  incubus  of  uncertainty  which  now  surrounds  the  whole  question 
of  back  taxes. 

''I  think  that  Congress  may  well  consider  in  connection  with  the  committee's 
recommendations  the  question  of  whether  the  proposed  board  should  be  separate 
and  independent,  or  should  be  made  an  integml  part  of  the  Bureau  of  Internal 
Revenue,  similar  to  the  Advisory  Tax  Board  which  was  some  time  ago  discontinued. 
If  the  latter  alternative  was  adopted,  the  power  of  closing  cases  finally  woidd  be  vested 
in  the  Commissioner  of  Internal  Revenue.  This  question  is  one  of  organization,  and 
it  might  be  deemed  advisable  to  place  all  of  the  responsibilitv  for  tax  administration 
under  one  head,  so  that  the  procedure  of  the  board  and  of  txie  bureau  might  be  ef- 
fectively coordinated." 

Ex-Solicitor  of  Internal  Revenue  Robert  N.  Milter  recently  stated  publicly  that 
it  was  plain  to  him  that  "we  have  now  reached  a  place  where  the  disadvantages  of 
final  and  quick  judgment,  and  they  do  exist,  are  more  than  overborne  by  the  ad- 
vantages of  getting  thia  thing  finished  and  done.  Of  course,  we  all  want  to  do  things 
absolutely  right,  and  of  course  we  realize  the  necessity  of  following  principle,  but  we 
are  in  a  situation  here  that  absolutely  renuires  the  cutting  of  a  knot.  It  is  very,  very 
important  to  consider  the  American  Mining  Congress  proposal.  That  body  has  a 
better  right  maybe,  certainly  as  good  a  right,  to  say  something  definite  and  forceful 
on  this  subject  as  any  body  in  the  United  States.  Mining  is  the  most  hazardous 
business  in  the  country,  and  in  spite  of  the  hazards  it  has  managed  to  pay  practically 
10  per  cent  of  the  taxes  paid  by  corporations.  So  it  has  a  right  to  speak  very  definitely 
as  to  what  ought  to  be  done." 

Mr.  Miller  also  called  attention  to  the  necessity  of  more  adequate  salaries  for  Revenue 
Bureau  employees,  "to  hold  the  good  men  that  it  has  got  and  to  get  more,"  in  order 
that  the  tax  settlement  board's  achievements  might  be  accelerated  and  aided. 

The  chairman  of  the  Arizona  Tax  Commission,  C.  M.  Zander,  telegraphed  his 
views  succinctly  but  definitely:  "Proposed  commission  to  liquidate  tax  controversies 
absolute  necessity." 

The  purpose  and  scope  of  the  proposed  settlement  board  were  well  described  by 
George  E.  Holmes  before  the  recent  convention  of  the  American  Mning  Congress: 
"What  we  need  to  cope  with  the  extraordinary  situation  is  a  board  of  greater  power 
than  can  be  created  under  the  present  law,  a  board  with  powers  particularly  to  com- 
promise or  arbitrarily  fix  taxes  in  cases  where  it  is  impossible  to  ascertain  definite 
values  or  to  determine  fine  points  of  law  or  accounting.  Such  a  board  would  have  an 
extraordinary  task  before  it,  and  must  necessarily  adopt  extraordinary  methods  to 
handle  the  situation.  It  is  precisely  what  the  courts  w^ill  have  to  do  eventually 
if  these  cases  are  appealed  to  the  courts,  and  such  a  board,  acting  in  a  judicial  or 
semijudicial  capacity,  would  relieve  t^e  courts  of  a  great  deal  of  burden,  would  most 
expeditiously  settle  cases  (more  quickly  because  away  from  the  muddle  in  which 
we  find  ourselves  at  the  present  time  because  of  war  taxation),  and  could  start  in  on 
the  collection  of  current  revenue  and  keep  the  business  of  the  Bureau  of  Internal 
Revenue  more  nearly  up  to  date." 

That  the  seriousness  of  present  conditions  has  not  been  exaggerated  is  shown  by  the 
statement  of  Dr.  Thomas  S.  Adams,  tax  adviser  to  the  Treasury  Department,  before 
the  House  Ways  and  Means  Committee  on  December  14.  "We  must  use  the  larger 
portion  of  the  force  and  all  the  brains  we  can  get,  and  more  if  we  can  possibly  get  hold 
of  them,  to  get  through  with  the  audit  of  tax  returns  now  in  the  bureau  for  the  calendar 
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fean  1917, 1918,  and  1919,"  declared  Dr.  Adams.  '*In  other  words^  if  the  Bureau  oi 
ntemal  Revenue,  with  iixe  favor  of  Almighty  God,  and  all  the  ability  and  talent  it 
can  possibly  procure,  gets  throu^  the  next  two  or  three  years  under  any  administra- 
tion and  under  any  party  without  a  breakdown,  I  shall  thank  God." 


Exhibit  D. 
buooested  draft  of  a  bill  for  the  creation  of  a  federal  war  tax  settlement 

BOARD. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled^  That  a  board  is  hereby  created  and  established,  to  be  known 
as  the  Federal  War  Tax  Settlement  Board  (hereinafter  referred  to  as  the  board), 
whidi  shall  be  composed  of  nine  members,  who  shall  be  appointed  by  the  President, 
by  and  with  the  ad\'ice  and  consent  of  the  Senate.  In  selecting  the  members  of  the 
board  the  President  shall  have  due  regard  to  a  fair  representation  of  the  different 
branches  of  industry  and  commerce,  and  of  the  Bureau  of  Internal  Revenue.  The 
board  shall  cease  to  exist  at  the  expiration  of  two  years  after  the  taking  effect  of  this 
act.  Not  more  thai/ five  of  the  members  shall  be  members  of  the  same  political 
party.  The  board  shall  choose  a  chairman  from  its  own  membership,  who  shall  be 
the  executive  officer  of  the  board.  No  member  during  the  period  of  his  incumbency 
shall  engage  in  any  other  business,  vocation,  or  employment.  Any  member  may  be 
removea  by  the  President  for  inefficiency,  neglect  of  duty,  or  malfeasance  in  office. 
A  vacancy  in  the  board  shall  not  impair  the  right  of  the  remaining  members  to  exercise 
all  the  powers  of  the  board.  Vacancies  in  the  membership  of  the  board  shall  be  filled 
in  the  same  manner  as  an  original  appointment. 

Sec  2.  That  each  member  shall  receive  a  salary  of  $ a  year,  payable  in 

the  same  manner  as  the  salaries  of  the  judges  of  the  courts  of  the  United  States.  The 
board  shall  appoint  a  secretary,  who  shall  receive  a  salary  of  $5,000  a  year,  payable  in 
like  manner,  and  it  shall  have  authority  to  employ  and  fix  the  compensation  of  such 
special  experts,  examiners,  clerks,  and  other  employees  as  it  may  from  time  to  time 
find  necessary  for  the  proper  performance  of  its  duties  and  as  may  be  appropriated 
for  by  Congress.  The  board  shall  also  have  the  power  to  call  upon  the  Bureau  of 
Internal  Revenue  for  such  auditing  or  other  assistance  as  it  may  require. 

With  the  exception  of  the  Secretary,  a  clerk  to  each  commissioner,  and  such  special 
experts  and  examiners  as  the  board  may  from  time  to  time  find  necessary  for  the  con- 
duct of  its  work,  the  board  shall  employ  and  fix  the  compensation  of  all  other  employees 
in  accordance  with  the  rules  and  regulations  of  ^e  Civil  Service  Commission. 

All  of  the  expenses  of  the  board,  including  all  necessary  expenses  for  transportation 
incurred  by  the  members  or  by  their  employees  under  their  orders,  in  making  any 
investigation,  or  upon  official  business  in  any  other  places  than  in  the  city  of  Wash- 
ington, shall  be  allowed  and  paid  on  the  presentation  of  itemized  vouchers  therefor 
approved  bv  the  commission. 

Unless  otherwise  provided  by  law,  the  board  may  rent  suitable  offices  for  its  use. 

The  Auditor  for  the  Treasury  Department  shall  receive  and  examine  all  accounts  of 
expenditures  of  the  board. 

Sec.  3.  That  the  principal  office  of  the  board  shall  be  in  the  city  of  Washington, 
but  it  may  meet  ana  exercise  all  its  {X)wers  at  any  other  place.  The  board  may,  by 
one  or  more  of  its  members,  or  by  such  examiners  as  it  may  designate,  prosecute  any 
inquiry  necessarv  to  its  duties  in  any  part  of  the  United  States. 

Sec.  4.  That  the  Commissioner  of  Internal  Revenue  may,  and  on  the  request  of  anv 
taxpayer  directly  interested  shall,  submit  to  the  board  for  consideration,  approval, 
rejection,  redetermination,  compromise,  or  such  other  action  as  a  majority  of  the 
board  in  their  discretion  may  determine,  any  assessment  or  impending  assessment  of 
any  tax  or  taxes  arising  during  or  consequent  upon  the  calendar  years  1917,  1918,  and 
1919,  or  fiscal  periods  beginning  or  ending  within  the  calendar  years  1917,  1918,  and 
1919,  under  the  provisions  of  Titles  I  and  II  of  the  act  approved  October  3, 1917,  known 
aa  the  revenue  act  of  1917,  and  Titles  I,  II,  and  III  of  the  act  approved  February  24, 
1919,  known  as  the  revenue  act  of  1918,  protested  by  the  taxpayer  directly  interested 
therein  or  wherein  in  the  opinion  of  the  Commissioner  of  Internal  Revenue  the  in- 
vested capital  or  net  income  can  not  be  satisfactorily  determined.  The  board  shall 
have  the  power  to  determine  the  amount  of  tax,  penalties,  and  interest  to  be  assessed 
in  any  case  submitted  to  it,  or  compromise  the  same,  and  shall  certify  said  amount  to 
the  Commissioner  of  Internal  Revenue  for  assessment  and  collection  at  such  times, 
not  exceeding  nine  months  from  the  said  determination,  and  in  such  amounts  as  the 
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board  may  designate:  Provided,  however.  That  the  board  shall  not  review  any 
ment  or  aasessmentfi  of  tax  or  taxes  made  prior  to  the  taking  effect  of  this  act  except 
when  and  if  protested  by  the  taxpayer  directly  interested  tnerein. 

Sec.  5.  That  if  after  a  determination  and  assessment  in  any  case  Bubmitte<l  to  the 
board'  the  taxpayer  has  wi^out  protest  paid  in  whole  any  tax,  penalty,  or  interest,  d* 
accepted  any  abatement ^  credit,  or  refund  based  on  such  determination  and  assess- 
ment, and  an  agreement  is  made  in  wiiting  between  the  taxpayer  and  the  board,  that 
euch  determination  and  assessment  shall  be  final  and  conclusive,  then  (except  upon 
a  showing  of  fraud  or  malfeasance  or  misrepresentation  of  fact  materially  affecting  the 
determination  or  assessment  thus  made)  tne  case  shall  not  be  reopened  or  the  deter* 
mination  and  assessment  modified  by  any  officer,  employee,  or  agent  of  the  United 
States,  and  no  suit,  action,  or  proceeding  to  annul,  modify,  or  set  aside  such  determi- 
nation or  assessment  shall  be  entertained  by  any  court  of  the  United  States. 

Sec.  6.  That  the  board  diall  have  the  power  to  prescribe  rules  and  regulations  for 
its  procedure  and  the  hearing  of  cases.  Three  members  of  the  board  shall  constitute 
a  quorum  sufficient  to  hear  each  case  submitted:  Provided,  however ^  That  the  decision 
in  each  case  shall  be  subject  to  the  written  approval  of  a  majority  of  the  board. 

Sec.  7.  That  the  board  shall  have  the  power  to  refuse  to  hear  and  act  upon  any  cases 
that  it  mav  deem  frivolous  or  vekatious. 

Sec.  8.  That  the  board  shall  have  the  power  to  summon  witnesses,  take  testimony, 
administer  oaths,  and  to  require  any  person  to  produce  books>  papers,  documents, 
accounts,  correspondence,  or  other  data  relating  to  any  matter  under  investigation  by 
the  board.  Any  member  of  the  board  may  sign  subpoenas.  Any  employee  of  the 
board,  when  so  authorized,  may  administer  oaths,  examine  witneses,  take  testimony, 
and  receive  evidence. 

Any  employee  of  the  board  who  shall  make  public  any  information  obtained  by  the 
board  without  its  authority,  unless  directed  by  a  court,  shall  be  deemed  guilty  of  a 
misdemeanor,  and^  upon  conviction  threeof,  shall  be  punished  by  a  fine  not  exceeding 
$5,000,  or  by  imprisonment,  in  the  discretion  of  the  court. 


ExHiBrr  E. 
Personnel  by  rates  of  pay ^  income  tax  unit  omly^  Bureau  of  Internal  Revenue, 


Rate  of  salary. 

•2 1660 

14 720 

49 840 

54 900 

111 1,000 

650 1,100 

1,321 1,  200 

1,041 1,400 

664 1,600 

494 1,800 

310 2,000 

245 2,250 


Rate  of  salary 

5 $2,750 

171 3,000 

98 3,300 

98 3,600 

31 3,800 

31 4.000 

15 4,200 

18 4,500 

9 4,800 

7 5,000 

1 5,500 

1 6,000 


241 2,500  1 7,500 

STATEMENT  OF  EDWARD  F.  MoGBADT,  WASHINGTOX,  D.  C,  BEP- 
RESENTING  AMERICAN  FEDERATION  OF  LABOR. 

Senator  Watson.  Mr.  McGrady.  will  you  kindly  state  your  full 
name,  your  residence,  and  whom  you  represent  ? 

Mr.  McGrady.  My  name  is  Edward  F.  McGrady;  my  residence, 
Washington,  D.  C;  I  am  representing  the  American  Federation  of 
Labor.  Mr.  Chairman  and  members  of  the  committee,  Mr.  Gompers 
was  extremely  anxious  to  appear  before  your  conunittee  to-day,  but 
at  the  last  minute  he  was  called  into  a  conference  of  national  scope 
which  will  mean  a  great  deal  to  labor  in  this  country,  and  he  felt  that 
he  had  to  be  there. 


SALES  TAX — OPPONENTS.  405 

The  executive  council  of  the  American  Federation  of  Labor,  which. 
has  just  concluded  a  conference  at  Cincinnati,  adopted  a  strong  pro- 
test against  the  sales  tax.  This  will  be  submittea  to  the  Amencant 
Federation  of  Labor  convention  which  meets  in  Denver  in  June. 

In  addition  to  this  protest  of  the  executive  council,  we  have  re- 
ceived in  our  oflRce  thousands  of  letters  of  protest  from  labor  unions 
from  every  section  of  the  country.  The  American  Federation  of 
Labor,  therefore,  is  appealing  to  you  in  behalf  of  the  American 
worker. 

Five  millions  of  the  now  idle  workers  and  many  other  millions  whose 
wages  have  been  reduced  from  25  to  6Q  per  cent  are  now  going  to  be 
called  upon  to  assume  that  burden  in  tne  form  of  a  sales  tax.  Big 
business,  not  satisfied  in  reducing  the  standards  of  living  of  the  wage 
earners,  is  now  attempting  to  shift  the  burden  of  war  and  the  cost  of 
Government  from  its  own  shoulders  to  the  backs  of  the  working  men 
and  women  of  the  country.  # 

The  American  worker  to-day  is  toiling  for  a  living  wage.  A  living 
wage  is  nothing  more  than  a  horse  gets — enough  to  eat  and  a  place 
to  sleep.  This  proposal  would  be  a  tax  upon  nis  entire  inadequate 
income,  whereas  the  wealthy  would  pay  out  of  their  excess  profits. 

Again,  there  are  many  of  the  well-to-do  who  have  very  small  or  no 
f amuies  to  support,  while  the  poor  people  with  large  families,  of  three 
to  six  or  more  children,  would  be  taxed  for  each  and  every  mouth 
in  their  household.     The  more  children  in  a  family  the  larger  the  tax. 

To  be  sure  the  automobile  dealer,  the  fur  dealer,  the  diamond 
dealer,  and  other  dealers  in  the  luxuries  of  life  want  their  taxes 
reduced,  and  in  doing  so  they  are  willing  to  place  extra  taxes  upon 
the  necessities  of  life,  such  as  food,  fuel,  clothing,  etc. 

Mr.  Otto  H.  Kahn,  in  a  report  to  the  National  Industrial  Tax  Con- 
ference, declared: 

Taxing  a  poor  Kian's  breakfast  table  is  a  formidable  slogan  to  run  up  against. 

But  the  sales  tax  is  not  only  taxing  the  breakfast  table,  but  his 
supper  table  and  his  dinner  pail.  The  ''full  dinner  pail''  has  elected 
many  men  to  public  office,  but  what  will  happen  to  the  men  or  party 
who  place  a  tax  extraordinary  upon  a  ''halt-filled  dinner  pair' « 

In  the  report  of  the  conmiittee  appointed  by  the  United  States 
Chamber  of  Commerce  on  taxation  it  thus  refers  to  a  sales  tax : 

Perhaps  the  greater  inequity,  however,  would  appear  in  the  |)roportionate  results 
of  any  of  the  taxes  here  under  consideration  upon  the  person  with  small  income  as 
compared  with  the  person  of  laige  income.  At  the  bottom  of  the  economic  scale  are 
the  persons  whose  income  barely  suffices  to  provide  with  necessities  of  the  poorest 
quahty  and  in  the  smallest  amount  and  at  the  other  end  of  the  scale  are  persons  whose 
expenditures  for  necessities,  no  matter  how  large,  represent  but  a  fraction  of  their 
income.  Any  tax  falling  upon  the  general  expenditures  is  conseauently  dispropor- 
tionately heavier  for  the  persons  of  smaller  incomes  as  compared  with  persons  of  larger 
incomes.  To  the  extent  saJes  taxes  of  the  sorts  that  have  been  suggested  were  used  as  a 
source  of  revenue,  that  would  be  a  departure  from  the  principle  that  taxes  should  be 
levied  in  accordance  with  the  ability  to  pay. 

The  tax  committee  of  the  National  Industrial  Conference  Board 
reported : 

It  is  claimed  by  the  proi>onents  of  such  a  tax  that  not  only  will  it  generally  bo 
shifted  but  that  the  exact  amount  of  the  tax  would  be  passed  on  to  the  consumer. 
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Carl  C.  Plehn,  professor  of  finance  in  the  University  of  California, 
has  this  to  say  about  the  sales  tax : 

It  is  hardly  possible  to  consider  a  sales  tax  aa  a  small  proposal .  It  becomes  multiple 
almost  at  once  if  it  is  on  every  sale  of  everything,  and  if  at  all  in  proportion  to  uie 
amount  of  the  payment  it  would  be  most  burdensome  and  most  inequitable. 

The  United  States  Chamber  of  Commerce  committee  further  says: 

A  statement  has  been  frequently  made  that  the  excess-profits  tax  has  increased 
prices.  Some  economists  contend  that  the  tax  has  not  in  any  direct  wav  had  this 
effect,  and  suggests  that  when  its  rate  was  lowered  by  one-half  for  the  taxable  year  of 
1919  for  subsequent  years  prices  continued  to  advance  and  have  now  taken  a  down- 
ward turn  without  any  change  in  the  rate  for  1920.  They  also  assert  that  prices  rose 
more  in  the  12  montlis  preceding  ih.^  enactment  of  the  original  law  of  1917  than  in 
the  following  12  months. 

In  this  connection  let  me  say  that  we  believe  that  the  workers 
are  going  to  be  more  heavily  assessed  than  anybody  else.  The  rich 
man  can  go  out  and  buy  the  necesssities  of  liie  in  large  quantities, 
but  the  average  workingman  and  his  wife  buy  articles  costing  15 
cents,  20  cents,  25  cents,  and  30  cents;  and  they  will  be  taxed. on  all 
these  articles  1  cent  each.  It  may  be  said  that  it  will  not  be  so,  but  it 
was  proven  so  when  they  put  the  tax  on  soda  water  and  other  things. 
The  fraction  of  a  cent  was  never  given  to  the  worker;  he  had  to  pay 
the  entire  cent,  and  we  are  reasonable  in  assuming  that  the  same 
mode  of  procedure  will  be  followed  in  this  connection. 

Senator  Walsh  said  that  he  heard  a  niunber  of  business  men  in 
his  State  say  that  they  rather  favored  the  sales  tax.  I  have  been 
in  Massachusetts  recently  and  the  large  niunber  of  business  men, 
such  as  the  corner  grocers,  men  who  deal  with  the  small  buyers, 
the  workers,  have  told  me  that  they  were  opposed  to  the  sales  tax 
and  they  did  not  want  to  be  tax  ccJllectors,  which  they  would  have 
to  be  if  this  law  passes. 

Senator  Simmons.  Let  me  ask  you  a  question  there.  If  we  make 
every  business  man  in  this  country  a  tax  collector,  do  you  not  suppose 
that  the  bulk  of  them  will  charge  a  commission  to  collect  that  tax 
about  eaual  to  the  tax  itself  ? 

Mr.  McGbady.  Positively.  That  has  been  the  experience  of  the 
poor  man  and  woman  in  America  to-day. 

Senator  Simmons.  They  pass  that  on  ? 

Mr.  McGrady.  It  is  passed  onto  their  shoulders.  Not  only  are  the 
workingmen  opposed  to  the  sales  tax,  but  we  can  speak  for  tne  wives 
of  the  workers,  who  will  deliver  the  final  verdict  on  the  sales  tax. 
The  average  prices  paid  by  the  wage  earners'  wives  for  articles  of  food 
range  from  15  to  25  cents.  Every  penny  is  counted,  and  when  the 
housewife  must  pay  an  extra  cent  on  every  article  she  buys  as  a  tax 
there  will  come  a  cry  of  indignation  from  every  quarter  of  our  Nation. 
It  requires  a  long  time  to  awaken  the  people  to  any  issue.  But  when 
you  go  down  in  the  pockets  of  those  who  nave  to  count  their  pennies 
and  extract  therefrom  a  further  tax  upon  things  needed  to  sustain 
life  there  immediately  will  be  an  uproar  so  loud  and  prolonged  that 
the  men  who  now  think  of  voting  tor  such  unfair  taxation  would  do 
well  to  hesitate.  There  is  bound  to  be  a  monster  reaction.  And  we 
can  promise  you  that  indignation  meetings  against  the  sales  tax  will 
bt^  held  in  every  city,  town,  and  hamlet  of  this  country. 

Senator  Smoot.  Is  that  Mr.  Samuel  Gompers's  statement  ? 

Mr.  McGrady.  This  is  a  statement  prepared  by  myself  as  repre- 
senting the  American  Federation  of  Labor. 
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Senator  Shoot.  I  thought  maybe  he  had  sent  it^  up  for  you  to 
present. 

Mr.  McGkady.  No,  sir;  I  present  it  for  the  Federation  of  Labor. 

Senator  Simmons.  Has  that  been  submitted  to  Mr.  Gompers  ? 

Mr.  McGrady.  Mr.  Gompers  was  called  very  early  to  the  conference 
this  morning  with  a  number  of  employers. 

Senator  Smoot.  Was  that  submitted  to  Mr.  Gompers  ? 

Mr.  McGkady.  That  was  submitted  to  Mr.  Gompers's  secretary. 

Senator  Smoot.  Mr.  Gompers  has  not  approved  of  it  ? 

Mr.  McGrady.  I  say  that  Mr.  Gompers  nas  indorsed  every  word  of 
that. 

Senator  Watson.  Does  Mr.  Gompers  want  to  come  before  the  com- 
mittee later  on  ? 

Mr.  McGrady.  I  do  not  know,  but  we  will  ask  Mr.  Gompers,  Mr. 
Chairman,  if  that  is  your  wish. 

Senator  Watson.  I  beheve  we  would  be  very  glad  to  have  him 
come  if  he  desires  to  do  so. 

Mr.  McGrady.  Well,  I  am  sure  he  was  very  anxious  to  be  here 
to-day. 

Senator  Simmons.  You  are  satisfied  that  that  paper  you  read 
reflects  the  sentiment  of  Mr.  Gompers  ? 

Mr.  McGrady.  I  state  that  positively;  that  that  paper  reflects  Mr. 
Gompers 's  sentiments  and  those  of  the  executive  council  of  the 
American  Federation  of  Labor. 

Senator  Dillingham.  Does  it  also  represent  their  understanding 
of  the  provisions  of  the  bill  that  is  under  consideration  ? 

Mr.  McGrady.  I  should  say  so. 

Senator  Simmons.  It  has  been  said  here  that  if  we  do  not  impose 
a  sales  tax  under  the  system  of  taxation  that  will  probably  have  to 
be  adopted,  the  consumer  would  have  to  pay  a  heavier  tax  than  if 
we  impose  the  sales  tax.     What  is  your  view  about  that  ? 

Mr.  McGrady.  I  do  not  believe  that  is  so.  Senator.  It  seems 
rather  peculiar  to  me  that  if  the  big  business  men  of  this  country  are 
trying  to  get  rid  of  the  excess-profits  tax  and,  as  has  been  said,  if 
this  sales  tax  is  put  into  effect  the  consumer  will  only  be  taxed  one- 
third  of  what  he  is  ptLjing  now,  we  would  like  to  know  who  is  going 
to  pay  the  rest.  If  a  sales  tax  is  adopted  and  it  is  only  going  to  cost 
the  consumer  one-third  of  what  he  is  paying  now  and  the  big  business 
men  are  going  to  get  rid  of  a  lot  of  taxes  that  they  want  to  get  rid  ofT 
where  is  this  money  going  to  come  from  ?    Somebody  has  to  pay  it. 

Senator  &100T.  Somebody  pays  it  now  and  in  a  multipliea  form, 
and  we  want  to  get  rid  of  that  multiplied  form. 

Mr.  McGrady.  In  other  words,  these  big  business  men  and  wealthy 
men  of  the  country  are  trying  to  unload  the  burden  that  they  are 
carrying.     They  have  to  unload  it  some  place. 

Senator  Smoot.  There  would  not  be  any  unloading.  You  are 
mistaken  in  the  idea  that  a  sales  tax  would  mean  unloaomg  from  the 
shoulders  of  the  wealthy  to  the  shoulders  of  the  poor.  The  idea  of  a 
sales  tax  is  this:  That  taxes  are  paid  by  the  ultimate  consumer,  and 
it  has  been  proved  beyond  a  question  of  all  doubt  that  the  excess- 
profits  tax  and  taxes  of  that  kind  are  multiplied  and  pyramided  as 
they  pass  on.     I  think  you  will  admit  that. 

Mr.  McGrady.  If  that  is  so,  Senator 

Senator  Smoot.  But  do  you  admit  it  ? 
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Prof.  Fairchild.  Well,  within  the  year.  I  am  somewhat  em- 
barrassed in  thus  speaking  for  Mr.  Rothschild.  He  should  doubt- 
less be  here  and  have  an  opportunity  to  speak  for  himself,  but  I  have 
taken  only  his  own  statements  as  publicly  made  and  in  print,  where 
anybody  can  find  them.  I  do  not  need  to  ai^ue  before  this  com- 
mittee, I  think,  the  merits  of  the  income  tax;  the  fact  that  it  is  the 
backbone  of  the  tax  systems  of  the  leading  nations  of  the  world,  and 
that  the  United  States  has  finally  fallen  in  line. 

The  Chairman.  It  does  not  require  argument,  Professor.  We  are 
all  agreed  that  it  has  come  to  stay. 

Prof.  Fairchild.  The  final  point,  Mr.  Chairman,  to  which  I  should 
like  to  call  your  attention,  and  one  with  which  you  are  more  familiar 
than  I,  is  the  opinion  which  I  hold  that  the  sales  tax  really  is  not 
necessary  at  the  present  time  to  enable  us  to  remove  the  objectionable 
features  of  the  present  tax  system  or  to  balance  the  budget.  I  have 
every  confidence  in  the  abilitv  of  Congress  to  reach  a  solution  of  the 
present  financial  problem  without  introducing  a  new  tax  of  this  sort. 

I  am  fearful,  therefore,  lest  we  find  ourselves  saddled  with  a  great 
new  tax  machine,  a  tax  which  is  inherently  unjust  in  that  it  is  a  tax 
on  consumption,  a  tax  which  bears  more  heavily  on  the  poor  than 
on  the  rich;  a  tax  which  will  be  a  burden  on  business  at  a  time 
when  business  needs  all  the  assistance  it  can  have  to  get  on  its  feet 
again;  a  tax  which  will  affect  unec[ually  different  businesses  according 
as  many  processes  are  integrated  m  one  concern  or  distributed  among 
many  small  concerns;  a  tax  which,  if  we  may  accept  the  estimates  of 
its  friends,  would  produce  revenue  far  in  excess  of  what  is  now  needed ; 
a  tax  which  would  leave  us  with  the  danger  of  a  reversal  of  our  tax 

f policy,  a  fundamental  change  in  our  tax  system  which  would  set  our 
aces  against  the  weight  of  all  tax  authority  and  against  the  history 
of  modem  democratic  countries  of  the  world.  If  I  can  answer  any 
questions,  Mr.  Chairman,  I  should  be  happy  to  do  so. 

Senator  La  Follette.  Prof.  Fairchild,  1  was  delayed  at  my  oflfice 
and  did  not  have  an  opportunity  to  hear  all  your  statements.  It  may 
be  that  you  have  covered  the  points  that  I  would  inquire  about,  and 
if  you  have  and  the  record  has  covered  these  propositions,  I  shall  not 
asK  you  to  repeat  them;  but  have  you  stated  what  the  effect  of  a  sales 
tax  would  be  as  to  the  cost  and  price  ? 

Prof.  Fairchild.  I  tried  to  state  to  the  committee  that  the  effect 
would  be  to  raise  all  costs  and  raise  prices  and  so  pass  the  burden  to 
the  ultimate  consumer. 

Senator  La  Follette.  Would  such  a  tax  as  is  proposed  by  this  bill 
affect  business  equally  or  unequally? 

Prof.  Fairchild.  Tnat  point  also,  I  think,  I  have  covered. 

Senator  La  Follette.   x  ou  have  fully  covered  that,  have  you  ? 

Prof.  Fairchild.  Yes,  sir. 

Senator  La  Follette.  And  have  you  discussed  the  relative  merits 
of  a  sales  tax  as  compared  with  an  income  tax  ? 

Prof.  Fairchild.  I  did  not  go  into  that.  The  chairman  stated 
that  there  was  a  pretty  general  agreement  that  the  income  tax  was 
here  to  stay.  My  impression  is  that  the  fact  that  some  of  the  advo- 
cates of  the  sales  tax  would  like  to  see  the  income  tax  go  and  a  tax 
on  consumption  take  its  place  is  perhaps  not  pertinent,  if  everybody 
agrees  that  the  income  tax  is  to  remain.  Therefore,  I  did  not  go  very 
far  into  that  question. 


SALES  TAX — OPPONENTS,  409 

Prof.  Fatrchild.  Well,  that  is  certainly  a  tax  which,  on  account 
of  its  form,  is  not  shifted.  Also  the  individual  income  tax.  The 
only  way  a  tax  can  be  shifted  is  through  control  of  price.  Take  the 
income  tax.  There  is  no  longer  any  question  of  price  and  no  pos- 
sibility of  shifting  it  to  the  consumer.  The  same  is,  on  the  whole, 
true  with  respect  to  the  excess-profits  tax.  That  differs  from  the 
sales  tax  in  that  it  is  a  tax  not  added  to  the  cost  on  all  units  of 
product,  but  simply  a  percentage  on  the  profits  of  business  above  a 
rate  which  is  not  subject  to  tax,  and  tnerefore  can  not  have  the 
effect  of  driving  men  out  of  business. 

I  think  there  is  a  general  agreement  that  the  sales  tax  is  added  to 
the  cost  and  shifted  to  the  consumer  of  the  goods.  It  is  not  shifted^ 
however,  with  equal  ease  and  certainty  and  speed  by  all  competitors. 
During  the  process  of  shifting  injustice  may  be  done  and  inequaUty 
result,  due  to  different  ratios  of  net  to  eross  earnings,  since  the  sales 
tax  is  virtuallv  a  gross  earnings  tax,  due  to  different  rates  of  turn- 
over on  capital.  So  that  during  the  period  of  transition  the  sales  tax 
is  going  to  De  very  hard  on  those  businesses  that  are  struggling  against 
adverse  conditions. 

The  Chairman.  Such  as  what  ? 

Prof.  Fairohild.  Any  business  which  at  the  present  time  of  de- 
pression is  struggling  to  keep  its  head  above  water.  I  do  not  apply 
that  to  any  particular  line  of  industry,  but  simply  to  the  individual 
concern.  It  is  also  hard  on  those  concerns  which  have  large  gross 
sales  and  small  ratio  of  profits. 

Senator  Smoot.  Like  the  packers. 

Prof.  Fatrchild.  Yes;  like  the  packers.  The  dairy  business  is 
another  in  which  there  is  a  very  rapid  turnover  and  a  very  small 
margin  of  profit,  so  that  a  gross-earnings  tax  appears  unequal.  After 
the  transition  has  ultimately  taken  place,  then  it  becomes  a  burden 
on  the  consumers,  and  that  is,  I  think,  the  most  important  feature 
of  the  sales  tax.  There  the  injustice  is  due  to  the  fact  that  in  the 
process  of  manufacture  goods  pass  through  various  stages  from  the 
extraction  of  the  raw  material,  the  manufacture  in  various  stages, 
the  sale  to  jobbers  and  retailers,  and,  finally,  the  delivery  to  the 
ultimate  consumer.     The  sales  tax  means  a  tax  on  every  single 

Erocess  from  the  raw  material  to  the  final  consumer.  In  some  lines 
usiness  is  integrated  and  all  of  these  processes  are  embraced  in  a 
single  great  concern.  Here  there  is  one  tax.  In  other  cases,  small 
concerns  are  each  one  performing  one  part,  one  process,  in  this  series, 
and  the  sales  tax  has  to  be  paid  as  a  tax  on  the  sale  at  every  process 
in  the  series.  It  has  been  figured  that  this  may  mean  a  tax  paid  ten 
or  a  dozen  times  over  in  some  cases. 

The  advocates  of  the  sales  tax  have  no  answer  to  this  argument. 
I  think  there  is  no  answer,  except  to  say  that  it  is  not  of  very  ^eat 
importance.  Based  on  figures  presented  by  the  advocates  of  the 
sales  tax  themselves^  the  tax  when  it  finally  reaches  the  ultimate  con- 
sumer will  not  exceed  more  than  2^  or  3^  per  cent  of  the  price  of  the 
goods  when  finallv  sold.  Now,  I  submit  that  a  tax  of  2^  or  3J  per 
cent  is  not  a  small  matter.  The  great  integrated  concern  pays  only 
1  per  cent,  while  the  small  dealer  who  has  finally  to  pass  on  to  the 
consumer  the  accumulated  taxes  coming  from  all  the  processes,  must 
pass  on  a  tax  two  or  three  or  more  times  the  tax  paid  by  his  great 
competitor.     He  will  find  that  tax  not  a  matter  of  insignincance. 
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It  means  that  in  competition  the  small  concern  performing  a  single 
process  is  going  to  suffer  a  tremendous  handicap  as  compared  with 
the  ereat  integrated  concern  that  embraces  all  processes  within  its 
own  Dusiness.  That  is  an  objection  which,  I  think,  can  not  possibly 
be  avoided,  and  I  do  not  think  there  is  any  answer  to  it.  Ii  we  are 
going  to  have  the  sales  tax,  we  must  have  it  with  our  eyes  open  and 
recognizing  that  difficulty. 

There  are  times  when  business  is  flourishing,  prices  rising,  and 
everything  going  well,  when  business  can  stand  added  cost,  but,  I 
submit  that  the  present  is  not  that  sort  of  a  time,  and  right  now  is  a 
verv  poor  time  to  add  to  the  cost  of  business  by  a  tax  which  will 
add  to  all  business  costs  but  will  not  add  equally.  It  will  be  a  burden 
of  two  or  three  or  four  times  as  much  on  some  concerns  as  others  in 
the  same  line  of  business. 

Just  one  other  point,  Mr.  Chairman,  I  think  is  significant.  The  real 
issue,  I  believe,  here  is  between  the  sales  tax  and  the  income  tax.  I 
have  yet  to  see  any  argument  urged  in  favor  of  the  sales  tax  as  a  sub- 
stitute for  existing  taxes  which  seems  to  carry  much  weight,  unless 
the  intention  is  ultimately  to  replace  the  income  tax  on  mdividuals 
and  corporations  with  a  sales  tax. 

Objection  is  made  to  the  excess-profits  tax,  but  it  is  pretty  likely 
that  that  is  going  to  go  anyway.  Apparently  we  are  pretty  much 
committed  to  abohshij^  the  excess-profits  tax. 

There  is  objection  to  certain  of  the  excise  taxes,  the  luxury  taxes, 
etc.  But  there,  again,  it  is  reasonable  to  assume  that  Congress  will 
make  such  changes  as  will  make  the  excise  taxes  tolerably  fair  and 
reasonable. 

I  do  not  believe  that  the  sales  tax  is  being  advocated  so  vigorously 
merely  as  a  substitute  for  the  excess-profits  tax  and  for  tne  most 
obnoxious  feature  of  the  excise  taxes,  because  those  are  refomous 
that  are  pretty  likely  to  come  anyway.  In  my  opinion  the  sales  tax 
is  advocated  oy  those  who  would  liKe  to  see  the  burden  of  the  ex- 
penses of  the  Federal  Government  shifted  from  the  income  tax  on  to 
taxes  on  consumprtion,  which,  as  y^u  know,  was  the  situation  pre- 
vailing from  the  time  of  the  Civil  War  until  1913.  It  would  take  a 
long  while  to  discuss  the  relative  merits  of  the  income  tax  and  taxes 
on  consumption. 

The  Chairman.  Do  you  mean  to  say,  Professor,  that  the  propo- 
sition is  to  abolish  the  mcome  tax  ? 

Prof.  Fairchiij).  I  think  that  to  a  very  considerable  degree  that  is 
the  aim  which  is  ultimately  in  the  minds  of  those  who  are  now  urging 
the  sales  tax. 

The  Chairman.  I  want  to  say  candidly  that  I  have  not  in  my  vast 
mail  and  number  of  callers  had  a  single  mdividual  or  group  intimate 
in  any  degree  any  desire  to  abolish  the  income  tax,  but,  on  the  con- 
trary, I  have  been  met  with  the  statement  that  the  income  tax  has 
come  to  stay  and  properly  so.  Now,  if  you  have  any  evidence  to  the 
contrary  I  should  be  mighty  glad  to  have  it.  The  only  thought  is, 
shall  the  income  tax  be  placed  where  individuals  will  not  hide  their 
incomes  ? 

Prof.  FAiRCinu).  I  have  here  an  extract  from  the  published  pro- 
ceedings of  a  meeting  of  the  National  Tax  Association  held  in  Salt 
Lake  City  last  September. 

The  Chairman.  What  is  that  association  ? 
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Prof.  Fairghild.  That  is  an  association  of  tax  experts  and  tax 
officials  throughout  the  United  States. 

The  Chairman.  There  are  so  many  mushroom  associations  grow- 
ing up  every  day,  and  men  and  people  coming  here  purporting  to 
represent  them,  that  it  is  well  to  investigate  the  pedigree  of  an  associ- 
ation. 

Prof.  Fairghild.  This  is  a  very  well-known  association  and  has 
been  in  existence  since  1907.  It  nolds  an  important  meeting  every 
year  and  publishes  a  bulletin  of  its  annual  proceedings  and  is  recog- 
nized by  students  of  taxation,  particularly  the  tax  officials  of  the 
various  State  governments  throughout  the  United  States. 

The  Chairman.  It  is  a  responsible  association,  is  it  ? 

Prof.  Fairghild.  It  certainly  is.  May  I  quote  the  remarks  made 
by  Mr.  Meyer  D.  Rothschild,  one  of  the  foremost  advocates  of  the 
sales  tax  ? 

The  Chairman.  Yes. 

Prof.  Fairghild.  Mr.  Rothschild,  addressing  the  annual  confer- 
ence of  the  National  Tax  Association  in  Salt  Lake  City  last  Septem- 
ber,  said : 

My  own  personal  view  is  that  business,  through  the  medium  of  a  small  turnover 
tax,  could  well  pay  the  entire  cost  of  economicaUy  running  the  Government,  take  care 
of  the  great  national  debt,  and  permit  the  dropping  of  all  other  kinds  of  Federal  taxa- 
tion. Such  an  exclusive  tax  would  naturally  eliminate  the  personal  income  tax  and 
relieve  business  from  the  burden  of  providing  the  additional  interest,  dividend,  or 
profit  which  it  must  now  furnish  to  pay  the  income  tax. 

The  association,  which  Mr.  Rothschild  represents,  in  its  published 
platform  does  not  go  so  far  as  to  advocate  the  abolition  of  the  personal 
mcome  tax,  but  it  shows  its  leaning  not  only  by  advocating  the 
abolition  of  the  siu*tax,  but  by  proposmg  to  xaise  the  personal  exemp- 
tions to  $2,500  and  $5,000,  respectively.  That  is,  it  would  lop  off  the 
income  tax  at  both  the  top  and  bottom  and  leave  only  the  normal 
individual  tax  beginning  with  a  pretty  high  exemption. 

The  Chairman.  Would  you  advocate  keeping  the  income  tax  at 
its  present  rate  ? 

Prof.  Fairghild.  No,  sir;  I  am  very  much  in  favor  of  such  reduc- 
tions in  the  high  surtax  rates  as  will  make  them  both  reasonable  and 
equitable,  and  also,  what  is  more  important,  make  them  effective 
from  an  administrative  point  of  view. 

The  Chairman.  I  think  that  is  as  far  as  any  of  us  want  to  go. 

Prof.  Fairghild.  I  think  that  is  where  most  tax  experts  will 
stand,  but  I  can  not  believe  that  the  sales  tax,  which  its  friends  say 
is  going  to  yield  from  three  to  five  billion  dollars  a  year,  is  being 
urged  simplv  to  get  rid  of  some  of  the  excrescences  of  the  present 
tax  system,  because  that  much  revenue  is  not  needed  for  that  purpose. 

The  Chairman.  Do  you  think  that  Mr.  Rothschild  speaks  for 
anybody  but  himself  ? 

Prof.  Fairghild.  Yes;  he  is  the  spokesman  of  the  largest  and 
most  active  organization  that  is  working  for  the  sales  tax. 

The  Chairman.  What  association  is  that? 

Prof.  Fairghild.  The  National  Business  Men's  Tax  Association. 

The  Chairman.  Is  that  a  new  association? 

Prof.  Fairghild.  I  think  it  was  organized  for  the  sake  of  pushing 
the  sales  tax. 

The  Chairman.  A  few  months  ago  ? 
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Prof.  Fairchild.  Well,  within  the  year.  I  am  somewhat  em- 
barrassed in  thus  speaking  for  Mr.  Rothschild.  He  should  doubt- 
less be  here  and  have  an  opportunity  to  speak  for  himself,  but  I  have 
taken  only  his  own  statements  as  publicly  made  and  in  print,  where 
anybody  can  find  them.  I  do  not  need  to  areue  before  this  com- 
mittee, I  think,  the  merits  of  the  income  tax;  tne  fact  that  it  is  the 
backbone  of  the  tax  systems  of  the  leading  nations  of  the  world,  and 
that  the  United  States  has  finally  fallen  in  line. 

The  Chairman.  It  does  not  require  argument,  Professor.  We  are 
all  agreed  that  it  has  come  to  stay. 

Prof.  Fairchiu).  The  final  point,  Mr.  Chairman,  to  which  I  should 
like  to  call  your  attention,  and  one  with  which  you  are  more  familiar 
than  I,  is  the  opinion  which  I  hold  that  the  sales  tax  really  is  not 
necessary  at  the  present  time  to  enable  us  to  remove  the  objectionable 
features  of  the  present  tax  system  or  to  balance  the  budget.  I  have 
every  confidence  in  the  abilitv  of  Congress  to  reach  a  solution  of  the 
present  financial  problem  without  introducing  a  new  tax  of  this  sort. 

I  am  fearful,  therefore,  lest  we  find  ourselves  saddled  with  a  great 
new  tax  machine,  a  tax  which  is  inherently  unjust  in  that  it  is  a  tax 
on  consumption,  a  tax  which  bears  more  heavily  on  the  poor  than 
on  the  rich;  a  tax  which  will  be  a  burden  on  business  at  a  time 
when  business  needs  all  the  assistance  it  can  have  to  get  on  its  feet 
again;  a  tax  which  will  affect  unequally  different  businesses  according 
as  many  processes  are  integrated  in  one  concern  or  distributed  amone 
many  small  concerns;  a  tax  which,  if  we  may  accept  the  estimates  oi 
its  friends,  would  produce  revenue  far  in  excess  of  what  is  now  needed; 
a  tax  which  would  leave  us  with  the  danger  of  a  reversal  of  our  tax 

{policy,  a  fundamental  change  in  our  tax  system  which  would  set  our 
aces  against  the  weight  of  all  tax  authority  and  against  the  history 
of  modem  democratic  countries  of  the  world.  If  I  can  answer  any 
questions,  Mr.  Chairman,  I  should  be  happy  to  do  so. 

Senator  La  Follette.  Prof.  Fairchild,  1  was  delayed  at  my  oflBce 
and  did  not  have  an  opportunity  to  hear  all  your  statements.  It  may 
be  that  you  have  covered  the  points  that  I  would  inquire  about,  and 
if  you  have  and  the  record  has  covered  these  propositions,  I  shall  not 
ask  you  to  repeat  them;  but  have  you  stated  what  the  effect  of  a  sales 
tax  would  be  as  to  the  cost  and  price  ? 

Prof.  Fairchild.  I  tried  to  state  to  the  committee  that  the  effect 
would  be  to  raise  all  costs  and  raise  prices  and  so  pass  the  burden  to 
the  ultimate  consumer. 

Senator  La  Follette.  Would  such  a  tax  as  is  proposed  by  this  bill 
affect  business  equally  or  unequally? 

Prof.  Fairchild.  That  point  also,  I  think,  I  have  covered. 

Senator  La  Follette.  You  have  fully  covered  that,  have  you  t 

Prof.  Fairchild.  Yes,  sir. 

Senator  La  Follette.  And  have  you  discussed  the  relative  merits 
of  a  sales  tax  as  compared  with  an  income  tax  ? 

Prof.  Fairchild.  I  did  not  go  into  that.  The  chairman  stated 
that  there  was  a  pretty  general  agreement  that  the  income  tax  was 
here  to  stay.  My  impression  is  that  the  fact  that  some  of  the  advo- 
cates of  the  sales  tax  would  like  to  see  the  income  tax  go  and  a  tax 
on  consumption  take  its  place  is  perhaps  not  pertinent,  if  everybody 
agrees  that  the  income  tax  is  to  remain.  Therefore,  I  did  not  go  very 
far  into  that  question. 
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Senator  La  Follette.  Well,  it  is  the  opinion  of  some  of  us  that 
that  is  the  beginning  of  the  going  out  of  tne  income  tax. 

Prof.  Fairchild.  That  was  exactly  the  opinion  I  expressed  myself. 

Senator  La  Foixette.  I  should  be  very  glad,  if  you  have  not 
already  covered  that  ground,  to  have  you  go  mto  that  somewhat. 

Ftoi.  Fairchild.  In  just  a  few  moments  I  might  state  that  there 
are  certain  fundamental  principles  which  I  think  you  will  find  gen- 
erally acceptable  by  students  of  taxation.  First,  that  the  burden  of 
taxation  should  be  distributed  among  the  citizens  according  to  their 
ability  to  pay.  There  have  been  various  other  theories  of  distribu- 
tion proposed  and  discussed  and  one  by  one  rejected,  and  I  think 
there  is  to-day  a  pretty  general  agreement  on  the  principle  of  distri- 
bution according  to  abihty  to  pay.  Secondly,  that  the  best  measure 
of  ability  to  pay  is  income.  Here  again  we  have  tried  property  taxes 
and  consumption  taxes  and  business  taxes  of  various  sorts,  and 
throughout  tne  world  I  think  it  is  perfectly  safe  to  say  that  there  is 
a  general  agreement  that  individual  income  is  the  truest  measure  of 
ability  to  pay  taxes.  Third,  there  is  an  agreement  that  the  ability 
to  pay  taxes  increases  at  a  faster  rate  than  the  increase  of  the  income, 
which  justifies  progressive  taxation. 

On  tne  basis  of  those  three  principles,  which  I  think  it  will  be  very 
difficult  to  change,  tax  students  tnroughout  the  world  are  pretty 
thoroughly  agreed  that  the  individual  income  tax  should  be  the  basis 
of  the  tax  system,  and  this  is  not  merely  an  academic  agreement 
among  tax  tneorists,  since  it  is  the  actual  tax  policy  of  virtually  all 
the  leading  countries  of  the  world  which  have  a  democratic  govern- 
ment. 

The  United  States,  as  you  all  know,  through  our  constitutional 
restriction  upon  direct  taxes,  was  prevented  from  1894  on  from  hav- 
ing an  individual  income  tax ;  but  since  the  Constitution  was  amended 
so  as  to  make  that  possible  we,  after  lagging  a  generation  or  two 
behind  the  other  nations  of  the  world,  have  fallen  mto  line  and  have 
made  rapid  progress  and  now  have  a  developed  income  tax  which  I 
think  it  would  oe  a  very  ^eat  mistake  to  weaken  or  threaten  to 
withdraw.  I  do  not  at  all  msist  that  the  present  income  tax  is  per- 
fect. I  am  of  the  opinion  that  the  highest  surtax  rates  are  too  high, 
both  on  the  grounds  of  justice  and,  what  is  more  important,  on  me 
grounds  of  administrative  effectiveness,  particularly  when  we  leave 
open  to  the  wealthy  taxpayer  the  opportunity  of  tax-exempt  invest- 
ments which  are  now  before  him  and  which,  I  think,  is  one  of  the 
serious  blunders  we  have  made. 

Senator  La  Follette.  Have  you  any  suggestion  to  make  as  to 
how  that  should  be  met  by  legislation  ? 

Prof.  Fairchild.  I  think  without  any  question  legislation  should 
go  just  as  far  as  constitutional  restrictions  permit  in  removing  from 
now  on  the  tax-exemption  privileges  of  certain  investments. 
There  may  be  some  question  as  to  how  far  constitutional  require- 
ments will  permit  that,  but  I  can  conceive  of  no  question  but  what 
it  ought  to  go  so  far  as  our  constitutional  restrictions  will  permit.  I 
think  the  next  step  we  should  take  would  be  to  make  an  amendment 
to  the  Federal  Constitution  which  would  permit  the  various  State 

fovemments  to  impose  their  taxes  upon  the  securities  of  the  United 
tates  Government  and,  conversely,  permit  the  United  States  Gov- 
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eminent  to  submit  to  its  income  tax  the  bonds  and  other  obUgations 
of  the  States  and  their  political  subdivisions. 

I  do  not  see  how  we  can  avoid  a  very  serious  curtailing  of  the 
effectiveness  and  the  equity;  in  fact,  even  the  threatened  breakdown 
of  our  income  tax  system,  so  lon^  as  we  leave  the  present  situation  in 
which  States  and  tneir  subdivisions  are  encouraged  to  extend  their 
issues  of  securities  exempt  from  the  income  tax.  And,  conversely, 
it  is  no  more  than  fair  to  permit  the  States  with  their  income  taxes 
to  reach  the  securities  of  the  Federal  Government. 

Senator  La  Follette.  Have  you  studied  the  sales  tax  legislation 
and  its  administration  in  Canada  ? 

Prof.  Fairchild.  Only  in  a  very  cursory  way,  Senator  La  Follette. 
I  understand  that  the  Canadian  tax  is  quite  different  from  any  of 
the  forms  of  the  sales  tax  being  advocated  in  this  country.  It 
is  not  a  tax  on  retail  sales  at  all.  It  is  at  different  rates  under 
different  circumstances,  the  details  of  which  I  am  not  very  familiar 
with.  So  that  I  do  not  think  that  the  results  of  the  sales  tax 
in  Canada  are  very  important  evidence  as  to  the  probable  working 
of  the  sales  tax  in  the  forms  in  which  it  is  being  advocated  in  the 
United  States. 

Senator  La  Follette.  What  about  the  Philippine  sales  tax  ? 

Prof.  Fairchild.  I  know  very  little  about  that.  The  French 
Government  also  has  a  sales  tax.  All  I  learn  about  that  is  that  the 
yield  has  been  disappointing. 

Senator  La  Follette.  Have  you  prepared  a  paper  or  a  brief  upon 
this  subject? 

Prof.  Fairchild.  A  couple  of  weeks  ago  I  appeared  before  the 
Chamber  of  Commerce  of  the  United  States  at  its  annual  meeting 
and  read  there  a  paper  which  I  could  submit  to  this  committee  u 
you  care  to  receive  it. 

Senator  La  Follette.  I  would  like  very  much  to  have  you  submit 
it  and  have  it  go  into  the  record. 

The  Chairman.  It  will  be  printed  in  the  record,  if  it  is  so  desired. 

Senator  Dillingham.  Have  you  in  that  paper  embodied  your 
views  on  a  constitutional  amendment  authorizing  the  General  Gov- 
ernment to  tax  the  obligations  of  the  States  and  of  the  State  govern- 
ments to  tax  the  obligations  of  the  Federal  Government? 

Prof.  Fairchild.  No,  sir;  that  is  not  a  part  of  this  paper. 

Senator  Dillingham.  Have  you  ever  prepared  a  paper  on  that 
subject  ? 

Prof.  Fairchild.  No,  sir;  I  have  not. 

Senator  Dillingham.  Have  you  given  %ny  thought  as  to  what  the 
possible  effect  might  be  if  the  States  had  the  authority  to  tax  Gov- 
ernment securities  on  the  power  there  would  be,  perhaps,  to  attack 
the  very  sovereignty  of  the  Nation  in  time  of  need  ? 

Prof.  Fairchild.  Yes,  sir;  I  have  given  thought  to  that. 

Senator  Dillingham.  And,  on  the  other  hand,  the  power  of  the 
General  Government  to  tax  what  you  might  call  the  sovereign  powers 
of  the  States  ? 

Prof.  Fairchild.  Yes,  sir. 

Senator  Dillingham.  Do  you  see  any  danger  in  that  ? 

Prof.  Fairchild.  Not  such  as  would  qualify  my  proposal,  which 
was  that  the  Federal  Government  and  the  States,  respectively,  should 
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have  the  power  iinder  a  general  income  tax  to  tax  the  income  from 
these  respective  securities. 

Senator  Dillingham.  You  would  limit  it  to  that  ? 

Prof.  FAiBCHiLp.  Yes,  sir.  There  was  very  good  ground,  I  think, 
for  the  earlv  decisions  of  the  Supreme  Court,  which  restricted  the 
powers  of  the  respective  governments  to  tax  each  other's  agencies, 
for  there  was  at  that  time  an  attempt  to  impose  an  exclusive  tax  on 
particular  agencies  of  another  grade  of  government.  For  instance, 
the  tax  first  came  up  in  connection  with  a  State  tax  on  the  United 
States  Bank,  and  the  court,  under  Justice  Marshall,  I  believe,  very 
properly  declared  that  the  power  to  levy  such  a  tax  gave  power 
virtually  to  attack  or  destroy  the  sovereignty  of  another  grade  of 
government.  But  it  is  very  hard  for  me  to  see  how  any  such  danger 
can  lurk  in  the  power  under  a  general  income  tax  which  reaches 
income,  of  all  sorts  to  include  the  incomes  from  securities  of  another 
grade  of  government.  For  example,  if  the  State  of  New  York  imposes 
an  income  tax  upon  all  incomes  from  every  source,  and  among  those 
includes  the  interest  on  United  States  bonds,  how  can  that  tax  in 
any  way  aflFect  the  sovereignty  of  the  United  States  Government  ? 

Senator  Dilungham.  I  am  very  glad  to  know  that  you  would 
limit  such  an  amendment  as  that.  I  was  a  little  startled  by  your 
suggestion  without  this  explanation. 

Prof.  Fairchild.  I  am  very  glad  you  gave  me  an  opportunity  to 
explain. 

Senator  Dillingham.  There  is  a  general  movement  coming  from 
various  sources  of  the  Government  to  invade  the  State  and  assume 
duties  of  the  State,  which  I  look  upon  as  very  dangerous. 

Prof.  Fairchild.  I  agree  with  you  very  heartily. 

Senator  La  Follette.  Professor,  have  you  in  the  course  of  your 
statement  here  discussed  the  excess-profits  tax  at  all  ? 

Prof.  Fairchild.  Only  incidentally.  I  compared  it  with  the  sales 
tax  as  to  where  its  ultimate  burden  rests.  I  drew  the  distinction 
between  a  tax  Uke  the  sales  tax,  which  must  be  an  added  cost  to  every 
unit  of  product,  and,  therefore,  must  ultimately  be  shifted  to  the 
consiuner  in  a  higher  price,  and,  on  the  other  hand,  a  tax  on  excess 
profits,  which  is  not  an  added  cost  on  every  unit  of  product,  which 
is  not  borne  at  all  by  those  concerns  that  make  profits  small  enough 
so  they  are  not  subject  to  the  tax,  and  I  pointed  out  that  such  a  tax 
on  excess  profits  is  not  normally  shifted  to  the  consumer,  either  not 
at  all  or  certainly  to  no  such  extent  as  the  tax  on  gross  sales,  which 
has  to  be  paid,  whether  profits  are  made  or  not,  on  every  unit  of 
product. 

Senator  La  Follette.  The  very  strong  advocates  of  the  sales 
tax  who  have  appeared  before  this  committee  from  time  to  time  have 
been,  apparently,  to  my  mind  at  least,  representatives  of  business 
very  desu-ous  of  getting  rid  of  the  excess-profits  tax,  and  they  have 
been  loudest  and  strongest  in  their  affirmation  that  the  excess  profits 
tax  is  all  passed  on,  not  only  the  tax,  but  that  it  is  multipliea  over 
and  over  again  and  pyramided,  and  that  the  consumer  has  to  pay  it 
all  and  has  to  pay  it  in  the  very  worst  form  in  which  a  tax  could  be 
passed  on.     I  would  like  to  know  what  your  views  are  about  that. 

Prof.  Faircfiild.  I  am  very  familiar,  indeed,  with  such  statements 
as  that,  and,  in  my  opinion,  they  are  merely  assertions  with  no 
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basis  of  logical  argument  to  sustain  them  and  nothing  in  the  way 
of  practical  experience  to  bear  them  out.  On  the  groim(fi  of  economic 
pnnciple  it  is  impossible  to  show  that  a  tax  which  is  borne  only  by 
those  who  make  profits  above  a  certain  rate  can  all  enter  into  the 
cost  of  products  so  as  to  be  shifted.  How  can  the  concern  which 
pays  that  tax  raise  its  price  if  its  competitors  do  not  raise  their 
prices,  and  why  should  a  competitor  who  is  makmg  small  profits 
and  does  not  pay  a  tax  be  compelled  to  raise  the  price  on  account  of 
a  tax  which  he  does  not  pay  ?  How  can  anvbody  be  driven  out  of 
business  by  a  tax  which  he  does  not  pay  ?  'those  whose  profits  are 
small — that  is,  up  to  8  per  cent  or  whatever  the  limit  is — are  not  going 
to  be  affected  at  all,  because  they  do  not  pay  any  tax,  and  if  they 
are  not  affected  and  go  on  selling  at  the  old  price,,  how  can  these 
more  prosperous  concerns,  whose  profits  are  so  high  that  they  pay 
a  tax,  raise  their  prices  in  place  of  the  old  price  level  made  by  tneir 
competitors,  and  finally  how  would  they  go  out  of  business  sacrific- 
ing good  profits  because  the  Government  takes  a  share  of  them? 
That  is  theory,  but  it  is  a  theory  that  it  is  difficult  to  escape  the  con- 
clusion of.  On  the  practical  side,  I  know  perfectly  well  that  it  is 
open  to  any  business  man  to  add  his  excess-profits  tax  in  calculating 
his  costs  and  in  keeping  his  accounts,  and  that  is  the  nearest  to  argu- 
ment that  I  have  come  in  studying  these  assertions.  But  it  is  very 
clear  that  it  is  one  thing  to  add  certain  elements  into  your  costs  in 
keeping  your  accounts  and  a  very  different  thing  to  pass  them  on  to 
the  buyer  of  your  goods.  The  mere  calculation  of  taxes  does  not 
give  any  power  to  pass  them  on  to  the  purchaser  of  the  goods.  I  am 
pretty  certain  that  the  average  business  man  with  the  common  sense 
for  wnich  I  give  American  business  credit  charges  prices  which  he  can 
get  and  strives  to  make  his  profits  as  high  as  he  can  make  them, 
and  I  do  not  see  how  the  imposition  of  a  tax  on  profits  above  a 
certain  limit — that  is,  excess  profits — gives  any  power  to  raise  prices 
which  was  not  already  possessea  and  presumabfy  exercised  before. 

Senator  La  Follettb.  And  would  be  exercised  after  the  excess- 
profits  tax  is  removed. 

Prof.  Fairchild.  Absolutely.  Some  of  the  more  enthusiastic 
advocates  of  the  excess-profits  tax  put  up  an  argument  which  can  rest 
only  on  the  assumption  that  the  one  tning  which  controls  prices  is 
the  sweet  will  of  the  seller,  and  I  submit  tnat  prices  are  not  so  con- 
trolled. If  they  were  we  would  not  to-day  see  some  of  these  very 
concerns  doing  business  at  a  loss.  There  are  other  things  outside 
the  will  of  the  seller  that  control  prices. 

Senator  Dillingham.  I  have  observed,  Professor,  that  among 
those  who  have  testified  before  us  on  that  subject,  heads  of  depart- 
ment stores  and  manufacturers,  that  almost  invariably  they  say  that 
they  have  estimated  what  that  tax  would  be  and  have  added  it  to 
the  overhead  charges  and  then  based  their  prices  accordingly,  so  that 
in  effect  it  has  gone  into  the  price  of  the  goods  and  in  that  way 
reached  the  ultimate  consumer. 

Prof.  Fairchild.  I  have  heard  those  statements  over  and  over  again 
and  am  perfectly  free  to  admit  that  they  represent  the  facts  so  far  as 
those  who  make  them  see  the  facts,  namely,  that  they  have  calcu- 
lated the  taxes;  they  have  added  them  into  their  costs  in  making  up 
their  accounts;  they  have  added  them  to  the  overhead;  but  having 
done  all  that,  that  does  not  guarantee  that  they  will  get  a  price  su^ 
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ficient  to  cover  all  these  thin^,  and  if  they  could  get  that  price  I 
think  they  would  not  have  waited  for  the  Government  to  give  them 
this  particular  thing  to  calculate  before  charging  it. 

Senator  Dillingham.  Some  of  us  have  felt  during  the  war  here 
that  the  tax  had  been  multiplied  several  times.  The  Buyer's  League 
had  to  be  formed  to  bring  aown  the  competition  that  you  speak  of. 

Senator  La  Follette.  And  some  have  been  pretty  certain  that 
the  prices  would  have  been  iust  as  high,  taxes  or  no  taxes. 

Senator  Suthebland.  I  tnink  the  witness  is  right  in  theory,  but  on 
a  rising  market,  such  as  they  had  during  1918  and  1919,  they  could 
use  it  as  an  excuse,  and  automatically  tne  contagion  of  price  raising 
spreads  among  the  small  men  as  well  as  the  big  men.  They  charge 
what  the  trade  will  bear.  They  might  have  charged  as  much  if  there 
had  been  no  excess-profits  tax,  but,  as  a  matter  of  fact,  they  used 
that  as  an  excuse,  I  think,  and  the  public  submitted.  Now,  in  a 
falling  market  they  could  not  use  it. 

Prof.  Faibohild.  Nor  in  a  normal  market,  ordinarily. 

Senator  Suthebland.  Where  there  was  active  competition. 

Prof.  FAiROHiLp.  Yes,  sir.  I  should  myself  have  made  that  point 
more  clear,  that  it  is  quite  true  that  in  circumstances  such  as  ex- 
isted during  the  war,  when  demand  was  exorbitant  and  anybody 
on  the  ground  with  goods  to  sell  could  get  almost  any  price  it  was 
desired  to  ask,  there  doubtless  were  those  who  in  seeing  this  oppor- 
tunity found  their  consciences  somewhat  comforted  by  the  fact  that 
they  could  lay  the  blame  on  the  Government.  That  had  the  eflFect 
of  prices  going  up  here  and  there,  higher  than  they  would  otherwise 
have  gone;  but  tne  effect  of  that  is  all  worn  off  in  a  short  time,  and 
that  is  only  the  effect  of  such  an  abnormal  condition  as  we  had  dur- 
ing the  war.  Now  we  are  discussing  the  merits  of  the  sales  tax  and 
the  excess-profits  tax  for  the  normal  times  supposed  to  follow,  and 
that  argument,  I  think,  has  no  weight. 

The  Chaieman.  I  do  not  recall.  Professor,  whether  you  have  re- 
ferred to  this  matter  or  not.  I  am  impressed  with  the  fact  that  you 
have  made  a  study  of  this  question,  however.  Have  vou  considered 
the  difficulties  of  administration,  if  there  are  any,  in  tne  collection  of 
the  tax  ?  . 

Prof.  Faibchild.  I  have  given  that  some  consideration,  and  I  do 
not  regard  the  difficulties  of  administration  as  the  most  serious  ob- 
jection to  the  sales  tax.  If  the  sales  tax  is  added  to  all  existing  taxes, 
of  course,  we  do  not  get  any  simplicity.  No  matter  how  simple  the 
sales  tax  is,  we  have  at  least  that  addition,  and  I  have  not  been  im- 
pressed with  the  argument  to  the  effect  that  the  sales  tax  is  so  very 
simple,  and  would  add  so  greatly  to  the  simplicity  of  the  administra- 
tion of  taxes.  That  argument  can  have  no  weight  unless  it  is  pre- 
sumed that  the  corporation  income  tax  is  to  be  abolished.  A  con- 
cern which  has  given  the  information  necessary  for  the  corporation 
income  tax  has  given,  I  think,  all  the  information  necessary  for  the 
sales  tax.  Therefore,  the  sales  tax  can  bring  no  simplicity  into  our 
tax  machinery,  unless  the  income  tax  is  to  be  abohshed.  That  is 
another  reason  which  rather  inclines  me  to  the  opinion  that  the  sales 
tax  is  really  an  attack  upon  the  income  tax.  The  sales  tax  would 
undoubtedly  cause  a  very  serious  burden  of  administration,  particu- 
larly in  applying  it  to  the  small  concerns.     I  notice  that  some  of  its 
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basis  of  logical  argument  to  sustain  them  and  nothing  in  the  way 
of  practical  experience  to  bear  them  out.  On  the  grouncfi  of  economic 
principle  it  is  unpossible  to  show  that  a  tax  which  is  borne  only  by 
those  who  make  profits  above  a  certain  rate  can  all  enter  into  the 
cost  of  products  so  as  to  be  shifted.  How  can  the  concern  which 
pays  that  tax  raise  its  price  if  its  competitors  do  not  raise  their 
prices,  and  why  should  a  competitor  who  is  maldng  small  profits 
and  does  not  pay  a  tax  be  compelled  to  raise  the  price  on  account  of 
a  tax  which  he  does  not  pay  ?  How  can  anvbody  be  driven  out  of 
business  by  a  tax  which  he  does  not  pay  ?  'those  whose  profits  are 
small — that  is,  up  to  8  per  cent  or  whatever  the  limit  is — are  not  going 
to  be  affected  at  all,  because  they  do  not  pay  any  tax,  and  if  they 
are  not  affected  and  go  on  selling  at  the  old  price,,  how  can  these 
more  prosperous  concerns,  whose  profits  are  so  high  that  they  pay 
a  tax,  raise  their  prices  in  place  of  the  old  price  level  made  by  their 
competitors,  and  finally  how  would  they  go  out  of  business  sacrific- 
ing good  profits  because  the  Government  takes  a  share  of  them? 
That  is  theory,  but  it  is  a  theory  that  it  is  difficult  to  escape  the  con- 
clusion of.  On  the  practical  side,  I  know  perfectly  well  that  it  is 
open  to  any  business  man  to  add  his  excess-profits  tax  in  calculating 
his  costs  and  in  keeping  his  accounts,  and  that  is  the  nearest  to  argu- 
ment that  I  have  come  in  studying  these  assertions.  But  it  is  very 
clear  that  it  is  one  thing  to  add  certain  elements  into  your  costs  in 
keeping  your  accounts  and  a  very  different  thing  to  pass  them  on  to 
the  buyer  of  your  goods.  The  mere  calculation  of  taxes  does  not 
give  any  power  to  pass  them  on  to  the  purchaser  of  the  goods.  I  am 
pretty  certain  that  the  average  business  man  with  the  common  sense 
for  which  I  give  American  business  credit  charges  prices  which  he  can. 
get  and  strives  to  make  his  profits  as  high  as  he  can  make  them^ 
and  I  do  not  see  how  the  imposition  of  a  tax  on  profits  above  a 
certain  limit — that  is,  excess  profits — ogives  any  power  to  raise  prices 
which  was  not  already  possessea  and  presumabr^  exercised  before. 

Senator  La  Follettb.  And  would  be  exercised  after  the  excess- 
profits  tax  is  removed. 

Prof.  Fairchild.  Absolutely.  Some  of  the  more  enthusiastic 
advocates  of  the  excess-profits  tax  put  up  an  argument  which  can  rest 
only  on  the  assumption  that  the  one  tning  which  controls  prices  is 
the  sweet  will  of  the  seller,  and  I  submit  tnat  prices  are  not  so  con- 
trolled. If  they  were  we  would  not  to-day  see  some  of  these  very 
concerns  doing  business  at  a  loss.  There  are  other  things  outside 
the  will  of  the  seller  that  control  prices. 

Senator  Dillingham.  I  have  observed.  Professor,  that  among 
those  who  have  testified  before  us  on  that  subject,  heads  of  depart- 
ment stores  and  manufacturers,  that  almost  invariably  they  say  that 
they  have  estimated  what  that  tax  would  be  and  have  addea  it  to 
the  overhead  charges  and  then  based  their  prices  accordingly,  so  that 
in  effect  it  has  gone  into  the  price  of  the  goods  and  in  that  way 
reached  the  ultimate  consumer. 

Prof.  Fairchild.  I  have  heard  those  statements  over  and  over  again 
and  am  perfectly  free  to  admit  that  they  represent  the  facts  so  far  as 
those  who  make  them  see  the  facts,  namely,  that  they  have  calcu- 
lated the  taxes;  they  have  added  them  into  their  costs  in  making  up 
their  accounts;  they  have  added  them  to  the  overhead;  but  having 
done  all  that,  that  does  not  guarantee  that  they  will  get  a  price  su^ 


SALES  TAX — OFPOISTENTS.  417 

ficient  to  coyer  all  these  thin^,  and  if  they  could  get  that  price  I 
think  they  would  not  have  waited  for  the  Government  to  give  them 
this  particular  thing  to  calculate  before  charging  it. 

Senator  Dilunqham.  Some  of  us  have  f^t  during  the  war  here 
that  the  tax  had  been  multiplied  several  times.  The  Buyer's  League 
had  to  be  formed  to  bring  aown  the  competition  that  you  speak  of. 

Senator  La  Follette.  And  some  have  been  pretty  certain  that 
the  prices  would  have  been  iust  as  high,  taxes  or  no  taxes. 

Senator  Suthebland.  I  tnink  the  witness  is  right  in  theory,  but  on 
a  rising  market,  such  as  they  had  during  1918  and  1919,  they  could 
use  it  as  an  excuse,  and  automatically  me  contagion  of  price  raising 
spreads  among  the  small  men  as  well  as  the  big  men.  They  charge 
what  the  trade  will  bear.  They  might  have  charged  as  much  if  there 
had  been  no  excess-profits  tax,  but,  as  a  matter  of  fact,  they  used 
that  as  an  excuse,  I  think,  and  the  pubUc  submitted.  Now,  in  a 
falling  market  they  could  not  use  it. 

Prof.  Fairohild.  Nor  in  a  normal  market,  ordinarily. 

Senator  Suthebland.  Where  there  was  active  competition. 

Prof.  FAiRCHiLp.  Yes,  sir.  I  should  myself  have  made  that  point 
more  clear,  that  it  is  quite  true  that  in  circumstances  such  as  ex- 
isted during  the  war,  when  demand  was  exorbitant  and  anybody 
on  the  ground  with  goods  to  sell  could  get  almost  any  price  it  was 
desired  to  ask,  there  doubtless  were  those  who  in  seeing  this  oppor- 
tunity found  their  consciences  somewhat  comforted  by  the  fact  that 
they  could  lay  the  blame  on  the  Government.  That  had  the  effect 
of  prices  going  up  here  and  there,  higher  than  they  would  otherwise 
have  gone;  but  the  effect  of  that  is  all  worn  off  in  a  short  time,  and 
that  is  only  the  effect  of  such  an  abnormal  condition  as  we  had  dur- 
ing the  war.  Now  we  are  discussing  the  merits  of  the  sales  tax  and 
the  excess-profits  tax  for  the  normal  times  supposed  to  follow,  and 
that  argument,  I  think,  has  no  weight. 

The  Chairman.  I  do  not  recall.  Professor,  whether  you  have  re- 
ferred to  tMs  matter  or  not.  I  am  impressed  with  the  fact  that  you 
have  made  a  study  of  this  question,  however.  Have  vou  considered 
the  diflSculties  of  administration,  if  there  are  any,  in  tne  collection  of 
the  tax? 

Prof.  Fairchild.  I  have  siven  that  some  consideration,  and  I  do 
not  regard  the  difficulties  of  administration  as  the  most  serious  ob- 
jection to  the  sales  tax.  If  the  sales  tax  is  added  to  all  existing  taxes, 
of  course,  we  do  not  get  any  simplicity.  No  matter  how  simple  the 
sales  tax  is,  we  have  at  least  that  addition,  and  I  have  not  been  im- 
pressed with  the  argument  to  the  effect  that  the  sales  tax  is  so  very 
simple,  and  would  add  so  greatly  to  the  simplicity  of  the  administra- 
tion of  taxes.  That  argument  can  have  no  weight  unless  it  is  pre- 
sumed that  the  corporation  income  tax  is  to  be  abolished.  A  con- 
cern which  has  given  the  information  necessary  for  the  corporation 
income  tax  has  given,  I  think,  all  the  information  necessary  for  the 
sales  tax.  Therefore,  the  sales  tax  can  bring  no  simplicity  into  our 
tax  machinery,  unless  the  income  tax  is  to  be  abolished.  That  is 
another  reason  which  rather  inclines  me  to  the  opinion  that  the  sales 
tax  is  really  an  attack  upon  the  income  tax.  The  sales  tax  would 
undoubtedly  cause  a  very  serious  burden  of  administration,  particu- 
larly in  applying  it  to  the  small  concerns.     I  notice  that  some  of  its 
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basis  of  logical  argument  to  sustain  them  and  nothing  in  the  way 
of  practicalexperience  to  bear  them  out.  On  the  groun(fi  of  economic 
prmciple  it  is  impossible  to  show  that  a  tax  which  is  borne  only  by 
those  who  make  profits  above  a  certain  rate  can  all  enter  into  the 
cost  of  products  so  as  to  be  shifted.  How  can  the  concern  which 
pays  that  tax  raise  its  price  if  its  competitors  do  not  raise  their 
prices,  and  why  should  a  competitor  who  is  making  small  profits 
and  does  not  pay  a  tax  be  compelled  to  raise  the  price  on  account  of 
a  tax  which  he  does  not  pay  ?  How  can  anvbody  be  driven  out  of 
business  by  a  tax  which  he  does  not  pay  ?  'those  whose  profits  are 
small — that  is,  up  to  8  per  cent  or  whatever  the  limit  is — are  not  going 
to  be  affected  at  all,  because  they  do  not  pay  any  tax,  and  if  they 
are  not  affected  and  go  on  selling  at  the  old  price,,  how  can  these 
more  prosperous  concerns,  whose  profits  are  so  high  that  they  pay 
a  tax,  raise  their  prices  in  place  of  the  old  price  level  made  by  their 
competitors,  and  finally  how  would  they  go  out  of  business  sacrific- 
ing good  profits  because  the  Government  takes  a  share  of  them? 
That  is  theory,  but  it  is  a  theory  that  it  is  difficult  to  escape  the  con- 
clusion of.  On  the  practical  side,  I  know  perfectly  well  that  it  is 
open  to  any  business  man  to  add  his  excess-profits  tax  in  calculating 
his  costs  and  in  keeping  his  accounts,  and  that  is  the  nearest  to  argu- 
ment that  I  have  come  in  studying  these  assertions.  But  it  is  very 
clear  that  it  is  one  thing  to  add  certain  elements  into  your  costs  in 
keeping  your  accounts  and  a  very  different  thing  to  pass  them  on  to 
the  buyer  of  your  goods.  The  mere  calculation  of  taxes  does  not 
give  any  power  to  pass  them  on  to  the  purchaser  of  the  goods.  I  am 
pretty  certain  that  the  average  business  man  with  the  common  sense 
for  which  I  give  American  business  credit  charges  prices  which  he  can 
get  and  strives  to  make  his  profits  as  high  as  he  can  make  them, 
and  I  do  not  see  how  the  imposition  of  a  tax  on  profits  above  a 
certain  limit — that  is,  excess  profits — ogives  any  power  to  raise  prices 
which  was  not  already  possessea  and  presumably  exercised  before. 

Senator  La  Follette.  And  would  be  exercised  after  the  excess- 
profits  tax  is  removed. 

Prof.  Fairchild.  Absolutely.  Some  of  the  more  enthusiastic 
advocates  of  the  excess-profits  tax  put  up  an  argument  which  can  rest 
only  on  the  assumption  that  the  one  tning  which  controls  prices  is 
the  sweet  will  of  the  seller,  and  I  submit  tnat  prices  are  not  so  con- 
trolled. If  they  were  we  would  not  to-day  see  some  of  these  very 
concerns  doing  business  at  a  loss.  There  are  other  things  outside 
the  will  of  the  seller  that  control  prices. 

Senator  Dillingham.  I  have  observed.  Professor,  that  among 
those  who  have  testified  before  us  on  that  subject,  heads  of  depart- 
ment stores  and  manufacturers,  that  almost  invariably  they  say  that 
they  have  estimated  what  that  tax  would  be  and  have  addea  it  to 
the  overhead  charges  and  then  based  their  prices  accordingly,  so  that 
in  effect  it  has  gone  into  the  price  of  the  goods  and  in  that  way 
reached  the  ultimate  consumer. 

Prof.  Fairchild.  I  have  heard  those  statements  over  and  over  again 
and  am  perfectly  free  to  admit  that  they  represent  the  facts  so  far  as 
those  who  make  them  see  the  facts,  namely,  that  they  have  calcu- 
lated the  taxes;  they  have  added  them  into  their  costs  in  making  up 
their  accounts;  they  have  added  them  to  the  overhead;  but  having 
done  all  that,  that  does  not  guarantee  that  they  will  get  a  price  suN 
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ficient  to  cover  all  these  thin^,  and  if  they  could  get  that  price  I 
think  they  would  not  have  waited  for  the  Government  to  give  them 
this  particular  thing  to  calculate  before  charging  it. 

Senator  Dilunqham.  Some  of  us  have  felt  during  the  war  here 
that  the  tax  had  been  multiplied  several  times.  The  Buyer's  League 
had  to  be  formed  to  bring  aown  the  competition  that  you  speak  of. 

Senator  La  Foixette.  And  some  have  been  pretty  certain  that 
the  prices  would  have  been  iust  as  high,  taxes  or  no  taxes. 

Senator  Suthebland.  I  tnink  the  witness  is  right  in  theory,  but  on 
a  rising  market,  such  as  they  had  during  1918  and  1919,  they  could 
use  it  as  an  excuse,  and  automatically  tne  contagion  of  price  raising 
spreads  among  the  small  men  as  well  as  the  big  men.  They  charge 
what  the  trade  will  bear.  They  might  have  charged  as  much  if  there 
had  been  no  excess-profits  tax,  but,  as  a  matter  of  fact,  they  used 
that  as  an  excuse,  I  think,  and  the  public  submitted.  Now,  in  a 
falling  market  they  could  not  use  it. 

Prof.  Faibohild.  Nor  in  a  normal  market,  ordinarily. 

Senator  Suthebland.  Where  there  was  active  competition. 

Prof.  Fairghild.  Yes,  sir.  I  should  myself  have  made  that  point 
more  clear,  that  it  is  quite  true  that  in  circumstances  such  as  ex- 
isted during  the  war,  when  demand  was  exorbitant  and  anybody 
on  the  ground  with  goods  to  sell  could  get  almost  any  price  it  was 
desired  to  ask,  there  doubtless  were  those  who  in  seeing  this  oppor- 
timity  found  iheir  consciences  somewhat  comforted  by  the  fact  that 
they  could  lay  the  blame  on  the  Government.  That  had  the  effect 
of  prices  going  up  here  and  there,  higher  than  they  would  otherwise 
have  gone;  but  the  effect  of  that  is  all  worn  off  in  a  short  time,  and 
that  is  only  the  effect  of  such  an  abnormal  condition  as  we  had  dur- 
ing the  war.  Now  we  are  discussing  the  merits  of  the  sales  tax  and 
the  excess-profits  tax  for  the  normal  times  supposed  to  follow,  and 
that  argument,  I  think,  has  no  weight. 

The  Chairman.  I  do  not  recall,  Professor,  whether  you  have  re- 
ferred to  this  matter  or  not.  I  am  impressed  with  the  lact  that  you 
have  made  a  study  of  this  question,  however.  Have  vou  considered 
the  difficulties  of  administration,  if  there  are  any,  in  tne  collection  of 
the  tax? 

Prof.  Fairohild.  I  have  siven  that  some  consideration,  and  I  do 
not  regard  the  difficulties  of  administration  as  the  most  serious  ob- 
jection to  the  sales  tax.  If  the  sales  tax  is  added  to  all  existing  taxes, 
of  course,  we  do  not  get  any  simplicity.  No  matter  how  simple  the 
sales  tax  is,  we  have  at  least  that  addition,  and  I  have  not  been  im- 
pressed with  the  argument  to  the  effect  that  the  sales  tax  is  so  very 
simple,  and  would  add  so  greatly  to  the  simplicity  of  the  administra- 
tion of  taxes.  That  argument  can  have  no  weight  unless  it  is  pre- 
sumed that  the  corporation  income  tax  is  to  be  abolished.  A  con- 
cern which  has  given  the  information  necessary  for  the  corporation 
income  tax  has  given,  I  think,  all  the  information  necessary  for  the 
sales  tax.  Therefore,  the  sales  tax  can  bring  no  simplicity  into  our 
tax  machinery,  unless  the  income  tax  is  to  be  abolished.  That  is 
another  reason  which  rather  inclines  me  to  the  opinion  that  the  sales 
tax  is  really  an  attack  upon  the  income  tax.  The  sales  tax  would 
imdoubtedly  cause  a  very  serious  burden  of  administration,  particu- 
larly in  applying  it  to  the  small  concerns.     I  notice  that  some  of  its 
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tax  is  imperfect,  nor  that  its  operation  has  in  many  cases  been  unjuM,  nor  that  it  may 
even  have  driven  some  concerns  out  of  business.  But  these  are  exceptional  results 
of  imperfections  in  the  tax  and  not  indicative  of  its  true  nature. 

I  ask  you  also  not  to  draw  the  conclusion  that  I  am  here  to  defend  the  excess-profit? 
tax.  That  tax,  in  my  opinion,  plaved  a  useful  part  during  the  war.  It  has  done  its 
work,  and,  in  agreement  with  opinion  generally,  I  am  now  ready  to  see  it  go. 

Let  me  make  one  more  quahfication  for  the  sake  of  perfect  fairness.  I  am  not 
overlooking  a  long-run  process,  bv  which  even  profits  taxes  might  ultimately  be 
shifted  to  some  extent.  This  shifting  would  be  the  result  of  a  general  diffufiion. 
requiring  that  other  things  remain  equal  during  a  period  measured  in  decades  and 
generations.  Under  the  rapidly  changii^  conditions  of  American  business,  this  sort 
of  shifting  is  too  remote  and  too  vague  to  be  of  practical  importance  in  our  present 
problem. 

The  point  I  wish  to  leave  with  you  here,  and  I  want  to  make  it  emphatic,  is  that 
there  is  a  fundamental  difference  between  the  excesft-profits  tax  and  the  sales  tax,  in 
that  the  latter  is  an  addition  to  cost  of  production  and  must  normally  be  shifted  to  the 
consumer,  whereas  the  excess-profits  tax  will  normally  not  be  shifted  but  be  borne  by 
the  taxpayer  on  whom  it  is  imposed. 

Here  is  the  foundation  of  the  case  against  the  sales  tax.  It  is  an  addition  to  buflinesB 
cost.  All  goods  must  normally  be  sold  at  higher  prices  on  accoimt  of  it.  The  amount 
of  goods  tlmt  can  be  sold  ia  diminished  through  the  inexorable  working  of  the  laws  of 
supply  and  demand.    The  wheels  of  industry  are  slowed  down. 

Tnere  are  times  when  such  an  addition  to  business  costs  could  be  borne  without 
serious  result.  Theee  are  the  times  of  business  expansion  when  demand  is  strong  and 
production  is  pushed  to  keep  pace  with  consumption.  But  this  is  hardly  a  picture  of 
the  present  situation.  Just  now  is  a  poor  time  to  take  any  action  that  will  increase 
costs.  The  business  world  is  sick,  ana  the  medicine  needed  is  lower  costs.  Demand 
is  slack,  either  because  consumers  can  not  pay  the  prices  asked  or  because  they  are 
cannily  waiting  for  the  expected  further  reductions.  The  pick-up  will  not  start  before 
costs,  and  therefore  prices,  have  come  down  to  bedrock  level.  Anything  that  helps  to 
reduce  costs  is  hastening  the  revival  of  business.  Anything  that  tends  to  increase 
costs  is  deepening  the  ^loom  and  delaying  the  dawn. 

2.  My  second  proposition  is  this:  The  ^es  tax  is  unequal  in  its  effects  on  different 
business  concerns. 

I  have  called  attention  to  inequalities  and  discriminations  which  attend  the  sales 
tax  during  the  transition  period  before  the  process  of  shifting  the  tax  to  the  consumer 
has  finally  taken  place.  These  are  serious  defects,  which  must  be  borne  for  some  time 
after  the  tax  is  imposed .  What  I  invite  your  attention  to  now  is  a  species  of  disciimi- 
nation  which  wUl  continue  permanently,  even  after  shifting  has  taken  place.  This 
is  the  discrimination  between  the  ^'integrated"  business  and  its  single-process  com- 
petitor. 

This  matter  has  been  discussed  rather  fully  in  the  recent  debate  over  the  sales  tax, 
and  need  only  be  stated  briefly  at  this  time.  The  production  and  distribution  of  moot 
articles  invotves  a  series  of  steps  of  extraction,  manufacture,  and  sale,  from  Ihe  extrac- 
tion of  the  raw  material  to  the  delivery  of  the  finished  product  to  the  consumer.  It 
has  been  shown  that  there  ase  often  as  many  as  six  or  eight  steps  in  this  series.  In 
some  cases  all  or  many  of  these  steps  are  embraced  in  the  business  of  a  single  corpora- 
tion, in  oiher  cases  tne  several  steps  are  split  up  among  separate  and  independeat 
concerns.  In  the  latter  case  the  product  or  each  step  must  bear  the  sales  tax  ae  it  is 
passed  on  W  sale  to  the  concern  that  performs  the  next  process  in  the  series.  The 
cost  of  the  finished  product  includes  the  accumulation  of  all  these  sales' taxes.  The 
great  self-contained  business,  on  the  other  hand,  has  its  cost  increased  only  by  the  single 
tax  paid  on  the  sale  to  the  consumer.  The  resul t  is  a  discrimination,  favorine  the  large 
integrated  business  at  the  expense  of  its  less  self-contained  competitor,  and  nimishing 
a  strong  inducement  to  consolidation  and  .monopoly. 

This  arpniment  is  probably  familiar  to  you  all.  But,  so  far  as  I  have  been  able  to 
discover,  it  has  never  yet  been  refuted.  The  fact  is  it  can  not  be  refuted.  The 
advocates  of  the  sales  tax  content  themselves  either  by  falling  back  on  the  old  fallacy 
of  the  shifting  of  the  excess-profits  tax  or  else  by  making  light  of  the  whole  burden  of 
the  sales  tax  and  asserting  that  the  discrimination  doesn't  amount  to  much  anyway. 
The  first  line  of  defense  consists  of  the  assertion  that  whatever  inequality  may  reeialt 
from  the  sales  tax^  the  inequality  coining  from  the  excess-profits  tax,  as  it  is  passed  on 
from  step  to  step  in  the  productive  series,  is  just  as  bad  or  worse.  This  defense  loees 
its  theoretical  foundation,  when  once  the  fal&cy  of  the  shifting  of  the  exceas^piafita 
tax  is  exposed.  It  loees  its  practical  importance  as  soon  as  we  remind  ouiadves  that 
the  excess-profits  tax  is  slated  for  repeal  anvway.  It  is  no  defeaose  of  a  pnqpoaad 
unjust  tax  to  say  that  it  is  no  w<me  than  an  old  tax  which  we  are  about  to  aboliah. 
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In  support  of  the  second  line  of  defense,  there  have  been  presented  elaborate  sets  of 
fkfures  purporting  to  show  that  the  aocumulated  sales  taxes  finally  added  to  the  cost 
of  a  selected  list  of  oommoditiei  would  generally  fall  between  24  and  ^  per  cent  of  the 
price  to  the  consume.  The  conclusion,  expriaaed  or  implied,  is  that  this  is  a  very 
small  matter  and  that  any  inequality  between  competitoro  doesn's  amount  to  much. 

Now  I  maintain  that  a  1  per  cent  sales  tax  is  not  a  small  matter.  One  per  cent  on 
sales  is  frequently  a  very  large  part  of  net  profits.  My  colleague,  Prof.  T.  S.  Adams, 
makes  the  followmg  statement  in  a  recent  artide: 

"One  per  cent  on  gross  sales  is  more  than  one-third  of  the  net  profits  in  dairying  and 
meat  packing.  It  is  more  than  one-fourth  of  the  net  profits  in  the  manufacture  of 
millinery  and  artificial  flowers,  in  the  grocery  tiade,>  in  the  sale  of  many  forms  of 
leather  goods,  and  the  wholesale  feed  tmde.  It  is  mo^,  much  m(xe,  than  one-fifth  of 
the  net  profits  in  the  wholesale  lumber  trade,  in  coffee  roasttng,  grist  and  flour  milling, 
rice  milling  and  cleaning,  smelting  and  refining,  and  the  manufacture  of  leather  goods, 
hats  and  caps,  and  some  silk  products." 

And  if  this  is  1  ^r  cent,  what  about  an  increased  cost  of  24  to  3^  per  cent?  Will  this 
look  like  a  mere  trifle  to  the  concern  that  has  to  stand  it?  The  single  integrated  corpo- 
ration pays  one  tax  of  1  per  cent.  Is  it  a  matter  of  insignificance  to  the  small  single- 
process  manufacturer  or  merchant  to  have  the  burden  of  passing  cm  to  his  customers  a 
tax  2^  to  3^  times  that  |)aid  b^  his  powerful  competitor?  Is  there  any  doubt  that  the 
great  integrated  corporations  will  take  merciless  advantage  of  their  newly  granted  power 
to  undersell  their  small  rivals?  These  will  be  hard  questions  to  answer,  and  they  are 
not  answered  by  the  mere  sresture  of  waving  them  aside  as  of  no  importance. 

3.  The  sales  tax  versus  the  income  tax. 

If  we  are  asked  to  accept  the  sales  tax,  it  must  be  either  as  an  addition  to  prt^jxtnt 
sources  of  revenue  or  as  a  substitute  for  existing  taxes.  Financial  recoostruf  tion 
after  war  is  ordinarily  supposed  to  in\'olve  reduction,  not  increase,  ol  taxes.  The 
only  eround  on  which  a  new  tax  can  now  ask  a  hearing  is  as  a  substitute  for  existing 
taxes  to  which  it  claims  superiority.  Most  of  the  advocates  of  the  sales  tax  take  this 
position.  Those  who  favor  the  gross  sales  or  turnover  tax  use  the  slogan:  "I'he  sales 
tax  at  1  per  cent  and  no  other  tax  on  business. "  What  are  the  parts  of  the  present 
tax  system  which  are  to  give  way  to  the  sales  tax? 

First  and  foremost  stands  the  excess  profits  tax.  But  the  fight  against  the  excess 
profits  tax  is  virtually  won  already.  The  President  has  stated  (I  miote  from  his 
message):  "We  are  committed  to  the  repeal  of  the  excess  profits  tax  *  *  *".  No 
opposing  voice  is  heard .  The  excess  profits  tax  is  doomed .  It  can  scarcely  be  supposed 
that  the  .sales  tax  is  being  advocated  with  such  extraordinary  vigor,,  merely  as  a 
means  of  getting  rid  of  the  excess  profits  tax,  which  seems  sure  to  go  in  any  event. 

Then  there  are  the  various  special  excise  taxes,  luxury  taxes,  etc.  Some  of  these 
taxes  are  admittedly  annoyine,  unworkable,  and  indefensible.  But  others,  such  as 
the  excise  taxes  on  liquors  and  tobacco,  have  been  firmly  established  for  generations, 
are  admittedly  successful  revenue  producers,  and  are  not  the  subject  of  any  serious 
complaint.  The  present  system  of  exrise  taxes  is  a  hod^  podge,  which  no  one  defends 
in  its  entirety.  But  it  may  be  put  in  order,  by  abolishiz^  some  taxes,  revising  others, 
and  retaining  others.  To  this  program  also  the  Government  appears  committed  Jj^JLj&t 
me  read  m  full  the  sentence  from  the  President's  message  already  oupted  in  part: 
"We  are  committed  to  the  repeal  of  the  excess  profits  tax  and  the  aoolition  of  ini- 
quities and  unjustifiable  exasperations  in  the  present  system."  A  systemj^of  excise 
taxes  on  certain  selected  articles,  not  necessities,  yet  of  wide  use,  is  firmly  established 
as  an  integral  part  of  the  revenue  system  of  practically  every  nation  of  the  world. 
The  United  States  has  had  such  a  system  continuously  since  the  Civil  War,  success- 
fully administered,  productive  of  large  revenue,  and.  giving  universal  satisfaction. 
It  is  unthinkable  tnat  we  should  throw  away  such  a  tried  and  useful  revenue  device, 
simply  to  get  rid  of  certain  excrescences  which  have  become  attached  to  it  during  the 
war,  particularly  when  such  excrescences  seem  fairly  on  the  way  to  be  removed  in  any 
case.  It  appears  scarcely  reasonable  that  we  should  be  asked  to  adopt  the  sales  tax 
for  this  purpose. 

Mr.  Meyer  D.  Rothschild,  one  of  the  most  vigorous  advocates  of  "the  gross  sales 
tax  in  lieu  of  all  other  business  taxes,''  said,  addressing  the  annual  conference  of  the 
National  Tax  Association  in  Salt  Lake  City  last  September:  "My  own  personal  view 
is  that  business,  through  the  medium  of  a  small  turnover  tax,  oould  well  pay  the  entire 
cost  of  econonucally  running  the  Government,  take  care  of  the  great  national  debt, 
and  permit  the  dropping  of  all  other  kinds  of  Federal  taxation.  Such  an  exclusive 
tax  would  naturally  eliminate  the  personal  income  tax  and  relieve  business  from  the 
burden  of  providing  the  additional  interest,  dividends,  or  profit  which  it  must  now 
furnish  to  pay  the  income  taxes.''  I  suspect  there  are  others,  among  the  advocates 
of  the  sales  tax,  who  share  Mr.  Rothschila's  views.    The  association  which  he  repre- 
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Bents  does  not  go  so  &r  as  to  advocate  the  abolition  of  the  personal  income  tax,  but  it 
shows  its  leaning  not  only  by  advocating  the  abolition  of  the  surtax,  but  by  proposing 
to  raise  the  personal  exemptions  to  $2,500  and  $5,000,  respectively. 

It  is  my  opinion  that  the  real  conflict  before  us  is  the  sales  tax  versus  the  income 
tax:  that  the  present  advocacy  of  the  sales  tax  is  in  reality  im  attack  upon  the  prin- 
ciple of  the  graduated  income  tax. 

In  the  time  at  my  disposal  I  can  not  go  far  into  this  broad  question.  But  I  should 
like  to  put  before  you  some  fundaments^  truths  which  I  think  you  will  find  generally 
accepted  by  students  of  taxation.  (1)  The  basic  criterion  on  which  the  tax  burden 
should  be  distributed  is  ability  to  pay.  (2)  Nothing  so  well  measures  tax-paying  ability 
as  income.  (3)  It  is  generally  accepted  that  tax-pa3dng  ability  increases  at  a  ratio  faster 
than  the  increase  of  income.  As  a  result  of  these  fundamental  principles  the  pro- 
gressive income  tax  has  come  to  form  the  backbone  of  the  revenue  systems  of  moat 
modem  democratic  States.  This  development  came  later  in  America  than  in  Europe, 
but  our  progress  has  been  rapid  since  the  sixteenth  amendment  opened  the  door. 

The  second  great  advantage  of  the  income  tax  is  that,  being  a  direct  tax,  its  burden 
is  felt  and  recognized  by  those  who  bear  it.  The  taxpayer  knows  that  it  is  right  out 
of  his  pocket  that  the  money  comes  to  meet  Government  expenses.  This  is  tne  one 
and  only  way  to  compel  the  taxpayer's  interest  in  Government  finances.  It  is  the 
surest  means  to  promote  efficiency  in  Government  business  and  to  combat  that 
tendency  to  waste  and  extravagance  which  seems  to  be  inherent  in  democratic  l^:i»- 
lative  bodies. 

Oonsimiption  taxes  are  deficient  in  both  these  respects.  Their  burden  is  relatively 
heavier  on  the  ooor  than  on  the  rich;  that  is,  they  are  regressive,  the  opposite  of  pro- 
gressive. And  their  burden  is  camouflaged.  The  ordinary  taxpayer  dx>es  not  resoize 
that  he  pays.  How  often  have  you  heard  bitter  complaint  over  a  small  income  tax 
from  a  person  whose  total  burden  of  consumption  taxes  was  many  times  the  amount 
of  his  income  tax?  Where  taxes  are  indirect  and  their  real  incidence  concealed, 
Government  expenditures  are  popular,  and  the  healthy  resistance  of  the  taxpayefs 
to  waste  and  extravagance  is  lacking. 

I  am  not  opposinjg  consumption  taxes  entirely.  As  I  have  already  said,  a  moderate 
^oup  of  consumption  taxes  is  a  desirable  part  of  any  tax  s>'stem.  Such  taxes  offset 
m  part  the  progressive  character  of  the  income  tax;  they  place  a  part  of  the  tax  burden 
upon  citizens  whose  incomes  are  not  lai^e  enough  to  come  under  the  income  tax; 
and  they  may  be  made  to  yield  a  large  and  regular  revenue  with  little  trouble  or 
expense  of  administration.  But  the  mainstay  of  the  revenue  system  must  be  the 
income  tax.  It  is  inconceivable  to  me  that  the  United  States  should  ever  go  back  on 
this  principle.  It  would  be  to  turn  our  backs  upon  all  the  weight  of  scientific 
authority;  to  set  ourselves  directly  against  the  current  of  world  history  in  the  lievelop- 
ment  of  the  modem  democratic  tax  system.  I  am  certain  that  the  American  public 
will  never  stand  for  this.  I  do  not  believe  the  American  business  community  wants 
to  commit  itself  to  this. 

4.  Do  we  need  the  sales  tax? 

Let  us  look  at  this  matter  now  from  a  different  angle.  Assume  that  the  income  tax 
is  to  remain,  that  no  revolutionary  change  in  the  present  tax  system  is  contemplated, 
but  that  we  are  facing  the  practical  problem  of  a  conunon<sense  reorganization  of  our 
revenues  to  harmonize  them  with  normal  conditions  and  to  balance  the  budget.  Do 
we  need  the  sales  tax? 

We  are  justified  in  assuming  that  the  individual  income  tax  will  remain,  with 
probably  some  reduction  in  the  upper  surtax  rates.  The  excess  profits  tax  will  almost 
certainly  be  repealed.  But  in  its  place  there  will  have  to  be  some  additional  tax  upon 
corporations.  I  make  this  prophesy  with  considerable  assurance.  Here  are  the 
reasons.  The  excess  profits  tax  on  corporations  now  roughly  balances  the  surtaxes 
paid  by  individuals.  If  the  excess  profits  tax  were  removed  and  no  tax  put  on  cor- 
porations in  its  place,  a  discrimination  would  be  made  in  favor  of  corporate  business 
as  against  partnerships  and  individual  business  men,  which  would  be  utterly  without 
justification.  We  may  rest  perfectly  sure  that  Congress  will  never  hand  out  such  a 
gift  to  corporate  business.  There  may  be  an  additional  5  or  6  per  cent  tax  on  corporate 
net  income,  or  a  tax  on  undistributed  profits,  or  the  elimination  of  the  specific  ex- 
emption nf  $2,000.  Whatever  the  exact  provision  may  be,  there  will  certainly  be 
some  additional  tax  on  corp^ratiims  in  lieu  of  the  excess  profits  tax.  This  will  in 
part  make  good  the  loss  nf  revenue. 

Some  further  revenue  will  probably  be  lost  through  adjustment  of  the  special 
excise  taxes.  On  the  other  hand,  a  considerable  increase  of  revenue  is  to  be  expected 
from  the  re\'ision  of  the  tariff.  Taking  everything  together,  there  is  reason  to  believe 
that  the  budget  can  be  balanced  with  a  fair  margin  on  the  right  side  after  making 
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provieion  for  a  moderate  reduction  of  the  public  debt  and  without  calling  upon  any 
new  sources  of  revenue.  In  the  next  year  it  should  be  possible  to  make  a  further 
cut  in  •xpenditures,  which  would  give  opportunity  for  eitner  a  more  rapid  reduction 
of  the  puolic  debt  or  a  further  decrease  of  taxes. 

Where,  then,  is  the  need  of  die  sales  tax?  Is  this  the  proper  time  to  introduce  a 
great  new  tax  machine,  capable  of  yielding,  according  to  the  estimates  of  its  friends 
(though  grossly  exaggerated,  in  my  opinion),  from  three  to  five  billion  dollars  a  year? 

The  simple  fact  is  that  we  do  not  need  the  sales  tax.  That  this  fact  is  beginning 
to  compel  the  attention  of  the  friends  of  the  sales  tax  is  possibly  to  be  inferred  from 
the  recent  suggestion  that  the  real  purpose  of  the  sales  tax  is  to  raise  money  to  pay 
of!  the  floating  debt.  That  such  use  would  ever  be  made  of  the  proceeds  of  the  tax 
is  highly  unukely.  The  suggestion  looks  like  an  afterthought;  anything  to  give  an 
excuse  for  the  sales  tax. 

In  this  connection  we  may  give  passing  attention  to  another  favorite  argument  for 
the  Bales  tax,  namely,  its  great  simplicity  and  ease  of  administration.  Obviously, 
thifi  argument  rests  on  the  assimiption  that  both  the  excess-profits  tax  and  the  cor> 
poration  income  tax  are  to  ^.  If  the  latter  tax  remains,  as  it  certainly  will,  adding 
the  sales  tax  will  not  bring  simplicity.  It  will  simply  add  more  complications.  Thus 
another  argimient  falls  to  the  ground. 

The  sales  tax  has  nothing  to  commend  it  as  a  substitute  for  our  present  tax  system. 
It  is  not  needed  to  make  possible  the  repeal  of  the  excess-profits  tax  or  the  removal 
of  other  obnoxious  taxes.  It  is  not  needed  to  balance  tne  budget.  Why,  then, 
should  we  accept  it?  Let  us  beware  lest  we  find  ourselves  saddled  with  a  great  new 
tax  device  which  will  prove  to  be  simply  an  additional  tax,  yielding  a  revenue  in 
excess  of  the  needs  of  an  economical  aaministration,  inviting  new  forms  of  extrava- 
gant and  wasteful  expenditure,  discriminating  unjustly  between  different  business 
concerns,  and  adding  to  the  costs  of  all  business  just  at  the  time  when  business  is 
struggling  to  get  back  on  its  feet.  I  think  we  shall  want  to  ponder  long  and  car^ully 
before  we  commit  ourselves  to  such  a  program. 

STATEMEirr  OF  J.  F.  ZOLLEB,  COT7NSBL  AND  CHAIRMAN  TAX  COM- 
MITTEE OF  THE  NATIONAL  CONFERENCE  OF  STATE  MANTJFAC- 
TTJRERS'  ASSOCIATIONS,  SCHENECTADY,  N.  T. 

Mr.  ZoLLER.  Mr.  Chairman  and  gentlemen  of  the  committee,  since 
1907  I  havie  been  the  tax  attorney  of  the  General  Electric  Co.  I 
have  been  a  student  of  taxation  since  that  time,  and  I  have  learned 
certain  fundamental  principles  concerning  taxation  by  virtue  of  my 
position. 

The  Chairman.  You  are  a  practicing  attorney  now,  are  you, 
Mr.  ZoUer  ? 

Mr.  ZoLLER.  Yes. 

The  Chairman.  And  you  represent  the  General  Electric  Co.  ? 

Mr.  ZoLLER.  I  have  not  the  authority  to  represent,  Mr.  Chairman, 
anybody  except  myself.  I  came  here  at  the  request  of  one  of  the 
members  of  the  conamittee,  and  the  reason  I  am  in  that  position  is 
this:  I  think  I  convinced  my  clients  that  the  sales  tax  was  unsound 
in  principle,  and  I  was  asked  to  talk  on  the  sales  tax 

The  Chairman  (interposing) .  Which  client  ? 

Mr.  ZoLLER.  Well,  I  have  several  clients.  The  General  Electric 
Co.  happens  to  be  one.  I  am  the  counsel  for  the  National  Conference 
of  State  Manufacturers^  Associations,  which  is  another,  and  I  am 
counsel  for  the  Associated  Manufacturers  and  Merchants  of  the  State 
of  New  York,  and  I  have  a  few  other  clients. 

I  convinced  these  clients,  I  believe,  that  the  sales  tax  was  un- 
sound in  principle,  and  that  they  therefore  could  not  afford  to  defend 
it,  notwitnstanding  the  fact  that  it  might  mean  a  saving  in  taxes  to 
those  concerns.  Fortunately,  I  feel  that  they  would  not  even  gain 
financially,  because  it  is  my  opinion  that  the  bitterness  and  imrest 
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which  would  result  by  the  substitution  of  a  sales  tax  for  any  part  of 
the  income  tax  or  the  tax  on  corporations  would  more  than  ofiFset 
any  financial  gain  in  the  reduction  of  the  present  taxes  on  business. 

The  difficulty  with  the  sales  tax,  as  I  unaerstand  it,  is  that  the  rich 
would  pay  the  same  tax  as  the  poor  if  their  consumption  happened 
to  be  the  same;  that  is  a  fundamental  fact.  More  than  this,  the 
sales  tax,  as  I  view  it,  is  absolutely  the  reverse  of  the  principle  under 
the  net  income  tax  theory.  Under  the  net  income  tax,  we  have 
learned,  I  believe,  that  ability  to  pay  increases  more  than  in  direct 
proportion  to  the  increase  in  the  net  income.  For  that  reason  we 
tax  individuals  with  larjge  incomes  under  the  net  income  tax  at  a 
higher  rate  than  we  do  individuals  with  smaller  incomes.  You  can 
not  do  that  imder  a  sales  tax.  No  matter  how  small  the  income  is, 
the  rate  must  be  the  same. 

Under  the  income  tax — and  I  want  to  compare  the  sales  tax  with 
the  income  tax,  because  it  is  being  considered  as  a  substitute — the 
higher  the  income  the  higher  the  tax  rate.  Under  the  sales  tax,  on 
the  other  hand,  the  smaller  the  income,  the  higher  the  tax  rate. 
What  I  mean  is- this:  Take  the  case  of  the  individual  whose  net  in- 
come is,  say,  $1,000,000.  Suppose  he  spends  $100,000  of  it;  he 
spends  then  one-tenth  of  his  income.  He  pays  the  sales  tax  on  what 
he  spends,  at  the  rate  of  1,  2,  or  3  per  cent,  whatever  it  may  be,  but 
he  is  taxed  only  on  one-tenth  of  his  entire  income.  Take  another 
individual,  with  an  income  of  only  $2,000,  who  spends  it  all;  he  is 
taxed  upon  100  per  cent  of  his  income.  If  the  rate  be  1  per  cent, 
then  the  individual  taxed  upon  the  whole  of  his  income  is  taxed  at 
the  rate  of  1  per  cent,  but  the  individual  taxed  upon  one-tenth  of 
his  income  is  taxed  at  the  rate  of  one-tenth  of  1  per  cent;  that  is  the 
chief  difficulty  with  the  sales  tax.  It  works  the  reverse  of  the  net 
income  tax  principle. 

There  would  be  no  escape  from  the  whole  tax  on  the  amount  con- 
sumed, even  by  the  person  of  very  small  means.  The  only  way  to 
escape  a  tax  on  consumption  is  to  stop  consuming.  There  can  be  no 
specific  exemption  under  a  sales  tax  as  there  is  under  the  net  income 
tax.  Under  the  net  income  tax  an  individual  having  a  small  income 
is  not  taxed,  and  the  exemption  is  thought  to  be  justified.  This 
exemption  can  not  be  had  under  a  sales  tax. 

There  is  another  objection  to  the  sales  tax,  and  this  other  objection 
is  not  only  from  the  standpoint  of  the  consumer  but  from  the  stand- 
point of  Dusiness  as  well.  The  pyramiding  of  the  tax  is  the  other 
chief  objection.  It  makes  no  dinerence  what  the  rate  is,  even  if  it 
be  as  low  as  1  per  cent,  the  consumer  will  pay  as  many  taxes  as  there 
are  sales;  if  there  are  10  sales  of  a  commodity  before  the  commodity 
reached  the  ultimate  consumer,  there  will  be  10  taxes  for  the  con- 
sumer to  pay;  if  the  tax  on  the  first  sale  is  $1,  the  consumer  will  pay 
as  many  times  $1  plus  a  tax  on  the  profits  added  as  there  are  sales. 

I  have  made  a  table  showing  the  result  of  the  pyramiding  of  this 
tax,  which  I  can  file  with  the  committee. 

The  Chairman.  I  wish  vou  would  file  that  paper.  It  is  a  very 
interesting  point,  Mr.  Zoller,  and  will  be  printed  as  part  of  your 
remarks. 

Mr.  Zoller.  Thank  you. 

(The  paper  referred  to  is  as  follows :) 
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DISCUSSION  OF  TAXATION. 

There  has  UBdoubtedly  been  much  loose  thinkinff  uid  more  loose  talking  concern- 
ing the  sales  tax.  Probabhr  not  one  man  in  ten  who  says  to-day  he  is  in  favor  o  f  a 
sales  tax  knows  the  kind  of  a  sales  tax  he  would  advocate,  the  administrative  diffi- 
culties in  the  application  of  it.  or  the  general  effect  it  would  have  upon  the  country 
if  enacted.  Before  launching  any  an^ument  concerning  the  merits  of  the  sales  tax. 
I  want  first  to  read  into  the  record  the  names  of  associations  that  have  endeavored 
to  nutke  careful  study  of  the  situation  and  have  reached  certain  conclusions. 

Probably  the  first  and  foremost  businefls  organization  that  has  made  a  study  of  the 
subject  is  the  National  Industrial  Conference  Board,  with  headquarters  at  No.  10 
East  Thirty-ninth  Street.  New  York  City.  That  association  has  affiliated  with  it  the 
following-named  associations: 

American  Cotton  Manu^turers'  Association. 

American  Electric  Railway  Association. 

American  Hardware  Maniuacturers'  Association. 

American  Malleable  Castings  Association. 

American  Paper  and  Pulp  Association. 

Electric  Manufacturers'  Club. 

Institute  of  Makers  of  E:xploeives. 

Manufacturing  Chemists'  Association  of  the  United  States. 

National  Association  of  Cotton  Manufacturers. 

National  Association  of  Finishers  of  Cotton  Fabrics. 

National  Association  of  ^Manufacturers. 

National  Association  of  Wool  Manufacturers. 

National  Automobile  Chamber  of  Commerce, 

National  Boot  and  Shoe  Manufacturers'  Association. 

National  Electric  Light  Association. 

National  K  rectors'  Association. 

National  Founders'  Association. 

National  Implement  and  Vehicle  Association. 

National  Industrial  Council. 

National  Metal  Trades  Association. 

Rubber  Association  of  America  (Inc.). 

The  American  Pig  Iron  Association. 

The  Pailway  Car  Manufacturers'  Association. 

The  Silk  Association  of  America. 

United  Typothet*  of  America. 

Associated  Industries  of  Massachusetts. 

Associated  Industries  of  New  York  State  (Inc.). 

Iliinois  Manufacturers'  Association. 

Manufacturers'  Association  of  (Connecticut  (Inc.). 

The  National  Industrial  Conference  Board  appointed  a  taxation  committee  cou 
flisting  of  die  following-named  gentlemen  to  study  the  subject: 

Fayette  R.  Plumb,  president,  Fayette  R.  Plumb  (Inc.),  Philadelphia,  Pa. 

Magnus  W.  Alexander,  managing  director  of  the  National  Industrial  Conference 
Board,  New  York  City. 

Charles  A.  Ajidrews,  treasurer  Gorton  Pew  Fisheries  Co.,  Gloucester,  Mass. 

Albert  Greene  Duncan,  treasiurer  Harmony  Mills,  Boston,  Mass. 

James  A.  Emery,  general  counsel.  National  Council  for  Industrial  Defense,  Wash- 
ington. 

R.  P.  Haz2ard,  president  R.  P.  Hazzard  Co.,  Gardiner,  Me. 

R.  C.  Allen,  vice  president  Lake  Superior  Iron  Ore  Association,  Cleveland,  repre- 
senting iron  ore  producers. 

Paul  Armitage,  attorney  at  law,  New  York  City,  representing  mining  interests. 

Wilson  Compton,  secretary-manager  National  Lumber  Manufacturers'  Association 
(lumber  manumcturers  and  timber  owners). 

James  J.  Forstall,  Butler,  Lamb,  Foster  <&  Pope,  attorneys  at  law,  Chicago,  repre- 
senting ooal  producers. 

F.  W.  Lehmann,  jr.,  counsel  Western  Petroleum  Refiners  Association,  Kansas  CJity, 
representing  petroleum  refiners. 

Ir.  F.  Loree,  president  Delaware  &  Hudson  Co.,  New  York  City,  representing  public 
utilities. 

H.  C.  McKenzie,  member  board  of  directors,  American  farm  bureau  federation, 
Walton,  N.  Y.,  representing  agricultural  products. 

Harry  H.  Smitn,  secretary  Mid -Continent  Oil  &  Gas  Association,  Tulsa,  Okla., 
representing  petroleum  producers. 
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This  committee  after  giving  the  matter  most  careful  consideration  and  after  nearly 
a  year's  study  of  the  problem  decided  against  the  adoption  of  the  sales  tax. 

The  committee  on  taxation  of  the  United  States  C  hamber  of  Commerce  also,  after 
giving  the  matter  careful  consideration,  disapproved  of  the  imposition  of  the  sales  tax. 
As  a  result  of  the  conclusions  reached  bv  such  committee,  the  United  States  Chamber 
of  Commerce  took  a  referendum  vote  of  its  members  and  as  a  result  of  that  vote  the 
United  States  Chamber  of  Commerce  has  definitely  decided  against  the  imposition  of 
a  sales  tax,  either  in  the  form  of  a  sales  turnover  tax  or  a  tax  on  retail  sales. 

The  national  association  of  credit  men  appointed  a  committee  on  Federal  taxation 
which  committee  decided  against  the  imposition  of  the  sales  tax. 

The  Wholesale  Grocers*  Association  has  gone  on  record  as  opposing  the  sales  tax. 

In  the  formal  report  of  the  United  States  Treasury  Department  for  1920  it  was  stated 
that  the  sales  or  turnover  tax  would  be  "decidedly  inexpedient." 

On  the  other  hand,  the  National  Retail  Dry  Goocis  Association,  the  New  York  Board 
of  Trade  and  Transportation,  and  the  Business  Men's  National  Tax  Committee  have 
gone  on  record  in  favor  of  the  sales  or  turnover  tax. 

There  may  have  been  other  investigations  and  reports  which  have  not  come  to  my 
attention,  but  before  discussing  the  matter  upon  its  mertis  I  thought  it  important  to 
state  the  extended  stud^  that  nas  been  made  of  the  subject  up  to  the  present  time. 
Whatever  our  different  views  may  be  on  the  subject  it  is  probable  that  a  general  sales 
or  turnover  tax  is  the  most  inclusive  form  of  taxation  ever  advocated  in  this  or  any 
other  country. 

There  are  only  two  sources  from  which  taxes  can  be  paid — ^net  income  and  capital. 
If  a  person  has  no  net  income  and  is  required  to  pay  a  tax,  he  must  pay  it  out  of.  capital 
if  he  pays  it  at  all. 

There  are  three  forms  of  sales  taxes  which  have  been  considered: 

1.  A  tax  on  every  sale  or  turnover  not  only  of  commodities  but  also  of  services,  real 
property,  capital  assets,  and  rent  and  interest. 

2.  A  tax  on  every  sale  or  turnover  of  goods,  wares,  and  merchandise;  or,  in  other 
words,  limiting  the  tax  to  the  sale  of  such  commodities. 

3.  A  tax  on  all  final  sales  of  goods,  wares,  and  merchandise  for  consumption  or  use. 
The  first  form  of  sales  tax  mentioned  is  all  inclusive  and  would  put  a  tax  upon 

every  exchange  of  property  even  though  a  part  of  the  price  paid  represented  services 
as  well  as  the  value  of  the  property  transferred.  It  would  include  a  loan  made  by  a 
bank  to  a  customer,  because  such  loan  is  nothing  more  or  less  than  the  sale  of  com- 
mercial paper  to  the  bank.  It  would  include  the  sale  of  a  meal  in  a  fashionable  hotel, 
25  per  cent  of  the  price  probably  representing  services  and  the  other  75  per  cent 
representing  food. ' 

The  second  form  of  tax  onlv  includes  the  sale  of  goods,  wares,  and  merchandise, 
or  what  might  be  reasonably  designated  as  trading  commodities. 

The  third  form  would  put  a  tax  only  upon  the  final  sale  for  use,  the  same  as  is 
now  done  under  section  900  of  the  revenue  act  of  1918  in  the  taxation  of  certain  com- 
modities known  and  designated  as  luxuries. 

In  considering  the  first  two  forms  of  sales  taxes  mentioned  much  discussion  has  been 
had  and  much  conflict  of  opinion  has  resulted  in  an  attempt  to  determine  whether 
or  not  the  tax  imposed  is  shifted  from  the  seller  to  the  purchaser.  That  point  could 
be  arp^ed  un profitably  from  now  until  the  end  of  time  and  I  am  not  certain  that  a 
unanimous  agreement  could  be  reached  as  to  whether  or  not  the  tax  is  shifted,  as  to 
when  it  is  shifted,  or  how  much  of  it  is  shifted.  For  the  purpose  of  the  argument 
which  I  shall  endeavor  to  present  it  is  immaterial  whether  the  tax  be  shifted  or  not. 

It  is  my  contention  that  the  tax  is  imfair,  unjust,  inequitable,  and  unsound  from 
both  an  economic  and  scientific  standpoint  whether  it  be  shifted  or  not.  While  we 
can  not  all  agree  whether  or  not  the  tax  is  shifted,  we  probably  can  all  agree  that  it  is 
either  shifted  or  is  not  shifted  or  perhaps  if  some  of  us  desire  to  be  technical  we  can 
at  least  agree  that  it  is  shifted  in  part  and  not  shifted  in  part. 

Let  us  first  assume,  for  the  sake  of  the  argument,  that  the  tax  is  not  shifted.  If  the 
tax  is  not  shifted  I  believe  that  I  can  convince  any  ordinarily  prudent  individual  that 
it  becomes  a  most  unjust,  inequitable,  and  unscientific  form  of  taxation.  If  the  tax 
be  not  shifted  it  becomes  a  tax  in  effect  even  though  not  so  expressly  stated  upon  proas 
income  instead  of  a  tax  upon  net  income.  The  gross  income  of  any  business — ^indi- 
vidual, firm,  or  corporation— does  not  represent  at  all  the  abiUty  of  that  business  to 
pay  taxes.  There  may  be  a  tremendous  gross  business  without  any  profit;  the  result 
may  even  be  a  loss.  Under  a  tax  upon  gross  income  two  taxpayers  doing  the  same 
amount  of  business  would  pay  the  same  tax  even  though  one  made  a  profit  of  1  per  cent 
and  the  other  made  a  profit  of  100  per  cent,  or  even  though  one  maae  a  profit  and  the 
other  sustained  a  loss. 

Under  a  gross  income  tax  law  the  sale  of  a  wat<?h  for  |100,  representing  a  profit  of 
$40  would  result  in  the  same  tax  as  in  the  case  of  the  sale  of  $100  worth  of  salt,  or  other 
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x^oarse  commodity,  where  the  profit  was  less  than  $1.  The  tax  upon  gross  income,  if 
it  be  not  shifted  to  the  consumer,  becomes  inequitable  between  different  taxpayers 
of  the  same  class.  There  are  many  transactions  where  the  total  net  profit  does  not 
exceed  1  per  cent  of  the  selling  price.  A  tax  of  1  per  cent  upon  such  gross  sales, 
unless  the  burden  be  shifted  to  the  consumer,  would  entirely  wipe  out  the  profit.  It 
seems  unnecessary  to  pursue  this  argument  further  because  any  individual  with  sound 
}U(^[ment  will  admit  that  a  tax  upon  gross  income,  unless  it  be  shifted,  is  not  only 
an  impracticable  but  an  impossible  tax. 

Let  us  next  assume,  for  the  sake  of  the  argument,  that  the  tax  is  shifted.  The 
foremost  proponents  of  this  tax  admit  and  claim  that  it  will  be  shifted  because  with- 
out such  admission  they  know  that  the  tax  is  impossible  of  application.  If  the  tax 
then  be  shifted  to  the  consumer  it  is  not  a  tax  based  upon  ability  to  pay,  like  a  net 
income  tax,  but  is  a  burden  upon  the  consumer  regardless  of  his  ability  to  pay  it. 
Under  a  sales  or  turnover  tax  two  individuals  whose  consumption  was  the  same  would 
not  only  be  taxed  at  the  same  rate  but  would  pay  the  same  identical  tax. 

Under  a  net  income  tax  the  larger  the  income  the  greater  the  rate  of  tax,  an  indi- 
vidual a  net  income  of  say  $200,000  per  year  being  taxed  at  a  much  higher  rate  Uian 
an  individual  having  a  net  income  of  $5,000.  Under  the  turnover  tax  the  situation 
is  reversed.  The  smaller  the  income  the  greater  the  rate  of  tax  on  the  whole  income. 
Figure  it  for  yourself;  an  individual  taxed  upon  the  whole  of  his  income  pays  10 
times  the  rate  of  tax  upon  the  total  net  income  paid  by  an  individual  taxed  upon 
one-tenth  of  his  income.  If  the  rate  in  the  former  case  be  5  per  cent,  the  rate  in  the 
latter  ca^e  is  one-half  of  1  per  cent.  It  takes  no  great  amount  of  imagination  to  draw 
the  conclusion  that  under  a  turnover  tax  people  of  small  means  would  be  taxed  upon 
-all  their  income  whereas  wealthy  individuals  would  only  be  taxed  upon  a  small 
part  of  their  income.  This  is  one  ol  the  chief  objections  to  the  turnover  tax.  It  is 
inequitable  between  individuals  of  wealth  and  the  great  mass  of  individuals  re- 
quired to  pay  the  major  part  of  the  tax  under  such  a  system. 

There  is  no  escape  for  the  individual  even  of  small  means  from  the  turnover  tax. 
The  only  way  for  an  individual  to  avoid  the  turnover  tax  is  to  avoid  consumption. 
This  fact  is  admitted  by  the  proponents  of  the  turnover  tax. 

But  the  proponents  of  the  turnover  tax  state  that  the  tax  would  be  so  small  that  its 
inequalities  and  inequities  would  be  negligible  whether  borne  by  hch  or  poor.  In 
this  connection  you  must  remember  that  the  proponents  of  this  measure  intend  to 
produce  from  $1,000,000,000  to  $4,000,000,000  of  revenue,  1  would  not  insult  any 
man's  intelligence  by  asking  him  to  believe  it  possible  to  raise  this  amount  of  revenue 
on  consumption  without  materially  burdening  that  part  of  the  consuming  public 
that  find  it  necessary  to  spend  each  year  their  entire  earnings.  Certain  it  is  that  the 
«ale8  tax  will  either  have  to  be  a  burden  upon  the  average  consumer  or  it  will  be 
disappointing  in  the  amount  of  revenue  that  will  be  produced. 

Again  the  proponents  of  the  turnover  tax  say  that  practically  all  taxes  are  borne 
in  the  last  analysis  of  the  case  by  the  ultimate  consumer  anyway  and  the  turnover 
tax  will  not  be  so  great  a  burden  on  the  consumer  as  the  pres^it  taxes  which  now,  they 
say,  are  being  shifted  by  those  individuals,  corporations,  and  firms  paying  the  present 
net  income  taxes.  Before  answering  this  contention  it  is  proper  to  determine  who 
these  individuals  are  that  are  advocating  the  turnover  tax  to  take  the  place  of  the 
present  excess  profits  and  income  taxes. 

Are  those  individuals  not  now  paying  income  taxes  asking  for  any  relief  under  our 
present  taxation  system?  No.  They  represent  a  majority  of  the  people  that  will  pay 
the  turnover  tax.  In  fact,  has  the  great  mass  of  people  that  will  pay  the  turnover  tax 
made  any  petition  to  Washington  for  relief  unaer  the  present  system?  No.  Have 
^ny  of  these  people  advocated  the  turnover  tax?  No.  Has  the  workingman  or  the 
farmer  advocated  a  turnover  tax?  No.  In  fact,  the  farmer  organizations  have  taken 
action  against  the  turnover  tax. 

But  the  advo(  ates  of  the  sales  tax  are  thoee  individuals  and  concerns  that  now  are 
'being  heavily  taxed.  They  <  laim  one  moment  that  they  are  not  now  being  taxed 
because  they  are  shifting  the  tax  to  the  conFumer  and  they  want  a  sales  tax  to  make  it 
easier  for  the  consumer.  The  next  moment  thev  pav  that  their  business  is  over- 
burdened  with  taxes  under  the  pre.=^ent  system  and  they  want  a  sales  tax  to  relieve 
business.    One  of  the  proponents  of  the  ^alej  tax  makea  this  statement: 

"Even  though  it  ls  not  freely  admitted  by  some  economists,  business  men  know  that 
in  a  large  percentage  of  cases  in  the  pa«t,  and  in  pra-^tirally  every  instance  in  the 
future,  substantial  business  taxes  have  been,  and  \s'ill  have  to  be,  added  to  the  cost  of 
merchandbe  for  the  same  reason  that  all  producing  or  manufacturing  costs,  rents, 
royalties,  wage^t,  salaries,  traveling  expenses,  advertising  and  general  overhead  must 
be  included.  The  conclusion  it^  ine\'itable,  therefore,  that  the  consumer  is  bearing 
a  very  heavy  burden  under  our  present  tax  pystem."  (Mr.  Rothschild's  address 
b  efore  National  Tax  Association,  Sept.  6-10,  1920,  ?alt  Lake  City,  p.  7.) 
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Another  proponent  makes  this  statement: 

''In  order  to  lift  the  burden  of  taxation  which  is  so  universally  paralyzing  industry 
and  destroying  business  initiative  *  *  *  some  of  the  soundest  thinkers  in  this 
country  have  proposed  a  small  widespread  tax  on  sales  of  tangible  property    *    *    *." 

The  two  poaitions  are  inconsistent.  Both  can  not  stand.  If  the  present  taxes  are 
shifted  to  the  consumer  then  they  are  paid  by  the  consumer  and  not  by  busineaB. 
Therefore,  business  is  not  Wng  paralyzed.  If,  on  the  other  hand,  the  present  taxes 
are  not  shifted  but  are  paid  by  business  then  there  is  no  occasion  for  relief  for  the 
consumer  and  the  consumer  is  not  asldng  for  relief. 

More  than  this,  if  taxes  are  always  shifted  to  the  consumer,  as  the  sales  tax  advocates 
would  sometimes  have  you  believe,  then  why  all  this  trouble  and  expense  on  the  part 
of  these  Fales  tax  advocates  to  get  the  present  system  changed  ?  One  system  is  about  as 
good  as  another  if  the  consumer  must  pay  in  any  event. 

The  fact  is  (and  we  might  as  well  face  the  facts)  that  all  these  proponents  of  the 
turnover  tax  feel  that  either  they  or  their  businesses  are  being  unduly  burdened  under 
present  conditions  and  it  is  their  purpose  to  attempt  to  shift  some  of  this  burden  to  the 
consumer  who  are  not  now  being  taxed.  There  doubtless  is  no  objection  if  any  tax- 
payer feels  aggrieved  under  any  taxation  system  to  the  advocating  of  some  other 
system,  but  we  might  just  as  well  admit  at  the  outset  that  the  purpose  of  all  this  sales 
tax  propaganda  is  to  relieve  the  present  taxpayers  by  putting  a  part  at  least  of  the 
burden  on  some  one  else.  It  follows  that  the  consumer  is  not  burdened  under  the 
present  system  to  the  extent  that  he  is  expected  to  be  burdened  under  the  turnover 
tax  for  if  he  was  the  individuals  and  concerns  mentioned  would  not  be  so  desdrous  of 
changing  the  system. 

A  tax  on  every  turnover,  as  distinguished  from  a  tax  on  the  final  sale,  becomes  more 
and  more  burdensome  to  the  consumer  as  the  number  of  sales  or  turnovers  increases 
because  there  is  a  tax  added  to  the  price  of  the  commodity  at  each  turnover.  If  there 
are  10  sales  before  the  article  reaches  the  consumer  there  will  be  10  taxes  for  the  con- 
sumer to  pay.  If  the  tax  on  the  first  sale  be  $1  the  consumer  will  pay  slightly  more 
than  $1  as  many  times  as  there  are  sales.  The  tax  will  be  slightly  more  than  $1  on 
each  sale  after  tne  first  because  of  th^  constant  increase  in  the  selling  price  due  to  the 
constant  adding  of  taxes  and  profits.  The  result  is  that  when  the  consumer  makes  the 
final  purchase  he  not  only  pays  a  tax  on  the  final  selling  price  (including  original  cost 
and  all  profits  and  taxes  added),  but  he  pays  also  all  taxes  loaded  into  the  selling  price 
as  a  result  of  previous  sales.  The  consumer  will  know  the  amount  of  tax  paid  on  the 
final  sale  but  he  probably  will  never  knew  the  extent  to  which  the  selling  price  has 
been  increased  to  take  care  of  taxes  assessed  on  previous  sales  of  the  article  purchased. 

If  you  desire  to  know  the  extent  the  selling  price  may  be  loaded  with  taxes  under  a 
system  which  imposes  a  tax  at  every  turnover  make  up  a  table  showing  the  original 
cost  of  some  article ;  then  add  a  profit  and  a  sales  tax  at  every  turnover  and  have  enough 
turnovers  to  make  the  consumption  price  about  twice  the  original  cost. 

This  has  been  done  in  Tables  A  and  B  following: 

Table  A. 


Number  of 
turnovers. 

Cost. 

10  per 

cant 

profit. 

Selling 

price  with- 

out  tax. 

Iper 

centsales 

tax. 

Sf^lllnff 
prioe  with 
tax  added. 

Total 
tax. 

Per  cent 

total  tax 

ofoost. 

Per  cent 
total  tax 
ofselUne 
price  r   il- 
nmn  4). 

1 

noo.oo 

110. 10 

123.4321 

137.1330 

152.3547 

169.2660 

188.0545 

$10.00 
11.11 
12. 3432 
13.7133 
15.2354 
16.9266 
18.88054 

SllO.OO 
122.21 
135.77531 
150.8463 
167.5901 
186.1926 
206.8599 

$1.10 
1.2221 
l.a577 
1.5084 
1.6759 
1.8619 
2.0685 

$111.10 
123.4321 
137. 1330 
152.a547 

169.2660 
188. 0545 
208.9284 

$1.10 
2.3221 
3.6798 
5.1882 
6.8541 
8.7260 

10.7945 

1.1 

2.09 

2^8 

3.78 

4.5 

5.15 

5.70 

1.0 

2 

1.9 

3 

2.7 

4..... 

5 

8.4 

4.0 

6 

4.6 

7 

5.2 

It  will  be  noted  from  the  above: 

Last  selling  price $208. 9284 

Original  cost 100.  0000 

Difference 108.  9284 

Total  tax  paid 10.  7945 

Total  profit 98.1339 

Of  the  total  difference  between  the  cost  and  the  last  selling  price  $10.7945,  or  ap- 
proximately 10.8  per  cent,  represents  the  tax  paid  by  the  consumer,  and  $98.1339,  or 
approximately  98  per  cent,  represents  profit  paid  by  the  consumer. 
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Tablb  B. 


Number  of 
turnovers. 


1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 
W. 
11. 
12. 
18. 
14. 
16. 
16. 
17. 
IS. 
19. 
20. 
21. 
22. 
23. 
24. 


2per 

Cost. 

cent 

profit. 

noaoo 

12.00 

108.02 

2.06 

106.13 

2.12 

109.38 

2.18 

11Z63 

2.25 

116.03 

Z32 

119.63 

2.39 

123.14 

2.46 

126.85 

2.53 

130.68 

2.61 

134.62 

2.69 

138.68 

2.77 

142.86 

2.85 

147. 17 

2.94 

151.61 

3.03 

1.56. 19 

3.12 

180.98 

3.22 

165.76 

.3.32 

176.77 

3.42 

175.93 

3.52 

181.24 

3.62 

186.71 

3.73 

192.34 

3.S5 

19S.15 

3.96 

SeUing 

Iper 

pdoe  with- 

cent sales 

out  tax. 

tax. 

$102.00 

81.02 

106.08 

LW 

108.25 

LOS 

111.51 

1.12 

114. 88 

1.15 

128L35 

1.18 

121.92 

1.22 

125.60 

1.26 

129.39 

1.29 

133.29 

1.33 

137. 31 

1.37 

141.45 

1.41 

145.71 

1.46. 

150.11 

1.50 

154.64 

1.55 

159.31 

1.59 

164.12 

1.64 

169.  OS 

1.69 

174. 19 

1.74 

179.45 

1.79 

184.86 

1.85 

190.44 

1.90 

196.19 

1.96 

202.11 

2.02 

{filing 
price  with 
tax  added. 


$103.02 
106.13 
109.33 
112.63 
116.03 
119.53 
123.14 
126.86 
130.68 
134.62 
138.68 
142.86 
147. 17 
15L61 
156.19 
160.90 
165.76 
170. 77 
175.93 
181.24 
186.71 
192.34 
198.15 
204.13 


Total 
tax. 


$1.02 

2.07 

3.15 

4.27 

5.42 

6.60 

7.82 

9.08 

10.37 

11.70 

13.07 

14.48 

15.94 

17.44 

18.99 

20.58 

22.22 

23.91 

25.65 

27.44 

29.29 

31.19 

33.15 

35.17 


Per  cent 

total  tax 

of  cost. 


1.02 

2.008 

2.96 

3.905 

4.81 

5.68 

6.54 

7.37 

8.17 

8w96 

9.71 

10.44 

11.15 

11.85 

12.52 

13.17 

13.809 

14.42 

15.02 

15.59 

iai6 

16.705 

17.23 

17.74 


Percent 
total  tax 
ofselUne 
price(coi- 
umn4). 


1.00 

1.96 

2.91 

3.82 

4.68 

5.58 

6.41 

7.23 

&01 

8.77 

9.51 

ia23 

10.93 

11.61 

12.28 

12.98 

13.53 

14.14 

14.78 

15.29 

15.85 

16.37 

16.89 

17.401 


Last  selling  price $204.13 

Original  cost 100.00 

DUrereaoBL 104.13 

Total  tax  paid 35.17 

Total  profit 68.96 

Total  tax  about  17  per  cent  of  soUing  price.   Total  profit  about  33  per  oent  of  selling  price. 

In  this  connection  I  want  to  quote  from  a  statement  made  in  the  New  York  Herald, 
February  24, 1921 .  The  statement  is  being  circulated  by  the  Tax  League  of  America 
(Inc.),  one  of  the  proponents  of  the  general  sales  or  turnover  tax.  The  statement 
reads  in  part  as  follows: 

**The  man  who  spends  $100,000  a  year  on  his  ordinary  living  will  contribute  to 
the  Treasury,  even  at  so  low  a  sales  tax  rate  as  1  per  cent,  the  comfortable  sum  of 
$1,000.  *  *  *  But  the  man  spending  |1,000  a  year  on  his  ordinary  living  will 
contribute  at  that  rate  only  $10  to  the  Treasury,  whereas  now  perhaps  his  theater 
ticket  taxes  alone  count  up  as  much  as  that.*' 

The  statement  is  that  the  man  who  spends  $1,000  per  year  to  support  his  family 
will  be  taxed  only  to  the  extent  of  $10  under  a  1  per  cent  sales  tax.  now  erroneous, 
unreliable,  and  deceiving  that  statement  is.  Why,  that  $1,000  representing  the  last 
selling  price  will  be  loaded  with  taxes.  If  there  have  been  seven  turnovers  before 
the  article  or  articles  reach  the  consumer  more  than  $50  will  have  been  added  to 
the  selline  price  because  of  taxes  assessed  on  account  of  previous  sales.  In  other 
words,  if  tnere  had  been  no  tax  the  selling  price  of  the  same  article  or  articles  would 
have  been  $950  instead  of  $1,000.  The  tax  on  the  last  sale  is  $10,  the  tax  on  pre- 
vious sales  is  $50,  making  the  total  tax  paid  by  the  consumer  $60  instead  of  $10. 
The  New  York  Herald  and  the  Tax  League  of  America  (Inc.)  evidently  have  not 
given  this  matter  the  attention  which  is  required  of  so  important  a  matter. 

But  the  turnover  tax  is  fundamentally  objectionable  because  of  the  pyramiding  of 
it,  from  a  commercial  point  of  view.  A  concern  that  performed  all  the  different 
processes  of  production  and  distribution  would  not  pay  as  much  in  taxes,  and  tJierefore 
would  have  a  lower  cost  and  selling;  price  than  a  concern  that  performed  fewer  processes. 
The  last-mentioned  concern  would  not  be  able  to  compete  m  business  with  the  first- 
mentioned  concern.  To  illustrate,  suppose  that  A  buys  hides,  tans  them  into  leather, 
makes  the  leather  into  shoes,  and  sells  the  shoes  direct  to  the  public.  There  woula 
onlv  be  two  taxes  added  to  the  selling  price  of  the  shoes — one  on  the  sale  of  the  hides 
and  one  on  the  sale  of  the  shoes.  Suppose,  again,  that  B,  a  retail  merchant  of  shoes, 
buys  shoes  from  a  wholesaler  who  buvs  from  a  manufacturer  and  suppose  the  shoe 
manufacturer  buys  the  leather  from  a  leather  dealer  that  buys  the  hides  from  a  hide 
dealer.    Here  there  would  be  sales  from  the  hide  dealer  to  the  leather  dealer,  from 
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the  leather  dealer  to  the  shoe  manufacturer,  frota  the  manufacturer  to  the  wholesaler^ 
from  the  wholesaler  to  the  merchant,  and  from  the  merchant  to  the  consumer — five- 
sales  in  all  and  five  taxes  instead  of  two.  A*8  selling  price  would  contain  but  one  tax; 
B*s  selling  price  would  be  loaded  with  four  taxes.  A  would  undersell  B;  B  could  not 
compete  with  A. 

The  sales  or  turnover  tax  is  no  new  tax.  It  has  been  tried  one  time  or  another  in 
nearly  every  country  but  is  not  in  force  except  in  a  very  limited  degree  in  any  first- 
class  country  to^ay.  This  country  considered  it  in  1865  at  the  close  of  the  civil  war 
but  abandoned  it  upon  the  report  of  the  Secretary  of  the  Treasury  made  to  Conpeas 
January  29, 186G.  England  and  Italy  have  recently  considered  the  matter  and  decided 
it  to  be  a  tax  to  be  used  only  as  a  last  resort.  It  has  not  found  favor  in  either  of  those 
coiuitries.  About  one-fourth  of  the  revenue  of  France  is  now  being  produced  by  a. 
turnover  tax,  but  the  financial  condition  of  France  is  such  that  she  doubtless  had' no 
choir  e  in  the  matter.  The  Philippines  have  adopted  a  sales  tax.  but  that  government 
is  hardly  to  be  compared  with  tnis.  A  sales  tax  would  doubtless  be  equitable  in  a 
country  where  wealth  was  nearly  equally  divided,  as  in  the  Philippines,  because  there- 
each  taxpayer  would  have  about  the  same  ability  to  pay  taxes. 

Canada  has  a  limited  sales  tax  but  the  sales  of  most  necessaries  are  exempted  from 
the  operation  of  the  tax  and  the  collecting  agency  of  the  (Canadian  Government  has 
power  to  erant  further  exemptions  in  case  Hxe  tax  becomes  burdensome  upon  any  class 
of  individuals.  In  effect  the  Canadian  law  is  about  the  same  as  the  so-called  luxury 
tax  now  in  force  here. 

Under  a  state  of  socialism  a  turnover  tax  would  be  equitable  because  under  socialism 
property  and  incomes  would  be  equal;  consumption  would  be  equal;  and  ability  to 
pay  would  be  equal.  But  you  can't  have  equal  taxation  and  at  the  same  time  have 
unequal  ability  to  pay  and  nave  the  scheme  equitable. 

As  a  last  resort  a  turnover  tax  on  the  sale  of  all  commodities,  including  the  neces- 
saries of  life,  might  be  sustained  by  public  opinion,  but  if  England  and  Italy  do  not 
find  such  tax  a  necessity  there  would  appear  to  be  no  excuse  for  so  drastic  a  measure 
in  the  United  States,  whose  financial  condition  is  much  better  than  th?  financial 
r  ondition  of  either  of  those  countries. 

But  it  is  stated  that  the  present  net  income  tax  must  be  amended ;  that  the  corporate 
exces8*profits  tax  must  be  eliminated.  If  the  excess-profits  tax  is  repealed  then  some 
logical  tax  must  be  substituted  to  take  the  place  of  it.  The  sales  tax  is  not  a  logical 
tax  to  take  the  place  of  the  exces»-profit8  tax,  because  that  tax  is  upon  the  consumer- 
and  not  upon  the  corporation.  If  the  sales  tax  be  substituted  for  the  excess-profits 
tax  then  corporations  will  be  granted  a  valuable  subsidy  as  compared  with  partner- 
ships and  sole  proprietors.  The  repeal  of  the  excess-profits  tax  will  leave  corporations 
subject  only  to  the  normal  income  tax,  whereas  partnerships  and  sole  proprietors  will 
b3  subject  to  the  normal  income  and  the  surtaxes.  Your  system  then  will  be  out  of 
balance  unless  the  surtaxes  are  repealed  alto^ther. 

In  conclusion  I  vnll  say  that  in  my  opinion  a  general  s&lee  or  turnover  tax 
imposed  upon  the  necessaries  of  life  will  do  more  to  raise  the  cost  of  living  of  the* 
orcunary  citizen  than  any  other  known  tax.  and  unless  the  public  can  be  convinced 
that  all  other  sources  of  revenue  reasonably  have  been  exhausted  will  do  more  to - 
engender  bitterness  between  classes  of  individuals  than  any  other  known  taxation 
system. 

This  pyramiding,  as  I  see  it — and  Prof.  Fairchild  emphasized  the- 
same  pomt — is  ODJectionable  from  the  standpoint  oi  competing 
business  concerns.  Take  a  concern  that  carries  on  all  of  the  dinerent 
processes  of  manufacture  and  distribution,  such  a  concern  will  not 
pay  as  many  taxes  as  the  concern  that  does  not  carry  on  all  those 
different  processes. 

I  have  taken  an  illustration  that  is  very  ordinary.  Perhaps  I  have 
exaggerated  the  situation.  We  have  to  exaggerate  at  times  in  order 
to  emphasize  our  point.  I  have  taken  shoe  manufacturers.  There  is 
such  a  thing  as  a  concern  buying  hides  from  a  hide  dealer,  tanning 
those  hides  into  leather,  malang  the  leather  into  shoes,  and  selling 
the  shoes  direct  to  the  consumer.  That  situation  actually  exists. 
In  that  case,  there  are  only  two  taxes  to  be  paid  under  sales  tax, 
one  upon  the  sale  of  the  hides  and  the  other  upon  the  sale  of  the 
shoes. 
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But  take  another  merchant  who  tells  shoes.  Suppose  he  buys  these 
shoes  from  a  jobber  or  wholesaler;  suppose  the  joober  or  wholesaler 
buys  the  shoes  from  a  manufacturer  tnat  buys  the  leather  from  a 
leather  dealer,  and  suppose  the  leather  dealer  duvs  the  hides  from  a 
hide  dealer.  In  this  case,  I  believe  there  are  nve  sales  instead  of 
two  and  five  taxes  instead  of  two.  It  will  be  difficult,  if  not  impos- 
sible, as  the  professor  said,  for  the  concern  that  pays  five  taxes  to 
compete  with  the  one  that  pays  only  two  taxes. 

The  question  is  always  raised  and  argued  and  disputed  as  to 
whether  or  not  a  sales  tax  is  shifted.  I  beheve  your  conmiittee 
believes  it  wiD  be  shifted,  I  believe  the  proponents  admit  that  it 
ought  to  be  and  will  be  shifted.  But  it  seems  to  me  that  titds  tax  is 
unsound,  whether  it  be  shifted  or  not.  If  it  be  not  shifted  it  becomes 
a  tax  in  fact,  although  not  so  expressly  stated,  upon  gross  income 
instead  of  net  income,  and  that  means  that'  each  of  two  concerns 
doing  the  same  gross  business  would  pay  the  same  tax,  even  though 
one  made  a  profit  of  1  per  cent  and  the  other  made  a  profit  of  100 
per  cent,  and  even  if  one  made  a  profit  and  the  other  sustained  a  loss. 

If  the  sales  tax  be  not  shifted,  it  is  not  only  an  impracticable  tax 
but  I  submit  it  is  an  impossible  tax.  Now,  if  it  be  shifted,  then  it  is^ 
objectionable  for  reasons  which  I  have  mentioned,  and  is  not  a  tax 
based  upon  abihty  to  pay. 

The  sales  tax  is  advocated  sometimes  as  a  tax  to  take  the  place  of 
the  excess-profits  tax.  It  has  been  my  understanding  that  this 
administration  is  committed  to  the  repeal  of  the  excess-profits  tax. 
I  can  not  see  how  a  sales  tax  can  be  made  to  properly  fit  into  our 
taxation  system  to  take  the  place  of  the  excess-profits  tax.  If  we 
should  repeal  the  excess-profits  tax  and  substitute  the  sales  tax, 
then  the  only  tax  left  upon  corporations — and  I  represent  them — 
would  be  the  normal  income  tax.  But  partnerships  and  individuals 
in  business  would  not  only  be  paying  a  normal  income  tax  but  the 
surtax  also.  This  would  result  m  giving  corporations  a  valuable 
subsidy  or  commercial  advantage  over  partnerships  and  individuals 
and  probably  would  result  in  making  it  necessary  for  every  individual 
business  man  and  partnership  to  become  a  corporation  in  order  to 
do  business  in  competition  with  corporations. 

The  sales-tax  proposition  comes  up  periodically.  It  is  not  a  new 
tax,  and  I  somewhat  dislike  to  take  tne  time  of  this  committee  in 
discussing  this  subject,  because  I  know  you  have  heard  it  over  and 
over  agam.  I  presume  I  have  covered  ground  here  that  has  been 
covered  before.  The  sales  tax  was  considered  in  this  country  in 
1865,  and  the  proposition  abandoned  in  1866  after  the  Congress  got 
the  facts. 

It  has  been  considered  very  carefully,  I  believe,  by  both  England 
and  Italy,  whose  financial  conditions  are  worse  than  ours,  or  perbaps 
I  shoula  say  that  the  financial  condition  here  is  much  bettter  than 
the  financial  condition  of  either  of  those  countries.  It  was  aban- 
doned in  those  countries  as  inexpedient. 

There  is  a  sales  tax  in  Canada,  but  it  is  not  much  more  of  a  sales 
tax  than  we  already  have  here.  Canada  went  at  it  in  another  way; 
it  passed  a  general  sales  tax  and  then  exempted  necessaries. 

We,  on  the  other  hand,  instead  of  passing  a  general  sales  tax  and 
then  exempting  the  necessaries,  put  the  tax  only  on  the  nonessentials 
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in  the  first  instance.  So  it  is  not  correct  to  say  that  Canada  has  the 
kind  of  a  sales  tax  that  is  being  generally  advocated  before  this 
committee. 

France,  however,  raises  about  one«-fonrth  of  her  revenue  by  means 
of  an  out  and  out  sales  tax.  I  beUeve  that  the  conditions  in  France 
at  the  time  she  adopted  the  sales  tax  were  such  that  she  had  perhaps 
no  choice  in  the  matter.  The  yield,  however,  in  France  has  been 
disappointing,  and  I  prophesy  that  if  a  sales  tax  should  be  passed 
here  mat  the  yield  will  be  disappointing,  or  dse  the  burden  upon  the 
consumer  will  be  much  greater  than  tne  advocates  of  the  sales  tax 
are  willing  to  admit. 

Senator  Dillingham.  Do  you  remember  the  rate  in  France  ? 

Mr.  ZoLLEB.  It  varies  on  different  commodities.  It  is  not  a  flat* 
rate  tax.  There  is  a  feature  about  the  sales  tax  in  France  that  we 
do  not  have  here  under  our  tax  laws.  The  administrative  author- 
ities have  the  power  whenever  this  tax  becomes  burdensome  to  make 
further  exemptions — the  exemptions  are  left  to  a  great  extent  with 
the  administrators  of  the  law.  The  legislative  body  expresses 
certain  exemptions  in  the  act  and  then  gives  the  administration 
"power  to  extend  the  exemptions  in  cases  where  it  feels  that  the  tax 
constitutes  too  great  a  burden. 

Senator  Dillingham.  I  find  the  committee  have  a  statement  on 
that  subject. 

Mr.  ZoLLER.  There  is  a  sales  tax  in  the  Philippines  which,  as  near 
as  I  can  find  out,  is  working  satisfactorily.  I  tnink,. however,  that 
the  Philippines  is  not  a  country  to  compare  with  this.  I  believe  it  is 
true  that  wealth  is  more  equaUy  divided  in  the  Philippines  than  it  is 
here.  I  believe  that  under  a  state  of  socialism  where  every  one's 
wealth  was  the  same  and  all  incomes  were  the  same  that  a  sales  tax 
would  be  equitable.  But  where  there  is  unequal  ability  to  pay  there 
can  not  be  equal  taxation  if  the  system  is  to  be  equitaole. 

I  want  to  answer  the  contention  of  the  proponents  of  the  sales 
tax,  as  I  understand  it.  Their  main  ai^ument  is  that  the  sales  tax 
will  be  shifted,  but  that  all  taxes  are  shifted  anyway.  As  a  matter 
of  fact  they  say  that  the  sales  tax  will  not  constitute  as  great  a 
burden  upon  the  consumer  as  the  excess-profits  tax  which  is  being 
shifted  now  to  the  consumer;  that  the  present  taxes  are  not  only 
shifted  but  an  amount  in  excess  of  the  tax  is  being  passed  on  to  the 
consumer.  They  make  the  argument  that  the  corporation,  not 
knowing  the  actual  amount  of  the  excess-profits  tax,  in  order  to  play 
safe,  adds  three  or  four  times  the  amount  of  the  tax  to  its  costs,  and 
shifts  it  all  to  the  consumer. 

Senator  Walsh.  That  is  very  strongly  urged,  and  I  wish  you  would 
answer  that. 

Mr.  ZoLLBK.  I  will  answer  it. 

One  answer  to  it  is  what  seems  to  me  to  be  the  two  inconsistent 
positions  of  the  proponents  of  the  sales  tax.  I  want  to  quote  a 
statement  from  one  group  of  proponents,  and  then  I  want  to  quote 
another  statement  from  another  group  of  proponents. 

This  statement,  I  think,  was  made  by  Mr.  Rothschild  in  some  of 
his  propaganda  which  was  sent  out  urging  the  sales  tax.  I  believe 
he  is  honest  in  the  statement  and  believes  it: 

Even  though  it  is  not  freely  admitted  by  some  accountants,  business  men  know 
that  in  a  large  percentage  of  cases  in  the  past  and  in  practically  every  instance  in  the 
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future  substantial  businefls  taxes  have  been  and  will  have  to  be  added  to  the  cost  of 
merchandise  for  the  same  reason  that  all  producing  or  manufacturing  costs — rents, 
royalties,  wages,  salaries,  traveling  expenses,  advertising,  and  general  overhead — 
must  be  included.  The  conclusion  is  inevitable,  therefore,  that  the  consumer  is 
bearing  a  very  Jieavy  burden  under  our  present  tax  system. 

The  statement  made  by  another  group  of  advocates  of  the  sales  tax 
is  as  follows: 

In  order  to  lift  the  burden  of  taxation  which  is  so  universally  paralyzing  and  destroy- 
ing business  initiative,  some  of  the  soundest  thinjcers  in  this  country  have  proposed  a 
small  widespread  tax  on  sales  of  tangible  property. 

Both  of  those  statements  can  not  stand  and  very  often  they  are 
both  made  by  the  same  proponent  of  the  sales  tax. 

If  it  be  a  fact  that  the  tax  is  passed  on  to  the  consumer,  then  busi- 
ness is  not  being  paralyzed  ana  business  needs  no  relief.  If,  on  the 
other  hand  the  tax  is  being  paid  by  business  and  for  that  reason 
business  is  being  paralyzed,  then  the  burden  is  not  on  the  consumer 
and  there  is  no  reason  for  any  relief  for  the  consumer.  As  a  matter 
of  fact,  the  consumer  is  not  asking  for  relief. 

We' all  fall  into  the  error,  or  a  great  many  of  us  do,  by  supposinjg 
that  all  that  is  necessary  to  pass  a  tax  on  is  to  put  the  amount  of  it 
into  the  cost.  Putting  a  tax  into  cost  as  a  bootdkeeping  matter  does 
not  pass  it  on,  unless  at  the  same  time  the  selling  price  is  increased 
bv  the  amount  of  the  tax  so  put  into  cost,  u  the  selling  price 
already  represents  all  the  traffic  will  bear,  then  increasing  mo  cost 
by  the  amount  of  the  tax  will  not  pass  it  on  to  the  consmner.  I  have 
no  doubt  that  during  the  war  the  cost  of  living  would  have  been  just 
as  high  if  there  had  been  no  excess-profits  tax.  I  think  the  facts 
prove  that  statement  to  be  true.  In  coimtries  where  there  was  no 
excess-profits  tax  the  cost  of  living  was  higher  than  it  was  here  where 
there  was  an  excess-profits  tax.  In  1919,  when  the  excess-profits 
tax  was  reduced  one-half,  the  cost  of  living  instead  of  going  down 
went  up.  All  the  evidence  seems  to  prove  that  the  excess-profits 
tax  did  not  increase  the  cost  of  living  during  the  war. 

Senator  Calder.  Do  not  high  taxes  make  high  prices  generally  ? 

Mr.  ZoLLEB.  Not  if  the  taxpayer  gets  all  the  traffic  will  bear 
anyway. 

Senator  Cau>kr,  I  have  often  thought  of  that  in  connection  with 
the  city  taxes.  When  the  taxgatherer  increases  taxes  on  property 
in  the  city,  that  is  passed  on  to  the  tenant,  is  it  not,  usually  ? 

Mr.  ZoLLER.  Let  me  give  you  an  illustration  of  a  tenant  in  Utica, 
N.  Y.  There  was  a  landlord  in  Utica  who  had  a  two-story  house 
renting  for  $2,600  a  year.  The  assessing  authorities  ascertained  that 
such  landlord  was  assessed  only  $6,000  lor  that  dwelUng.  They  said 
he  ought  to  have  been  assessed  at  $26,000,  because  any  building  is 
worth  10  years'  taxes. 

Whether  the  landlord's  assessment  was  increased  from  $6,000  to 
$26,000  or  not,  he  was  certain  to  get  $2,600  a  year  as  rent.  He  would 
have  taken  more  than  that  if  he  could  have  charged  it  and  kept  the 
tenants  in  the  building.  If  his  assessment  of  $6,000  had  been  entirely 
wiped  out  he  would  still  have  charged  a  rental  of  $2,600,  because 
the  traffic  would  bear  it  and  he  could  get  it. 

Senator  Calder.  I  think  that  is  true. 

Mr.  2k>LLER.  If  it  is  a  fact,  Senator,  that  the  excess-profits  tax  law 
made  it  possible  for  corporations  to  pass  on  to  the  consumer  three 
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times  the  amount  of  the  tax,  what  is  to  prevent  these  corporations 
from  increasing  their  selling  prices  by  this  same  amount  even  though 
the  excess-profits  tax  were  repealed  altogether  ? 

It  is  sometimes  stated  that  the  excess-profits  tax  was  an  excuse  for 
increasing  the  selling  price.  No  concern  needs  an  excuse  for  getting 
all  the  traffic  will  bear.  Everybody  is  doing  it;  it  is  a  business 
proposition. 

A  tax  in  order  to  be  passed  on 

Senator  Walsh  (interposing) .  You  are  making  a  very  able,  clear 
and  concise  argument,  one  of  the  best  made  on  this  subject  from  the 
standpoint  that  you  have  taken. 

Mr.  Zoller.  Than  you,  Senator. 

Senator  Walsh.  Sometime  in  your  argument  I  want  you  to  give 
us  some  light  upon  who  is  behind  this  propaganda  for  a  sales  tax, 
if  you  can  tell. 

Mr.  Zoller.  I  would  like  to  finish  this. 

Senator  Walsh.  You  quoted  Mr.  Rothschild. 

Mr.  Zoller.  I  have  no  quarrel  with  Mr.  Rothschild.  I  believe 
the  organization  which  he  represents  was  organized  for  the  purpose 
of  getting  relief  from  taxation.  Certain  taxpavers  felt  that  pernaps 
they  were  paying  more  than  their  share,  ana  tnat  other  people  were 
not  paying  their  share,  and  they  wanted  to  shift  some  of  this  tax 
upon  somebody  else.  That  is  all  right  from  their  standpoint.  The 
only  objection  I  have  is  that  they  claim  that  the  consumer  will  be 
better  off  that  he  now  is  by  paying  the  sales  tax. 

There  is  no  objection,  it  seems  to  me,  if  a  taxpayer  feels  he  is 
burdened  under  a  tax  system  more  than  he  ought  to  be,  to  his  advo- 
cating a  different  system.  But  we  might  just  as  well  face  the  facts 
that  we  can  not  raise  the  same  amount  of  revenue  and  relieve  some 
of  the  taxpayers  who  are  paying  now  without  putting  the  burden 
upon  someoody  else. 

A  tax  in  order  to  be  generally  shifted  must  be  a  universal  tax; 
in  other  words,  it  must  be  a  general  tax  like  the  sales  or  turnover  tax. 
A  taxpayer  will  not  attempt  to  shift  a  tax  unless  he  knows  that  his 
competitor  is  paying  it.  If  he  does  not  know  that  his  competitor 
is  paying  on  excess  profits — as  I  said  before,  paying  the  excess-profits 
tax — he  can  not  imdertake  to  shift  it.  Not  all  competitors  would  be 
subject  to  the  excess-profits  tax.  For  that  reason  such  tax  would 
not  be  generally  shifted.  Mr.  Fairchild  discussed  this  here  this 
morning.  The  excess-profits  tax  is  not  paid  by  every  corporation. 
The  rate,  depending  upon  the  relation  of  income  to  invested  capital, 
is  not  the  same  upon  all  corporations.  So  it  would  be  a  very  dimcidt 
tax  to  shift  in  toto,  whereas  I  believe  the  sales  tax  could  be  shifted 
in  toto. 

I  can  mention  another  tax  that  can  not  be  shifted,  as  I  see  it,  and 
that  is  the  individual  surtax.  If  an  income  tax  is  imposed  at  the 
same  rate  upon  every  stockholder,  the  corporation  might  under- 
take to  increase  its  profits  so  that  its  dividends  would  be  large  enough 
to  enable  a  stockholder  to  pay  his  taxes  and  have  as  much  left  as  he 
would  have  had  if  there  nad  been  no  tax.  But  this  can  not  be 
accomplished  with  reference  to  the  surtaxes  because  the  different 
stockholders  are  taxed  at  different  rates. 

There  are  other  taxes  that  can  not  be  wholly  shifted,  and  yet  we 
are  met  with  the  statement  that  all  taxes  are  shifted. 
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Another  tax  that  probably  would  not  be  shifted  at  all  is  the  tax 
upon  iindistributed  income  of  corporations.  I  will  not  stop  to  dis- 
cuss the  objections  to  it,  but  it  would  not  be  shifted  because  it  is 
not  a  general  tax;  those  corporations  that  distributed  their  earnings 
would  not  pay  it. 

The  Chaibhak.  Would  you  advocate  a  tax  on  distributed  surplus  2 

Mr.  ZoLLER.  There  is  a  Kind  of  tax  on  undistributed  income  that 
I  would  advocate.  Mr.  CSiainnan,  if  you  care  to  have  me,  I  will  give 
you  a  synopsis  of  a  plan  for  such  a  tax  which  I  have  prepared. 

That  is  another  tax  that  can  not  be  readily  shifted. 

Senator  Calder.  Would  not  the  surplus  be  distributed  if  there 
was  a  tax  on  distribiited  surplus  ?  . 

Mr.  ZoLLBR.  That  depends  upon  the  rate  of  tax.  I  have  advo- 
cated a  form  of  tax  upon  tmdistributed  income  which  I  do  not  think 
would  cause  undue  oistribution.  It  is  somewhat  complicated,  but 
my  experience  leads  me  to  believe  that  we  can  not  have  a  really 
equitable  tax  in  a  country  like  this  without  having  it  somewhat  com- 
plicated. SimpUcity  and  equity  do  not  seem  to  go  together  in 
taxation. 

In  answer  to  your  question  I  have  to  say  that  I  do  not  know  any- 
thing about  the  source  of  this  propaganda  that  is  bein^  distributed 
nor  the  individuals  back  of  it.  I  know  there  is  an  orgamzation  called 
the  Tax  league  of  America  (Inc.),  or  something  like  that,  which  is 
advocating  a  sales  tax.  It  has  asked  for  fimds.  Some  of  my  clients 
have  been  asked  for  contributions.  I  have  reconunended  tnat  they 
not  contribute,  because  I  thought  the  proposition  unsound  from  an 
economic  standpoint.  I  have  learned  in  my  brief  career  that  tax 
attorneys  are  unable  to  assist  their  cUents  for  a  very  long  period  if 
they  are  willing  to  advocate  anything  that  is  of  financial  oenefit  re- 
gardless of  whether  it  be  sound  or  not.     That  is  all  I  know  about  it. 

Senator  Walsh.  It  looks  to  me  as  though  the  movement  origi- 
nated with  the  people  who  want  to  get  rid  of  excess-profits  tax,  re- 
sulting in  a  backfire  on  the  part  of  iae  consumers  against  the  relief 
from  uxe  excess-profits  tax.  If  they  had  taken  up  the  sales  tax,  they 
would  have  been  more  likely  to  succeed  in  getting  the  excess-profits 
tax  reduced. 

Mr.  ZoLLER.  I  think  the  present  income-tax  system  is  illogical 
and  unscientific.  I  think  it  should  be  changed.  1  do  not  think  the 
substitution  of  a  sales  tax  is  the  proper  remedy.  My  objection  to 
the  excess-profits  tax  is  not  the  objection  urged  by  many  people  -the 
inability  or  difficulty  of  determining  invested  capital.  I  believe 
that  can  be  done  under  proper  administration.  If  the  tax  is  in 
force  long  enough  I  believe  that  will  be  done  scientifically  and  fairly. 
A  number  of  people  would  take  issue  with  me  on  that  proposition. 
My  objection  to  the  present  system  is  this:  It  imposes  on  the  corpora- 
tion a  normal  tax  and  an  excess-profits  tax.  Then  if  the  corporation 
distributes  the  income  it  is  again  taxed  to  the  stockholders,  the 
corporation  paying  the  excess-profits  tax  and  the  stockholders  paying 
the  surtaxes.  This  is  double  taxation  so  far  as  corporate  income  is 
concerned.  Individual  income  and  partnership  income  is  not  doubly 
taxed. 

I  think  it  would  be  better  to  not  tax  the  corporation  at  all  in 
respect  to  income  distributed,  because  the  stockholders  should  be 
taxed  in  respect  to  that  income,  and  a  tax  should  not  be  imposed 
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upon  both  corporation  and  stockholders  in  respect  to  the  same 
income.  As  to  income  not  distributed,  the  corporation  should  be 
taxed;  because  the  stockholders  can  not  be  taxed  on  this  income. 
The  imdistributed  income  should  be  taxed  at  progressive  rates,  so 
that  the  greater  the  rate  of  profit  retained  in  the  business  the  greater 
the  rate  of  tax.  This  would  make  it  necessary  to  retain  the  invested- 
capital  feature  of  the  present  law. 

The  progressive  rates  should  be  based  upon  the  relation  of  ihe 
undistributed  income  to  the  invested  capital,  so  that  the  corporation 
which  made  50  per  cent  on  its  invested  capital,  if  you  please,  and  did 
not  distribute  it  would  be  taxed  at  higher  rates  than  a  corporation 
that  made  5  per  cent  upon  dts  invested  capital  and  failed  to  distribute 
it.  In  each  case  the  rate  could  be  low  enough  so  as  not  to  result  in 
unwarranted  distribution  of  earnings.  A  rate  of,  say,  5  or  10  per 
cent  upon  a  corporation  that  made  a  profit  of,  say,  100  per  cent  (an 
extreme  case)  would  not  cause  it  to  distribute  its  income,  but  the 
same  rate 

Senator  La  Follette.  Begging  your  pardon,  Mr.  ZoUer — ^Mr. 
Chairman,  I  have  some  matters  requiring  my  attention  upon  the  floor 
of  the  Senate  and  I  am  informed  that  I  must  go  there.  Mr.  Zoller 
came  here  at  my  request,  and  I  am  very  anxious  that  he  should  be 
as  fully  heard  as  possible,  and  I  hope  my  leaving  will  not  be  mis- 
understood as  a  discourtesy  to  him. 

The  Chairman.  The  committee  has  known  Mr.  Zoller  favorably 
for  a  number  of  years  and  will  be  glad  to  hear  bitn  fully. 

Mr.  Zoller.  I  do  not  want  to  burden  you,  Mr.  Chairman.  This 
prolonged  discussion  results  from  questions  that  have  been  asked 
of  me. 

The  point  that  I  wanted  to  make  was  this:  That  a  tax  of,  say,  20 
per  cent  upon  undistributed  income,  where  the  corporation  made  100 
er  cent,  would  not  cause  unwarranted  distribution,  because  it  would 
e  a  small  tax  for  that  corporation.  But  the  same  tax  upon  a  corpor- 
ation that  only  made  5  per  cent  profit  might  result  in  unwarranted 
distribution  for  the  purpose  of  avoiding  the  tax.  So,  a  flat  tax  would 
result  in  unwarranted  distribution  in  cases  where  tlie  incomes  should 
not  be  distributed,  but  would  not  force  distribution  where  it  should  be 
distributed.  In  order  to  meet  that  situation  and  to  be  fair  to  all 
corporations  and  to  be  logical  and  scientific,  it  seems  necessary  to 
impose  the  tax  at  progressive  rates  upon  the  relation  of  undistributed 
income  to  investea  capital. 

That  is  complicated. 

Senator  Dillingham.  Are  you  going  to  furnish  the  committee  with 
copies  of  your  brief  ? 

Mr.  Zoller.  I  would  be  glad  to  do  that.  There  is  just  one  other 
point  to  which  I  might  calf  the  committee's  attention.  I  think  the 
present  income-tax  system  is  illogical  for  another  reason.  It  results 
in  no  normal  income  tax  at  all  upon  corporate  income  received  by 
preferred  stockholders.  That  is  absolutely  so,  because  under  the 
theory  of  the  present  law  a  normal  income  tax  is  imposed  upon  the 
corporation  wnich  is  supposed  to  be  paid  by  the  corporation  for  the 
stockholders.  The  dividends  to  the  stockholders  are  supposed  to  be 
reduced  by  the  amount  of  the  normal  tax  paid  by  the  corporation. 
The  result  is  that  when  the  dividends  are  declared  they  are  free  of 
tax  in  the  hands  of  the  stockholders,  so  far  as  the  normal  tax  is  con- 
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cemed.  If  the  tax  is  paid  by  the  corporation  for  the  stockholders 
it  must  be  paid  out  of  that  part  of  the  corporate  earning  belonging 
to  the  common  stockholders,  because  the  preferred  stockholders  are 
guaranteed  a  certain  dividend,  tax  or  no  tax.  The  income  of  the 
preferred  stockholders  is  not  reduced  by  the  imposition  of  the  normal 
tax  upon  the  corporation.  If  the  corporation  should  be  exempted 
altogether  from  payment  of  the  normal  tax  and  the  dividends  made 
subject  to  both  normal  and  surtax  instead  of  being  subject  to  the 
surtaxes  only,  as  at  present,  both  preferred  and  common  stock- 
holders would  be  treated  alike. 

Another  thing  about  the  present  situation  is  that  the  normal  tax 
paid  by  the  corporation  for  the  common  stockholders  is  paid  for 
every  common  stockholder,  even  though  some  of  the  common  stock- 
holders may  not  have  income  in  excess  of  SI, 000.  In  that  case  Uiey 
get  no  specific  exemption  if  they  have  no  income  from  other  sources, 
as  intended  imder  the  law. 

I  thank  you  for  yom*  courtesy. 

Unfortunately,  1  was  called  on  short  notice  and  all  I  have  here  is 
an  address  which  I  made  before  the  board  of  trade.  It  is  not  in 
proper  form  for  filing  here,  I  can  go  over  it,  make  certain  changes, 
and  then  send  to  the  committee  a  copy  of  it.  I  understand  the  chair- 
man will  permit  this  document  to  be  inserted  with  my  remarks  in 
the  record. 

Senator  Walsh.  I  think  this  witness  has,  from  his  point  of  view,, 
made  the  best  and  most  concise  statement  I  have  heard  since  I  have 
been  on  attendance  of  the  committee,  and  he  is  evidently  well 
informed. 

BBXEF  OF  J.  F.  ZOLLE&,  COUVSZL  AHD  CBAIBUAB.TAX  COMMITTEE  OF  THE 
VATIOHAL  COHFE&EHCE  OF  STATE  MAMUFAOTUBEKS*  ASSOOIATIOXTS. 

Proposed  Revibion  ov  the  Federal  Taxation  System. 

GENBEAIi  aXATEMSNT. 

There  has  been  much  activity  upon  the  part  of  business  in  general  throughout  the 
country  for  a  revision  of  the  present  Federal  taxatipn  system  and  much  propaganda 
has  been  published  and  circulated^  not  only  pointing  out  defects  in  the  present  system 
but  making  various  suggestions  as  to  what  should  be  substituted  in  lieu  of  ttie  present 
Federal  taxation  system.  The  matter  was  deemed  of  such  importance  that  each  of 
the  great  political  parties  made  mention  of  it  in  the  platform,  each  party  recognizing 
that  some  revision  should  be  made  to  alleviate,  as  far  as  po^ble,  any  unnecessary 
burdens  on  busineaB  due  to  Federal  taxation.  The  business  interests  throughout  the 
country  seem  to  feel^  as  a  general  proposition,  that  the  burdens  imposed  imder  the 
present  system  were  imposed  for  the  purpose  of  prosecuting  a  war  already  passed  and 
for  that  reason  bu8ineB6  is  entitled  to  relief  from  the  present  burdens  under  peace 
conditions. 

PROBLEM   OF  C0K0RES8. 

The  next  Ccmgress  doubtless  will  be  called  upon  to  solve  tlie  problem  of  reducing 
the  present  tax  burden  on  business  and  it  probably  will  be  the  desire  of  Congress  to 
meet  tbe  situation,  if  poeeible,  by  advocating  a  tax  law  that  will  not  shift  the  present 
tax  burden  imposed  on  business  to  taxpayers  less  able  to  bear  it,  and  at  the  same 
time  produce  the  amoimt  of  revenue  required. 

Whether  the  whole  of  our  present  taxation  system  be  sound  or  not,  the  Government 
has  probably  reached  tlie  position  where  it  recognizes  that  so  lon^  as  large  expendi- 
tures are  made  for  the  maintenance  of  Government  it  is  better  to  impose  taxes  upon 
ability  to  pay  tiian  upon  supposed  benefits  received  by  the  taxpayers.  Under  this 
principle  of  taxation  there  has  been  introduced  in  this  country  the  net  income  tax. 
The  people  of  tiie  United  States  having  taken  the  trouble  to  amend  the  Federal  Con- 
stitution for  the  purpose  of  permitting  Congress  to  impose  such  tax  doubtiess  will  be 
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reluctant  to  give  up  net  income  taxation.  For  this  reason  it  is  probable  that  whatever 
revision  may  be  made  in  the  present  Federal  taxation  system,  the  net  income-tax 
feature  will  be  retained.  It  has  also  been  learned  from  experience  already  had,  and 
is  a  principle  involved  in  net  income  taxation,  that  ability  to  pay  taxes  increases  more 
than  in  direct  proportion  to  the  increase  in  the  net  income.  Upon  this  theory  net 
income  taxes  upon  large  incomes  are  imposed  at  higher  rates  than  upon  smaller  in- 
comes. For  this  reason  both  in  this  country  and  in  Great  Britain  surtaxes  upon  net 
incomes  of  individuals  of,  say,  $500,000,  are  imposed  at  higher  rates  than  upon  net 
incomes  of  less  than  that  amount.  This  seems  to  be  fair  and  equitable  and  sound 
from  an  economic  standpoint  when  taxes  are  imposed  with  reference  to  ability  to  pay. 
This  principle  is  recognized  under  our  present  net  income-tax  system  in  imposing 
both  normal  and  surtaxes  upon  individuals  and  in  imposing  the  excess-pronts  tax 
upon  corporations.  It  is,  therefore,  also  probable  that  whatever  changes  are  made  in 
the  present  Federal  taxation  system,  tne  principle  of  progressive  rates  should  be 
retained  in  imposine  taxes  based  upon  net  income. 

If  the  problem  comd  be  solved  by  simply  imposing  net  income  taxes  on  indi\ddual8 
without  attempting  to  impose  any  tax  with  reference  to  business  there  would  be  no 
great  demand  for  a  revision  of  the  present  taxation  system  unless  it  were  for  the  purpose 
of  reducing  the  present  tax  rates  or  perhaps  changing  the  present  rates  under  some  of 
the  brackets.  Some  individuals  would  doubtless  advocate  a  reduction  of  some  of 
such  present  tax  rates.  Others  might  in  some  cases  advocate  an  increase  of  some  of 
such  tax  xates.  However,  such  suggestions  would  not  go  to  the  fundamental  principles 
of  taxation  but  only  to  the  application  of  such  principles,  which  matter  is  not  so  im- 
portant nor  difficult  as  the  determination  of  what  fundamental  principles  of  taxation 
should  govern  in  securing  the  revenue. 

INDIVIDUAL  INCOME  TAX. 

Experience  has  shown  that  it  is  not  difficult,  and  is  entirely  feasible,  to  impose  a 
net  income  tax  upon  individuals  receiving  a  net  income.  Such  a  tax  can  be  made 
fair  and  equitable.  The  problem  becomes  complicated  and  difficult  when  an  attempt 
is  made  to  extend  the  principles  of  the  net  income  tax  to  business  generally,  and  it 
probably  is  more  important  to  the  country  as  a  whole  to  reduce  the  present  burdens 
upon  business  than  upon  individuals.  If  business  be  not  burdened  unduly  by  ex- 
cessive taxation  the  prosperity  of  the  country  is  probably  secure,  so  far  as  taxation 
can  make  it  secure,  notwithstanding  the  fact  that  an  indi%idual  in  his  individual 
capacity  may  be  more  heavily  taxed. 

BUSINESS  TAXES. 

Generally  speaking  there  are  three  different  business  entities  under  which  business 
is  transacted  in  this  country — (a)  the  corporation,  (h)  the  partnership,  and  (c)  the  sole 
proprietor.  The  problem  m  taxing  business  is  to  apply  some  principle  ol  taxation 
which  will  result  in  imposing  a  fair  tax  in  respect  to  these  different  business  entities. 
By  experience  already  gained  it  has  been  found  impracticable  to  attempt  to  tax  the 
business  of  the  sole  proprietor  or  the  business  of  the  partnership  by  the  same  method 
used  in  taxing  the  ousiness  of  the  corporation.    This  situation  resulted,  under  the 

f  resent  law,  in  imposing  no  tax  on  the  ousiness  of  the  partnership  or  sole  proprietor. 
n  lieu  of  these  exemptions  the  partners  (instead  of  the  partner^p)  and  the  sole 
froprietor  were  taxed  as  individuals  in  respect  to  the  total  net  income  oi  the  business. 
t  probablv  would  be  impracticable  and  impossible  from  an  economic  standpoint  to 
tax  generally  the  members  of  a  corporation  (the  stockholders)  in  respect  to  the  net 
income  of  the  business  as  is  now  being  done  in  the  case  of  partners  in  a  partnership. 
Therefore,  imless  we  desire  to  a^n  attempt  to  tax  the  business  of  a  partnership  and 
the  business  of  a  sole  proprietor,  it  would  appear  to  be  necessary  to  undertake  no  cnange 
in  the  present  method  of  taxing  partners  and  sole  proprietors.  It  would  seem  that  the 
taxation  of  the  business  of  a  partnership  or  sole  proprietor  would  present  difficulties 
.which  could  not  be  satisfactorily  met  if  there  is  to  oe  any  just  relation  between  the 
taxation  of  these  businesses  and  the  taxation  of  business  transacted  in  a  corporate 
capacity .  The  present  m ethod  of  taxing  th e  partners  and  sole  proprietors  as  indi vidu^ 
.and  exempting  the  business  doubtless  should  be  continued .  This  reduces  the  problem 
to  finding  some  just  and  equitable  tax  to  be  imposed  upon  corporations  so  that  corpora- 
tions and  their  stockholders  may  be  required  to  contribute  a  just  proportion  oi  the 
burden  as  compared  with  partners  or  sole  proprietors.  With  the  business  of  partaw- 
ships  and  sole  proprietors  not  taxed  at  all  under  the  present  system,  the  only  necessity 
for  relief  from  a  business  standpoint  applies  to  the  present  taxes  imposed  upon  cor- 
porations. These  taxes  are  known  as  the ' '  normal  income  tax  *'  and  the '  *  excess-profits 
tax.'* 
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THE   EXCESS-PROFITS  TAX. 

• 

The  excesB-profits  tax  has  been  generally  condemned  by  the  businefis  interests 
required  to  pay  it.  This  tax  paid  by  the  corporation  was  supposed  to  be  the  equivaJent 
of  the  surtaxes  paid  under  the  present  law  by  partners  in  a  partnership  and  by  sole  pro- 
prietors. It  was  an  attempt  to  equalize  taxation  between  the  three  different  methods 
of  conducting  business,  j^conomic  exi)ert8  have  pointed  out- that  the  excess-profits 
tax  is  a  verj*  crude  equi\"alent  of  such  surtaxes.  Such  experts  contend  that  in  some 
cases  partners  of  a  partnership  pay  much  more  in  tares  than  would  have  been  paid 
under  the  present  law  bj'  both  the  corporation  and  stockholders  had  the  business  been 
incorporated.  That  in  other  cases  such  experts  contend  the  situation  is  just  the 
reverse.  The  objections  advanced  by  the  business  interests  required  to  pay  the  tax 
are  numerous.  Many  of  these  objections  being  ba?ed  upon  the  fact  that  the  law  is 
not  simple  from  an  administrative  point  of  ""iew,  can  hardi>  be  said  to  go  to  the  merits 
of  the  cage  because  simplicity  can  hardly  be  said  t-o  be  compatible  with  equality  or 
justice  in  raising  any  great  amount  of  revenue.  1 1  probably  is  more  important  to  have 
equality  and  justice  on  the  one  hand  under  any  tax  act  than  simplicity  on  the  other, 
if  both  can  not  be  attained  at  the  same  time.  Without  discussing  fully  the  different 
criticisms  that  have  been  advanced  against  the  excess-profits  tax,  it  is  doubtless  suffi- 
cient to  state  that  the  tax  seems  wrong  in  principle  and  undoubtedly  should  be  sup- 
planted by  some  form  of  taxation  sounder  from  an  economic  and  scientific  point  of 
view.  The  excess-proftts  tax  doubtless  was  imposed  because  the  stockholders  of  a 
corporation  were  not  taxed  in  respect  to  corporate  earnings  not  distributed  in  di\'i- 
dends,  whereas  partners  of  a  partner -^hi]),  as  well  as  sole  proprietors,  were  taxed  witti 
respect  to  the  entire  earnings  of  the  business  whether  distributed  or  not.  It  was  felt 
that  some  tax  should  be  imposed  upon  corporations  because  of  the  fact  that  not  all 
the  corporate  earnings  would  be  distributed.  The  excess-profits  taxi  then,  was  to 
take  the  place  of  the  surtaxes  paid  by  partners  of  a  partnership  and  sole  proprietors. 
Of  course  if  all  corporate  earnings  were  distributed  each  year  there  would  be  no  reason 
for  imposing  any  tax  at  all  upon  the  corporation  for  the  reason  that  the  stockholders 
would  in  that  case  pay  a  tax  in  respect  to  the  tf>tal  earnings  precisely  the  same  as  is 
done  in  the  case  of  the  business  of  the  partnership  or  sole  proprietor.  The  excess- 
profits  tax,  however,  does  not  meet  the  situation  because  it  imposes  the  same  tax 
upon  corporations  having  the  same  earnings  and  investment  regardless  of  the  amount 
of  dividends  paid,  and,  therefore,  without  respect  to  the  amount  of  surtaxes  paid  by 
the  stockholders  as  a  result  of  such  dividends.  Under  the  excess-profits  tax  law,  the 
corporate  income  is  taxed  twice  if  distributed  (the  corporation  paying  the  excess- 
profits  tax  and  the  stockholder  paying  the  surtaxes)  but  only  once  when  the  income 
IS  not  distributed,  because,  in  that  case,  no  surtaxes  are  paid  by  the  stockholders  in 
respect  to  the  corporate  income.  The  tax  is,  therefore,  unscientific,  and  does  not 
meet  the  situation  which  it  was  intended  to  meet  and  is  inequitable  between  corpora- 
tions made  subject  to  it.  it,  therefore,  follows  that  some  tax  should  be  imposed  in 
respect  to  income  of  corporations  not  distributed  in  lieu  of  the  present  excess-profits 
tax  so  as  to  equalize  the  burden  between  partners  of  a  partnership  and  sole  proprietors 
on  the  one  hand  and  corporations,  including  the  stockholders,  on  the  other. 

TAXATION   OF  DIVIDENDS. 

As  before  stated,  the  problem  of  the  Government  is  to  relieve  business  witliout 
shifting  the  burden  to  those  less  able  to  bear  it  and  at  the  same  time  produce  sufficient 
revenue  to  meet  the  needs  of  Government.  There  is  one  remedy  which  would  seem 
to  meet  this  situation  which  does  not  appear  to  have  been  generally  advocated  b> 
those  who  allege  to  ha^'e  given  the  matter  careful  consideration.  By  exempting  cor- 
porations from  the  payment  of  any  normal  income  tax  at  all  upon  the  corporate  earn- 
ings and  then  making  corporate  dividends  subject  to  both  the  normal  and  surtaxes 
in  the  hands  of  the  stockholders,  corporate  business  would  be  relieved  to  the  extent 
of  about  $660,000,000  per  year,  and  if  the  rate  of  the  normal  income  tax  imposed  on 
individuals  was  the  same  as  the  rate  of  normal  income  tax  imposed  upon  corporations, 
there  need  be  no  substantial  loss  of  revenue  at  all  to  the  Government  in  respect  to 
income  distributed  in  taxable  dividends,  as  the  stockholders  could  be  refiuired  to 
pay  the  same  amount  in  taxes  on  the  amount  distributed  as  would  be  paid  if  the  tKx 
were  imposed  upon  the  corporation,  and  business  would  be  relieved  to  the  extent 
mentioned.  It  would  seem  to  be  much  more  scientific  to  impose  the  normal  tax 
upon  the  individual  stockholders  than  upon  the  corporation,  for  the  reason  that  if 
imposed  upon  the  stockholders  it  could  not  be  shifted  to  anyone  else  and  would  be 
paid  by  the  individuals  actually  receiving  the  income,  and,  &erefore,  having  ability 
to  pay  the  tax.    Under  the  present  law  the  cheory  is  that  the  tax  is  paid  b>  the  cor- 
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portation  for  the  stockholders  and  that  the  dividends  to  the  stockholders  are  reduced 
by  the  amount  of  the  tax.  If  this  be  true  it  makes  no  difference  to  the  stockholders 
whether  the  corporation  or  the  .stockholders  thempelvea  pay  the  tax.  If  the  corpora- 
tian  now  pays  the  tax  the  di\'idends  would  be  increased  by  an  amount  sufficient  to 
enable  the  stockholders  to  pav  the  tax  if  the  c»'>rp<>ration  is  relieved  of  the  burden. 

The  tioieory  ol  the  present  law,  however,  would  appear  te  be  erroneous  as  r^ards 
dividends  to  preferred  stockholders.  The  tax  certainly  is  not  paid  bv  the  c(»pora- 
tion  and  the  aividends  correspondinglv  reduced  in  respect  to  preferred,  stockholders. 
The  rate  of  dividend  to  preferred  stockholders  is  guaranteed  by  the  corporation,  tax 
or  no  tax.  It,  therefore,  follows  that  under  the  present  theory  of  normal  income 
tax  on  corporations  the  preferred  stockholders  go  untaxed.  The  tax,  if  any,  paid  by 
the  corporation  reduces  the  dividends  of  the  common  stockholders  without  affectii]^ 
the  dividends  of  the  preferred  stockholders.  By  imposing  the  normal  tax  upon  the 
stockholders,  both  preferred  and  common  stockholders  woiild  be  treated  alike  and  each 
wotdd  be  taxed  in  accordance  with  ability  to  pay,  which  is  after  all  the  true  theory 
of  the  net  income  tax.  It  is  sometimes  contended  that  in  many  cases  the  present 
normal  tax  imposed  upon  corporations  is  not  paid  by  the  corporation  at  aXi,  but  is 
shifted  to  the  consumer,  and  instead  of  being  a  tax  upon  the  stockholder  paid  by  the 
corporation,  it  becomes  a  tax  upon  the  consumer  and  is,  therefore,  not  paid  with 
reference  to  ability,  as  intendea  under  the  law.  If  this  contention  be  true,  then 
imposing  the  tax  upon  the  stockholders  as  herein  suggested  instead  of  the  corporation, 
would  place  the  burden  where  it  was  intended  to  be  placed  under  the  law.  More 
than  this,  the  imposition  of  this  normal  tax  upon  stockholders  would  exactly  equalize 
the  tax  between  stockholders,  partners  and  sole  proprietors  in  all  cases  where  the 
corporate  income  is  distributed.  This  is  not  accomplished  under  the  present  law 
which  imposes  the  tax  upon  the  corporation,  in  respect  to  preferred  stockholders, 
nor  in  cases,  if  any,  where  the  tax  is  snifted  to  the  consumer.  This  proposed  change 
in  the  present  tax  law  relieves  business  materially  without  shifting  tne  Durden  upon 
those  less  able  to  bear  it  and  can  be  accomplished  without  substantial  loss  of  revenue 
in  respect  to  distributed  income. 

TAX  ON  UNDISTRIBUTEn  INCOME. 

If  all  income  of  corporations  were  distributed,  nothing  further  probably  would  have 
to  be  done  to  constitute  a  fair  and  equitable  tax  system  in  lieu  of  the  present  law. 
As  a  matter  of  fact,  all  income  of  corporations  is  not  distributed,  and  frdm  a  financial 
point  of  view  it  is  probable  that  all  corporate  income  can  not  be  distributed.  There- 
fore, in  addition  to  this  proposed  change  in  the  present  taxing  system,  as  above  stated, 
it  is  necessary  to  impose  some  tax  wim  reference  to  that  part  of  the  corporate  income 
not  distributed  in  dividends  to  the  stockholders  and,  therefore,  not  made  subject 
to  taxation  in  the  hands  of  the  stockholders. 

Since  the  decision  of  the  United  States  Supreme  Court  in  the  case  of  Eisner  v. 
Macomber  (252  U.  S.,  189),  holding  that  stock  dividends  can  not  be  made  taxable 
to  stockholaers  as  income,  the  necessity  for  imposing  sc«ne  tax  in  respect  to  un<iUls- 
tributed  income  of  corporations  becomes  more  apparent  than  ever  before.  If  stock 
dividends  are  not  taxable  as  income  there  is  afforded,  temporarily  at  least,  a  means 
of  avoiding  taxes  to  stockholders  in  respect  to  business  earnings  not  available  to 
partners  or  sole  proprietors.  This  advantage  can  only  be  offset  by  some  form  of  tax 
in  respect  to  dbrporate  income  not  distributed  in  cash  or  other  taxable  equivalent. 

Great  caution  necessarily  should  be  exercised  in  imposing  any  tax  upon  corpora- 
tions in  respect  to  undistributed  income.    No  attempt  should  be  made  in  any  tax 
law  to  force  unwarranted  distribution.    The  sole  purpose  of  the  tax  should  be  to  secure 
a  fair  equivalent  of  the  tax  that  would  probably  be  paid  by  the  stockholders  if  the 
income  were  distributed,  in  order  that  there  may  be  as  little  oiscrimination  as  possible 
between  the  taxation  of  corporations  and  the  stockholders  on  the  one  hand  and  the 
taxation  of  partners  or  sole  proprietors  on  the  other.    It  is  probably  necessary  to  admit 
at  the  outset  that  it  is  impossible  to  impose  upon  any  corporation  a  tax  in  respect 
to  undistiibuted  income  that  will  be  the  exact  equivalent  of  a  tax  that  would  be  paid 
by  the  stockholders  of  that  particular  corporation  if  the  income  were  distributed  or 
that  would  be  paid  by  the  partners  if  that  particular  corporation  were  a  partnersfaip- 
instead  of  a  corporation .    So  many  factors  enter  into  the  determination  of  income  taxes 
imposed  uponindi\'iduals  such  as  the  number  of  stockholders  or  partners,  the  specific 
exemptions  allowed  each  individual  and  the  amount  of  income  from  other  sources, 
that  any  tax  imposed  upon  business  in  respect  to  income  is  not  comparable  to  a  per- 
sonal  income  tax  imposed  upon  the  individual  members  of  the  business.    There  can 
be  obtained,  however,  by  a  tax  imposed  in  respect  to  undistributed  income  of  corpora- 
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tions  an  amount  in  revenue  that  would  approximate  the  total  revenue  that  would 
probably  be  obtained  if  the  total  income  not  distributed  of  all  the  corporations  taxed 
nad  been  distributed  in  taxable  dividends  instead  of  having  been  retained  in  tha 
business.  In  this  way  corporations  and  their  stockholders  as  a  class  can  be  required 
to  contribute  their  fair  proportion  of  the  tax  burden. 

PROGRESSIVE  RATES  VERSUS  FLAT  RATE. 

In  imposing  such  tax  it  seems  necessary  that  the  rates  should  be  progtessiv'e.  In 
order  to  make  the  rates  progressive  it  is  n^cessaiy  to  retain  that  feature  of  the  present 
excess-profits  law  relating  to  invested  capital.  It  is  a  fundamental  principle  of  tax> 
ation  tnat  progressive  rates  can  not  be  imposed  upon  the  income  of  corporations  the 
same  as  is  done  in  the  case  of  individuals.  The  total  net  income  of  an  individual 
represents  his  ability  to  pay  taxes.  The  total  net  income  of  a  corporation,  on  the 
otner  hand,  does  not  represent  its  ability  to  pay  taxes.  It  is  the  rate  of  return  on 
the  investment  that  represents  the  ability  of  a  corporation  to  "pay  taxes.  Therefore, 
in  order  to  impose  a  progressive  rate  tax  upon  corporate  earnings  it  is  necessary  to 
compare  at  all  times  tne  earnings  with  the  investment. 

l^e  only  alternative  to  this  plan  is  to  impose  the  tax  at  a  flat  rate.  If  this  be  done, 
the  rate  would  have  to  be  exceedingly  low  so  as  not  to  force  unwarranted  distribution 
in  cases  where  the  return  on  the  investment  and  the  amount  undistributed  were 
moderate.  A  moderate  rate  of  tax  imposed  in  respect  to  undistributed  income  would 
not  only  fail  to  produce  sufficient  revenue,  but  corporations  retaining  in  the  business 
a  high  percentage  oi  the  investment  would  not  be  adequately  taxed.  Any  flat  rate 
sufficient  to  adequately  tax  corporatioi^  retaining  out  of  earnings  a  high  percentage  of 
the  investment  would  doubtless  be  ruinous  eventually  to  a  vast  number  of  corpora- 
tions. The  chief  objection  advanced  against  a  tax  upon  imdistributed  income  of 
corporations  is  that  it  puts  a  premium  upon  distribution  which  would  result  in  exces- 
sive distribution  and  subsequent  insolvency.  Certain  it  is  that  the  amount  of  dis- 
tribution that  would  result  from  the  tax  depends  upon  the  rate  as  applied  to  any 
particular  business.  If  the  rate  is  high  as  compared  with  the  return  on  the  invest- 
ment then  excessive  distribution  probably  would  take  place  because  the  corporation 
probably  would  decide  Uiat  the  stockholders  could  better  afford  to  pay  the  tax.  On 
the  other  hand,  if  the  rate  were  low  as  compared  with  ^e  return  on  the  investment 
distribution  probably  would  not  take  place  oecause  of  the  tax.  In  other  words,  any 
flat-rate  tax  upon  undistributed  income  of  corporations  if  high  enough  to  force  dis- 
tribution at  all,  would  foroe  it  in  cases  where  the  income  ought  to  be  retained  in  the 
business,  but  would  fail  to  force  distribution  in  cases  where  the  income,  so  far  as  the 
financial  needs  of  the  corporation  were  concerned,  could  and  perhaps  ought  to  have 
been  distributed.  A  progressive-rate  tax  based  upon  the  relation  of  tne  undistributed 
income  to  the  investment,  on  the  other  hand,  would  not  influence  distribution  to  any 
greater  extent  in  one  case  than  in  another,  wnich  of  course  is  desirable  if  distribution 
IS  to  be  influenced  at  all.  If  the  progressive  rates  were  properly  worked  out  and  were- 
fair  under  the  circumstances  of  each  case,  it  would  seem  tnat  unwarranted  distribu- 
tion would  not  result.  When  a  corporation  fails  to  distribute  that  part  of  its  earnings 
over  and  above  the  present  and  prooablt  future  needs  of  the  business  there  is  at  least 
a  suspicion  that  the  purpose  is  to  avoid  taxation.  The  needs  of  the  business  can  best 
be  determined  by  comparing  the  net  earnings  with  the  investment. 

It  may  be  stated  as  a  fact  that  some  corporations  are  more  favorably  situated  as  to 
ability  to  make  profits  than  others.  Some  corporations  are  bound  to  make  larger 
returns  on  the  investment  than  others.  This  situation  is  natural  and  cscn  not  be  pre- 
vented. Where  no  recognized  law  is  violated,  probably  no  attempt  should  be  made 
to  change  the  situation.  However,  in  imposing  a  tax  with  reference  to  ability  to  pay, 
it  is  recc^^nized  that  no  injustice  is  done  by  requiring  the  taxpayer  most  favorably 
situated  as  to  profits  and,  Uierefore,  having  the  greatest  ability  to  pay,  to  respond  to 
the  greatest  extent  in  meeting  the  financial  needs  of  government.-  This  leveling 
process  between  different  taxpayers  (some  more  favorably  situated  than  others  as  to 
profits)  by  means  of  taxation  is  deemed  justifiable  under  the  general  theory  of  any 
net  income  tax  law.  That  progressive  rates  of  taxation  rather  than  a  flat  rate  are 
better  adapted  to  such  leveling  process  is  borne  out  by  the  recognized  principle 
involved  in  all  net  income  taxation  ''that  ability  to  pay  taxes  in  respect  to  net  income 
increases  more  than  in  direct  proportion  to  the  increase  in  the  net  mcome.'^ 

The  objections  and  inequalities  that  would  result  in  imposing  a  tax  at  a  flat  rate  in 
respect  to  undistributed  income  of  corporations  would  appear  in  a  lai^e  measure  to 
be  swept  away  by  imposing  the  tax  at  progressive  rates  based  upon  Uie  relation  of 
the  unaistributed  income  to  the  investment. 
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IWVE8TKD   CAPITAL. 

The  chief  objection  to  the  scheme  herein  proposed  doubtlcse  ydW  be  that  it  retains 
a  feature  of  the  present  law  that  has  been  aifficult  to  administer,  Yiz:  The  ascertain- 
ing of  invested  capital.  The  answer  to  this  contention,  however,  is  that  no  matter 
what  modifications  are  made  in  the  present  law  the  invested  capital  of  each  and 
every  corporation  will  have  to  be  determined  under  the  present  law  for  the  years 
1917*  1918, 191 9, 1920,  and  possibly  for  1921 .  After  the  invested  capital  has  once  been 
determined  it  is  an  easy  matter  to  determine  it  thereafter,  because  after  it  is  once 
determined  invested  capital  for  any  succeedini?  year  is  the  invested  capital  already 
determined  plus  the  capital  which  has  gone  into  the  business  since  such  determina- 
tion. The  difficulty  of  determining  invested  capital  will  probably  have  been  passed 
in  a  majority  of  ca^es  before  thi*^  proposed  law  would  take  effect.  Whether  this  be  so 
or  not  it  seems  to  follow  that  the  importance  of  imposing  this  tax  in  a  fair  and  wjuit- 
able  manner  in  order  to  meet  concUtions  with  which  the  Government  is  now  con- 
fronted makes  it  necessary  to  continue  the  determination  of  invested  capital,  not- 
withstanding the  difficulties  that  may  have  been  experienced  by  the  United  States 
Treasur>'  Department  in  the  past.  Whatever  objections  may  have  been  offered  to 
the  invested  capital  feature  of  the  exce-ss-profits  tax  law  are  minimized  when  invested 
capital  is  only  used  foy  the  purpose  of  determining  a  tax  upon  undistributed  income. 
So-called  close  corporations,  if  any,  whose  invested  capital  can  not  be  fairly  or  equit- 
ably determined  are  in  any  event  only  taxed  on  income  not  distributed,  and  can  elect 
to  avoid  all  tax  on  the  corpDration  by  distributing  the  income.  Under  present  law 
the  corporation  has  to  pay  the  tax  whether  the  income  is  distributed  or  not.  The 
poposed  plan  would  only  require  corporations  that  elected  not  to  distribute  the 
income  to  establish  the  need  of  it  in  the  business  bv  showing  that  an  investment  had 
been  found  necessary  in  the  business.  This  doubtless  could  and  would  be  done  in 
a  majority  of  cases.  Corporations  requiring  only  a  nominal  investment  probably 
should  either  distribute  tne  whole  income  and  require  the  stockholders  to  pay  the 
tax,  or  pay  the  tax  themselves.  It  is  submitted  that  invested  capital  has  a  more 
logical  relation  to  undistributed  income  for  the  purpose  of  imposing  a  tax  upon  cor- 
poration.s,  than  to  the  total  net  income  as  provided  under  the  present  law.  Under 
any  logical  scheme  of  taxation  the  relation  of  the  total  net  income  of  a  corporation  to  its 
investment  does  not  necessarily  determine  the  tax  which  the  corporation  ought  to 
pay.  If  all  the  earnings  are  distributed  no  tax  should  be  imposed  upon  the  corpora- 
tion at  all,  regardless  of  the  amount  earned  on  the  investment,  for  the  reason  that  in 
that  case  the  tax  is  collected  from  the  stockholders.  In  respect  to  a  tax  on  undis- 
tributed income,  however,  it  is  the  investment  which  determines,  better  than  any 
other  measure  known  at  the  present  time,  the  amount  of  income  which  should  be 
retained  in  the  business  anfl,  therefore,  the  amount  of  the  tax  which  should  be  im- 
posed in  respect  to  income  not  distributed. 

SMALL  TAXPAYERS. 

It  will  also  be  contended  that  a  tax  upon  undistributed  earnings  of  corporations  at 
progressive  rates  is  unfair  to  corporations  ha\'ing  small  investments  as  compared  with 
corporations  ha\'in<r  large  investments.  WTienever  any  tax  is  imposed  generally, 
either  on  infiividuals  or  on  business,  it  always  becomes  necessary  to  make  exception.^ 
to  general  rules  for  the  purpose  of  taking  care  of  the  small  taxpayer.  Exemptions 
and  qualifications  are  required  in  any  law  for  this  purpose.  This  principle  is  recog- 
nized in  the  exemption  of  $2,00()  in  case  of  marriea  persons  in  imposing  the  present 
income  tax.  It  is  recognized  under  the  present  normal  income  tax  law  in  taxing 
individuals  whose  incomes  do  not  exceen  $6,000  at  a  lower  rate  than  individuals 
whose  incomes  exceed  $6,000.  It  is  recognized  in  the  exemption  of  ?5,000  in  impos- 
ing the  so-called  capital-stock  tax  upon  corporations,  and  it  is  recognized  in  our  exemp- 
tions of  $2,(X)0  and  $3,000,  respectively,  in  imposing  the  present  normal  income  and 
excess-profits  tax  on  corporations.  The  principle  will  have  to  be  recognized  here, 
and  for  that  reason  it  will  be  necessary  to  complicate  the  matter  because  of  small 
business.  In  order  to  meet  this  situation  it  is  proposed  to  make  the  following  excep- 
tions to  the  general  rule: 

(1)  That  all  undistributed  income  not  in  excess  of  $5,000  shall  be  taxed  at  the 
lowest  rate  and  unless  the  present  normal  income  rates  are  to  undergo  a  change  it  is 
suggested  that  the  first  $5,000  of  undistributed  net  income  be  taxed  at  the  rate  of  4 
per  cent,  which  is  the  lowest  rate  that  would  be  paid  by  any  stockholder  in  case  such 
net  income  were  distributed.  As  to  all  undistributed  income  in  excess  of  $5,000,  it 
is  suggested  that  it  be  taxed  at  progressive  rates,  but  by  means  of  a  double  progression 
based  upon  (a)  the  amount  of  the  corporation's  invested  capital,  and  (6)  the  ratio  of 
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the  undistributed  earnini^  to  invested  capital.  In  other  word?,  the  rate  would  be 
determined  by  two  far  ton*,  the  amount  of  the  invested  capital  and  Uie  relation  of 
the  undistributed  income  to  invested  capital,  so  that  corporations  having  small 
investments  would  pay  at  lower  rates  in  the  progression  than  corporations  having 
lanre  investments. 

The  Fates  in  the  fSllowing  table  are  0aggeeted,  but  only  for  the  purpose  of  showing 
the  application  of  the  scheme  herein  propose.  These  rates  may  be  too  high  in  some 
cases  or  too  low  in  others.  Perhaps  also  more  or  less  brackets  uiould  be  establidied 
in  order  to  do  substantial  justice.  Thev  were  made  with  the  view  of  having  them 
harmonize,  so  far  as  practicable,  with  tne  personal-income  tax  rates  that  w^d  be 
imposed  in  case  the  net  incoxoe  were  distributed: 

*  Relation  of  undUtribuied  income  to  invested  capital. 


Invented  capital. 


I^ess  than  $100,000 

$100,000  to  11.000,000... 
$1,000,000  to  $10,000,000. 
$10,000,000  and  over.. . . 


In  excess  of— 


$5,000 
but  not 
inexoeas 
of  10  per 
cent  of 
invested 
capital. 


10 
10 
10 
10 


10  per 
cent  but 

not  in 
excess  of 

30  per 

cent. 


15 
20 
25 
30 


30  per 

50  per 

cent  but 

cent  but 

not  in 

not  in 

excess  of 

excess  of 

50  per 

75  per 

cent. 

cent. 

20 

25 

ao 

40 

40 

50 

50 

50 

75  per 
cent. 


30 
50 
50 

50 


In  the  first  column  of  this  table  will  be  noted  invested  capital  ranging  from  $100,000 
to  $10,000,000  and  over.  It  is  proposed  to  tax  all  undistrumted  income  in  excess  of 
$5,000  and  not  in  excess  of  10  per  cent  of  the  invested  capi  tal  at  the  rate  of  10  per  cent 
regardless  of  the  amount  of  capital  in  the  business.  This  is  for  the  reason  that  10  per 
cent  is  the  lowest  rate  under  tne  income-tax  law  that  would  probably  be  paid  by  the 
stockholders  on  corporate  income  in  excess  of  $6,000  of  all  corporations  regardless  of 
size  if  the  income  were  distributed. 

The  next  totcket  proposed  is  where  the  undistilbuted  eamicgs  exceed  10  per  cent 
of  the  investment  but  ao  not  exceed  30  per  cent.  Under  that  bracket  corporations 
with  an  investment  of  $10,000,000  and  over  would  be  taxed  at  the  rate  of  30  per  cent, 
whereas  a  corporation  witib  an  investment  of  less  than  $100,000  would  be  taxed  at 
the  rate  of  only  15  per  cent.  The  same  principle  is  carried  out  throughout  all  the 
brackets  beyond  the  first,  with  the  result  that  corporations  with  large  investments 
retaining  in  the  business  more  than  10  per  cent  of  the  invested  capital  are  tased  at  a 
higher  rate  than  corporations  with  small  investments.  This  is  for  the  sole  purnoEe  of 
protecting  small  business  and  making  it  possible  for  small  business  under  the  law 
to  compete  with  large  business. 

FEDERAL  TAXES  DEDUCTED* 

In  imposing  a  tax  upon  undistributed  earnings  Gjeat  caie  should  be  taken  to  only 
tax  that  part  of  the  income  actually  retained  in  the  business.  For  this  reason  it  is 
necessary  to  deduct  from  the  total  net  earnings  of  the  corporation  for  any  year  not 
only  the  cash  dividends  paid  to  stockholders  subject  to  income  tax,  but  also  tne  amount 
paid  by  the  corporation  in  taxes  to  the  Federal  Government.  Under  the  present  law 
Federal  income  taxes  are  not  deducted  with  the  result  that  the  corporation  is  not 
taxed  on  its  true  net  income.  There  may  be  no  objection  to  this  arrangement  in  im- 
posing taxes  under  the  present  law,  for  the  reason  that  if  the  Federal  taxes  were  de- 
ducts in  arriving  at  the  net  income  the  rate  of  the  tax  would  have  to  be  increased 
if  t^e  Government  was  to  receive  the  same  amount  of  revenue  as  would  be  received 
in  case  such  taxes  were  not  deducted.  The  tax  on  undistributed  income^  however, 
is  imposed  upon  an  entirely  different  theory  than  the  net  income  tax.  It  is  a  tax  in 
respect  to  the  true  net  income  which  is  not  distributed  to  stx)ckholders  and  made 
subject  to  taxation  in  the  hands  of  the  stockholders.  Certain  it  is  that  sums  paid  each 
rear  to  the  Federal  Government  in  taxes  are  not  retained  in  the  business  and,  there, 
fore,  in  order  to  arrive  at  the  amount  that  is  retained  these  taxes  as  well  as  cash  divi- 
dends should  be  deducted  from  ihe  total  net  income  for  any  year. 
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DIVIDENDS  OUT  OF  SURPLUS  BXEHFTBD. 

The  purpose  of  imposing  a  tax  upon  stockholdeiB  in  respect  to  corporate  income 
distributea  and  a  tax  upon  the  corporation  in  respect  to  income  not  distributed  is 
to  secure  from  corporate  business  a  far  tax  in  respect  to  the  total  corporate  income  asd 
at  the  same  time  avoid  the  taxation  of  any  portion  of  such  income  to  both  the  ooipara- 
tion  and  the  stockholdevs.  In  order  to  cany  out  this  scheme  it  is  necessary  to  exempt, 
in  the  hands  of  the  stocldiolders,  dividends  made  from  accumuAataons  upon  irhich  uie 
corporation  has  paid  the  tax.  If  a  corporation  under  this  i»oposed  plasi  fails  to  dis- 
tribute any  part  of  its  income  of  any  year  it  is  required  to  pay  a  tax  thereon  sub* 
stantially  equivalent  to  the  tax  that  would  be  paid  by  tibe  stockholders  if  the  inoGOBe 
were  distributed,  so  that  if  any  portion  of  these  earnings  upon  which  the  corporation 
has  paid  the  tax  should  be  subsequently  distributed  the  dividends  out  of  such  earn- 
ings should  be  exempted  from  taxation  in  the  hands  of  the  stockholders.  Under  the 
S resent  law  corporations  are  permitted  to  distribute  to  stockholders,  free  of  tax,  divi- 
ends  from  earnings  accumulated  prior  to  March  1, 1913,  provided  all  earnings  accumu- 
lated on  or  after  March  1, 1913,  are  first  distributed.  A  similar  arrangement  should  be 
made  in  the  law  hereby  proposed,  to  the  effect  liiat  after  a  corporation  distributes  all 
its  earnings  of  any  year  any  further  dividends  distributed  out  of  earnings  of  prior 
years  upon  which  the  tax  has  been  paid  by  the  corporation  may  be  distributed  free 
of  tax. 

HOLDING  CORPORATIONS. 

A  tax  upon  undistributed  income  of  corporations,  the  rate  being  determined  by  the 
relation  of  the  undistributed  income  to  the  investment  as  herein  proposed,  can  be 
applied  generally  against  all  corporations,  including  holding  companies.    In  taxing 
holding  companies  with  reference  to  investment  care  must  be  taken  to  avoid  duplica- 
tion of  invested  capital  in  order  that  not  more  than  one  corporation  may  secure  the 
benefit  of  the  same  investment.    Under  the  present  law  tnis  is  accomplished  by 
means  of  a  consolidated  report  where  one  corporation  owns  or  controls  the  voting  stock 
of  another.    Where,  under  the  present  law,  the  corporation  receiving  the  dividends 
does  not  control  the  corporation  paying  it,  the  diviaend  is  not  taxed.    The  invested 
capital  is  adjusted  under  present  law  by  disallowing  as  invested  capital  stock  held 
in  corporations  the  dividends  from  which  are  not  taxed  to  the  company  holding  the 
stock.    The  same  scheme  could  be  Worked  out  under  the  plan  herein  proposed  by 
crediting  corporations  with  dividends  paid  in  cash  to  individual  stockholders  and 
taxing  the  corporation  in  respect  to  dividends  paid  to  corporations,  the  same  as  it 
such  dividends  had  not  been  aeciared.    This  would  require  the  taxation  of  a  oupora- 
tion  upon  its  entire  net  income  if  its  dividends  were  paid  exclusively  to  other  cor- 
porations.   This  seeming  injustice,  however,  would  be  offset  by  exempting  from 
the  taxable  net  income  dividends  received  from  other  corpoiations  subject  to  the- 
tax.    For  example,  suppose  A  held  stock  in  B;  B  held  stock  in  C  and  0  held  stock  in 
D ;  suppose  also  that  D  nad  a  net  income  of  f  l.OOOjOOO  w^hich  was  distributed  to  C  and. 
by  C  to  B,  by  B  to  A  and  by  A  to  the  individual  stockholders  of  A.    Of  course,  if  A 
controlled  the  stock  in  B,  C,  and  D,  the  matter  would  be  disposed  of  by  requiring  a. 
consolidated  return  of  the  four  corporations  and  imposing  the  tax  upon  a  single  entity. 
If.  on  the  other  hand,  none  of  the  corporations  represented  controlled  the  stock  of  t£e 
otner,  then  in  that  case  the  whole  tax  would  be  imposed  upon  D  and  no  tax  would  be 
imposed  upon  C,  B,  A,  or  the  stockholders  of  A.    While  this  would  result  in  t^e 
imposition  of  a  tax  upon  D  in  respect  to  income  distributed  to  C,  nevertheless  this< 
would  be  offset  by  any  dividends  received  by  D  from  other  corporations  in  vhich 
D  might  hold  stock,  and  the  whole  result  would  be  a  single  tax  upon  the  earnings  of  the^ 
group  with  respect  to  the  invested  capital  of  the  group. 

SUMMARY. 

To  summarize,  the  proposition  herein  presented  is: 

1.  Attempt  no  change  m  the  general  principles  involved  under  xnesent  law  in< 
taxing  individuals  (other  than  stockholders),  sole  proprietors,  and  partnerships. 

Note.— This  would  not  preclude  minor  amendments  to  the  income  tax  law  or 
chan^ng  the  rates  if  such  action  WTere  found  desirable. 

2.  Make  dividends  received  from  corporations  in  cash  or  otiier  taxable  income 
subject  to  both  the  normal  and  surtaxes  instead  of  being  subject  to  the  surtaxes  only 
as  at  present. 

3.  Exempt  corporations  from  any  normal  income  tax. 

4.  Repeal  the  excess  profits  tax  and  impose  upon  corporations  a  tax  in  respect  to 
income  not  distributed  m  dividends  taxable  to  individual  stockholders,  but  at  pro.. 
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gieasive  rates,  as  herein  set  forth,  based  upon  the  relation  of  the  undietdbuted  income 
to  the  invested  capital. 

OTHER  SUBSTITUTES, 

Other  substitutes  which  have  been  offered  by  those  individuals  who  have  alleged 
to  have  made  a  careful  study  of  the  situation  consist  of  (a)  a  sales  tax  and  (b)  a  tax  on 
undistributed  income  at  a  flat  rate  coupled  with  a  maximum  tax  on  what  is  referred 
to  as  '*  saved  income  "  or  income  reinvested  in  business  by  the  taxpayer  receiving  the 
dividend  or  distribution. 

OENBBAIi  SAIiBS  TAX. 

The  success  of  the  general  sales  tax  probably  depends  upon  the  extent  to  which  it 
can  be  shifted  to  the  consumer.  If  it  can  not  be  shifted  to  the  consumer  then  the 
general  sales  tax  becomes  very  inequitable  between  taxpayers  for  the  reason  that  two 
taxpay^B  doing  the  same  gross  business  would  pay  the  same  tax  even  though  the  profits 
of  the  two  were  entirely  oifferent  and  even  though  one  made  a  profit  and  the  other 
suffered  a  loss.  If  the  tax  be  shifted  to  the  consumer,  as  would  doubtless  be  the  case 
in  a  majority  of  instances,  then  the  tax  is  not  baaed  upon  ability  to  pay  but  in  many 
cases  would  probably  be  imposed  upon  those  least  aole  to  bear  it.  The  sales  tax, 
therefore,  does  not  meet  the  problem  of  producing  a  sufficient  amoimt  of  revenue 
without  shifting  the  present  burden  uix)n  those  less  able  to  bear  it.  It  is  contended 
by  some  of  the  advocates  of  the  sales  tax  that  it  would  not  be  shifted  to  the  consumer 
to  any  greater  extent  than  the  present  excess  profits  tax.    Much  doubt  has  been  ex- 

Eressed  as  to  the  correctness  of  this  contention.  Whether  this  be  true  or  not  it  is  doubt- 
)es  a  foot  that  a  general  sales  tax  would  be  much  more  readily  shifted  to  the  consumer 
than  the  taxes  under  the  system  herein  proposed.  The  taxes  which  it  is  proposed 
under  this  plan  shall  be  paid  b}^  the  stockholders  would  not  and  could  not  be  shifted 
to  anyone  else.  The  tax  which  is  herein  proposed  to  be  paid  by  corporations  in  respect 
to  undistributed  income  probably  could  not  be  shifted  as  r^ulily,  if  at  all,  to  con- 
sumers as  in  the  case  of  a  general  sales  tax.  No  corporation  probably  could  readily 
determine  in  advance  what  its  taxes  would  be  on  undistributed  income  under  the 
proposed  pkm  because  before  such  taxes  can  be  determined  not  only  must  the  total 
net  income  be  determined  but  the  cziount  which  the  corporation  will  decide  to  retain 
for  the  needs  of  Uie  business  must  also  be  determined.  This  probably  could  not  be 
done  in  time  to  shift  the  tax,  as  in  the  case  of  a  general  sales  tax. 

It  is  submitted  that  probably  no  tax  imposed  could  be  more  easilv  shifted  to  the 
consumer  than  the  general  sales  tax.  If  the  sales  tax  were  imposed  upon  all  sales 
regardless  of  the  amount  of  the  sale,  it  is  probable  that  the  administrative  difficulties 
of  the  law  would  far  exceed  the  difficuUiefi  of  admiuisteriug  the  present  excess- profits 
tax  law.  If  exemptions  were  made  to  the  extent  necessary  to  properly  relieve  the 
administrative  difficulties,  then  a  large  number  of  taxpayers  woula  go  untaxed,  for 
no  justifiable  reason  from  the  standpoint  of  those  taxed. 

A  general  sales  tax  would  be  pyramided,  because  commodities  are  usually  sold 
several  times  before  they  reach  the  ultimate  consumer.  Where  the  several  processes 
of  manufacture  and  distribution  were  carried  on  by  the  same  business  enterprise, 
pyramidiixg  would  be  avoided.  It  follows  that  business  enterprises  situated  so  as  to 
avoid  the  pyramiding  of  the  tax  would  have  a  decided  commercial  advantage  over 
business  enterprises  against  which  the  tax  had  been  pyramided.  It  must  also  be 
contended  that  the  general  sales  tax  would  not  equalize  the  taxes  between  corpora- 
tions on  the  one  hand  and  partnerships  or  sole  proprietors  on  the  other.  If  we  are 
to  continue  to  tax  partners  of  a  partnership  and  sole  proprietors  in  respect  to  the  total 
net  income  of  the  business,  whether  distributed  or  not,  it  would  be  unfair  to  impose 
a  general  sales  tax  upon  all  sales  in  lieu  of  the  present  excess-profits  tax.  Such  an 
arrangement  would  give  corporations  an  unfair  advantage  over  the  business  of  a 
partnership  or  the  business  of  a  sole  proprietor.  Ui}on  the  whole,  it  would  seem 
that  the  general  salea  tax  could  not  logicauy  be  substituted  to  take  the  place  of  the 
present  tax  imposed  upon  corporations. 

mVOLVINQ  TAJC  ON  **  SAVED  INCOMB." 

The  other  |Han  suggested,  and  above  referred  to,  Was  advocated  by  Hon.  David  F. 
Houston,  Secretary  of  the  United  States  Treasury,  in  letter  addressed  to  Hon.  Joseph 
W.  Fordney,  as  chairman  of  the  Ways  and  Means  Gonunittee  of  the  House  of  Repre- 
seatatives,  under  date  of  March,  1920.  This  is  a  proposition  to  impose  a  tax  upon 
undistributed  income  at  a  flat  rate.  It  hsis  already  been  pointed  out  that  a  flat  rate 
tax  upon  undistributed  income  would  be  inequitable  between  the  corporations 
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taxed  and  would  result  in  forcing  distribution  in  cases  where  the  earnings  should  be 
retained  in  the  business,  but  would  fail  to  force  distribution  where  the  earnings  easily 
could  be  distributed  without  serious  effects  to  the  business.  A  flat  rate  tax  upon  the 
undistributed  income  of  corporations  would  not  logically  compare  with  the  progressive 
surtax  rates  imposed  upon  the  income  of  partners  of  a  partnership  or  sole  proprietors 
under  present  law  in  respect  to  income,  whether  distributed  or  not.  In  order  to  meet 
this  objection  to  such  nat-rate  tax  the  advocates  have  coupled  with  it  what  might 
be  termed  a  maximum  tax  upon  "saved  income."  In  other  words,  any  distribution 
reinvested  in  any  business  by  either  stockholder,  sole  proprietor,  partner,  or  other 
individual  is  not  to  be  subject  to  taxation  to  an  amount  greater  than  20  per  cent  of 
the  total  income  thus  saved.  Where  the  surtaxes,  as  imposed  under  the  present 
law,  exceed  20  per  cent  of  such  saved  income  the  tax  is  to  be  arbitrarily  reduced 
to  20  per  cent  of  the  saved  income.  To  state  the  proposition  another  way,  the  propo- 
nents of  this  scheme  propose  not  only  a  flat  rate  undistributed  income  tax  on  cor- 
porations but  also  a  flat  rate  surtax  on  individuals  in  respect  to  income  invested  in 
all  cases  where  the  income  is  sufficiently  large  so  as  to  make  the  flat  rate  surtax  lees 
than  the  surtax  that  would  be  paid  under  progressive  -rates.  The  plan  of  differen- 
tiating between  saved  income  and  other  income,  when  applied  to  a  sole  proprietor, 
will  make  it  necessar}'^  to  differentiate  between  the  business  income  and  the  personal 
income,  a  thing  which  Congress  found  impracticable  to  attempt  to  do  in  the  past. 
It  probably  would  be  extremely  difficult,  if  not  impossible,  to  determine  what  part 
of  the  income  of  a  sole  proprietor  was  retained  for  business  purposes  and  what  part 
was  retained  to  meet  personal  requirements.  The  situation  would  be  slightly  less 
difficult  in  attemptiujg  to  differentiate  between  the  personal  income  and  the  buainesa 
income  of  a  partner  in  a  partnership.  More  than  this,  the  benefit  of  the  reduction 
of  the  surtax  only  applies  to  wealthy  individuals  who  reinvest  their  income  in  busi- 
neas.  There  is  no  inducement  to  save  made  to  individuals  with  moderate  incomes, 
befause  in  the  case  of  moderate  incomes  the  tax  under  present  surtax  rates  amounta 
in  thf>  aggregate  to  less  than  the  tax  under  the  flat  rate  proposed.  It  would  seem 
that  if  any  inducement  is  to  be  offered  under  any  tax  law  for  saiing  it  ought  to  apply 
to  all  incomes  saved  regardless  of  size.  It  is  the  individual  with  small  means  that 
requires  an  inducement  to  save.  The  wealthy  individual,  having  more  income 
than  he  can  naturally  spend,  is  bound  to  invest  a  part  of  it.  It  is  contended,  how- 
ever, by  the  proponents  of  this  scheme  that  by  limiting  the  exemption  to  invest- 
ments in  securities  or  business  the  income  from  which  is  subject  to  taxation,  invest- 
ments will  be  diverted  from  State  and  municipal  securities  (the  income  from  which 
is  now  exempt)  to  business  securities  and  the  Government  Would  not  only  receive 
some  tax  as  a  result  but  a  more  ready  means  would  be  attained  for  financing  business. 
The  amount  of  municipal  securities  dealt  in  in  the  last  few  years  hardly  warrants  so 
favora])le  an  exemption  to  wealthy  individuals  for  the  purpose  stated.  It  would 
seem  that  the  intended  result  coul&  best  be  accomplishea  by  reducing  some  of  the 
rates  under  the  higher  brackets  of  the  surtax,  but  at  the  same  time  keeping  the  rates 
pr(^ressive  (instead  of  substituting  a  flat  rate)  so  as  to  meet  the  general  principle 
under  the  income  tax  law,  "  that  ability  to  pay  taxes  increases  more  than  m  direct 
proportion  to  the  increase  in  the  income.  The  subsidy  panted  wealthy  indi- 
viduals that  would  be  subject  to  the  flat  rate  as  compared  x^th  individuals  paying^ 
under  graduated  rates  in  accordance  with  ability  hardly  seems  justified  or  necessary 
under  any  properly  considered  net  income  tax  act. 

The  administrative  difficulties  differentiating  between  income  saved  and  income 
not  saved,  especially  in  the  cases  of  partners  in  a  partnership  and  sole  proprietors, 
would  probably  surpass  the  administrative  difficulties  heretofore  experienced  in  the 
administration  of  the  tax  law.  Furthermore,  the  scheme  would  seem  to  introduce 
an  entirely  new  and  complicated  taxation  sj^stem  with  which  no  country  heretofore 
has  had  experience. 

STATEMENT   OF   BOBEBT  N.    MILLEB,   WASHINGTON,   D.   C,   FOB- 
MEBLY  SOLICITOB  OF  INTEBNAL  BEVENTTE. 

Senator  Smoot.  Will  you  give  your  name  and  address? 
Mr.  Miller.  Robert  N.  MUler,  Washington,  D.  C. 
Senator  La  Follette.  Mr.  Miller,  you  appear  here  at  my  request, 
I  believe,  do  you  not? 
Mr.  Miller.  Yes,  sir. 
Senator  Smoot.  Whom  do  you  represent? 
Mr.  Miller.  I  am  not  representing  anybody. 
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Senator  La  Foulette.  You  were  formerly  solicitor  of  the  Internal- 
Revenue  Department,  I  believe? 

Mr.  Miller.  Yes,  sir.  I  came  here  in  the  war  emergency  to  help 
Mr.  Ballantine  when  he  was  solicitor,  and  then  afterwards  I  became 
solicitor  myself. 

Senator  La  Follette.  When  did  you  first  become  connected  with 
the  department! 

Mr.  jVIiller.  I  came  in  just  about  when  the  first  1917  returns  were 
being  filed ;  that  is,  about  the  middle  of  March,  1918.  I  was  con- 
nected with  the  department  either  as  assistant  or  as  the  solicitor,  a 
food  deal  of  the  time  from  then  on  to  a  little  over  a  year  ago,  when 
resigned. 

I  am  at  your  service.  As  I  understood,  what  you  wanted  was  some 
comment,  as  far  as  I  could  make  that  comment,  on  the  general  situa- 
tion as  to  excess  profits  and  the  sales  tax. 

Senator  La  Follette.  Yes,  sir.    We  will  be  glad  to  hear  you. 

Mr.  Miller.  One  thing  that  seems  to  me  important  to  consider  first 
is  the  fact  that  the  excess-profits  tax  is  bound  to  go. 

I  believe  there  is  not  any  question  on  earth  but  what  the  excess- 
profits  tax  ought  to  be  changed  and  done  away  with,  first,  because 
it  is  not  productive,  and,  second,  because  of  its  complexity.  It  costs 
too  much  to  get  right  or  try  to  get  right. 

The  going  of  the  excess-profits  tax,  which  has  to  go,  does  not 
depend,  to  my  mind,  at  all  on  the  sales  tax;  that  is,  we  can  get  rid 
of  the  excess-profits  tax  entirely  without  using  the  sales  or  turn- 
over tax. 

Senator  Smoot.  Nobody  questions  that. 

Mr.  Miller.  That  is  perfectly  plain. 

As  a  substitute  for  the  excess-profits  tax,  this  increase  of  5  per 
cent,  which  is  recommended  by  Secretary  Mellon,  is  as  good  a  substi- 
tute, probably,  as  we  can  get,  and  it  definitely  substitutes  for  the 
excess-profits  tax  rather  than  applying  over  the  whole  field  of  indi- 
viduals and  corporations. 

Senator  Smoot.  You  mean  an  increase  to  15  per  cent  ? 

Mr.  Miller.  An  increase  of  5  per  cent,  from  10  to  15 ;  yes,  sir. 

That,  of  course,  is  pretty  simple.  It  is  just  a  matter  oi  arithmetic. 
We  have  got  to  calculate  the  corporation  income  tax  and  we  just 
multiply  it  by  the  percentage. 

Senator  La  Follette.  What  can  you  say  as  to  the  revenue  pro- 
duced by  the  change? 

Mr.  Miller.  I  have  nothing  except  the  estimates  of  the  Secretary 
of  the  Treasury,  which  are  based  on  Mr.  McCoy's  estimates,  and  I 
have  every  reason  to  believe  that  those  are  as  good  as  can  be  had. 
It  amounts  to  between  three  and  four  hundred  million.  I  am  not  a 
statistician^  and  I  am  just  relying  on  what  I  consider  as  good  an 
estimate  as  can  be  had.  It  might  be  better  still  to  make  this  rate 
16  per  cent  and  insert  a  provision  for  moderating  this  flat  tax  in 
the  case  of  low-return  businesses. 

I  have  noticed  in  a  number  of  letters  that  people  who  favor  the 
turnover  tax  say  over  and  over  again  that  the  turnover  tax  is 
better  than  the  excess-profits  tax,  and  simpler.  Of  course,  that  is 
really  beside  the  point,  and  it  seems  to  me  that  a  lot  of  these  people 
that  have  voted  on  that  issue  have  had  in  mind  that  in  some,  way 
the  adoption  of  the  turnover  tax  was  a  condition  precedent  to  get- 
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ting  rid  of  the  excess-profits  tax.  We  all  know  that  is  not  so,  and 
yet  I  believe  it  is  quite  widely  thought.  They  all  hate  the  excess- 
profits  tax,  and  justly,  and  they  have  in  mind  that  they  have  got 
to  suggest  something  to  put  in  its  place,  and  this  is  the  thing  that 
has  been  suggested.  But  it  is  quite  clear  that  that  is  not  the  condi- 
tion precedent.    They  are  two  separate  things. 

Suppose  we  carry  out  approximately  what  Secretary  Mellon  has 
suggested — that  is,  a  modification  of  the  surtax  rate,  not  for  tiie 
benefit  of  the  rich  people  but  for  the  good  of  the  Government  to  pro- 
duce more  revenue.  To  change  the  corporation  tax,  say,  by  going  up 
to  15  per  cent  and  cutting  out  this  $2,000  exemption,  and  then  go 
on  down  through  the  list,  when  you  calculate  that  and  use  figures 
just  a  little  bit  lower  than  Mr.  McCoy's  figures  and  put  in  as  the 
customs  receipts  from  tariff  three  hundred  and  fifty  million,  and 
put  in  what  seems  pretty  solid  to  count  on,  further  returns  from  the 
old  excess-profits  tax  oi  $350,000,000 — when  we  do  all  that,  it  adds 
up  to  four  billion  two  hundred  and  twenty-five  million. 

So  that  even  with  those  changes  we  do  add  up,  on  Mr.  McCoy's 
estimate,  to  more  than  the  four  billion  which  is  stated  as  the  amount 
that  has  to  be  raised  from  taxation. 

I  have  a  little  memorandum  and  I  will  leave  it  with  you  gentle- 
men, if  I  may. 

Senator  Smoot.  That  is  estimates  of  the  amount  to  be  raised  from 
every  source? 

Mr.  Miller.  Yes,  sir;  founded  on  Mr.  McCoy's  estimates  with 
those  two  methods,  which  I  think  are  pretty  sound. 

As  I  say,  I  have  put  in  $350,000,000  as  the  amount  that  can 
probably  be  recovered  from  the  excess-profits  taxes  for  1917,  1918, 
1919,  and  1920.  I  believe  that  is  reasonable,  but  I  believe  it  is 
quite  important,  in  order  to  count  on  those  and  to  get  the  tax  that 
is  still  outstanding  and  which  really  ought  to  be  paid,  to  give  the 
Commissioner  of  Internal  Revenue  money  enough  to  hold  on  to  the 
key  men  in  the  bureau.  The  inexperienced  men,  as  I  have  seen 
from  the  inside  all  the  time,  however  good  they  are,  are  liable  to 
tax  people  that  ought  not  to  be  taxed  and  to  leave  untaxed  people 
that  really  owe  a  lot  of  money  to  the  Government.  The  only  way 
that  the  bureau  can  inspire  confidence  and  get  what  ought  to  be 
gotten  from  the  people  that  ought  to  pay  it,  and  not  get  it  from  the 
others,  is  to  retain  those  key  men.  You  gentlemen  have  heard  that 
so  often  that  I  will  not  stop  on  it,  but  it  is  utterly  true.  My  notion 
is  not  lust  that  Government  employees  are  underpaid.  Ttey  may 
be.  What  I  mean  especially  is  that  a  dozen  or  15  real  goo^  men 
can  keep  things  moving  straight. 

Another  thing,  on  the  settlement  of  these  war-time  taxes  I  believe 
the  old  suggestion  for  a  final  settlement  of  war-time  taxes  is  good, 
both  for  the  Government  and  for  the  taxpayer.  Tlie  taxpayer  is 
glad  of  it,  because  it  lets  him  know  what  he  has  to  pay.  It  is  good 
for  the  Government  financially  because  it  will  bring  in  some  money 
now.  If  people  knew  it  was  the  last  payment  they  would  be  glad 
to  come  in  and  settle  on  some  basis. 

Further,  it  is  good  for  the  Government  because  it  gets  out  of  the 
way  the  troublesome  older  audits. 

T(i  work  that  out  it  will  be  a  very  good  thing  if  the  commissioner, 
in  carrying  that  great  responsibility  of  settling  war  taxes — and  I 
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think  it  ought  to  be  confined  to  those  four  years— could  have  a  body 
of  business  men  inside  his  bureau,  not  outside,  who  would  help  on 
those  settlements,  to  take  the  technical  figures  and  the  technical  con- 
ditions that  ought  to  be  fully  worked  out  with  the  Government  and 
decide  what  ought  to  be  done  in  these  settlements.  I  will  not  stop 
anv  longer  on  that. 

On  the  sales-tax  proposition  it  impresses  me  that  no  change  ought 
to  be  made  at  any  time  in  a  great  matter  of  this  kind,  especially 
when  things  are  so  confused  and  doubtful  as  they  are  now,  unless 
the  change  operates  as  a  very  great  improvement — a  very  great 
one. 

Since  the  sales  tax  is  not  a  substitute  for  the  excess-profits  tax, 
since  we  have  got  to  have  some  other  substitute,  it  really  amounts  to 
considering  whether  we  will  abandon  the  miscellaneous  taxes  we 
have  now,  which  are  expected  to  yield,  according  to  Mr.  McCoy,  in 
the  calendar  year,  about  a  billion  three  hundred  and  fifty  millions, 
and  adopt  a  sales  tax. 

If  we  have  to  raise  four  billion  and  the  sales  tax  can  only  be 
solidly  counted  on  for  a  billion  or  less,  it  is  only  useful  as  a  substi- 
tute for  those  general  taxes,  because  with  three  billion  extra  to 
raise  we  have  to  hold  on  to  the  income  taxes  and  things  of  that 
kind. 

Senator  Smoot.  Mr.  Miller,  I  do  not  know  why  the  papers  or  so 
many  writers  claim  that  the  sales  tax  is  proposea  simply  as  a  sub- 
stitute for  the  excess-profits  tax.  No  thought  of  that  was  ever  in 
my  mind,  other  than  the  excess-profits  tax  happens  to  be  included 
in  the  other  taxes  that  we  can  dispense  with  if  a  sales  tax  is  adopted. 
For  instance,  if  the  sales  tax  is  adopted  the  income  tax,  the  normal 
tax  increase  on  business,  the  inheritance  tax,  and  the  tobacco  tax  and 
the  revenue  from  ports  of  entry  would  pay  all  we  need,  and  all  of 
the  other  taxes,  discriminatory  as  they  are,  could  be  done  away  with. 

Mr.  Miller.  I  think  you  hj^ve  stated  the  issue  exactly,  Senator 
Smoot.  I  think  we  are  in  the  middle  of  the  stream ;  and  it  is  a  ques- 
tion of  whether  we  ought  to  change  horses  now.  If  I  were  in  the 
middle  of  a  stream  I  would  like  iiot  only  as  good  a  horse  to  change 
with,  but  a  very  much  better  one;  and  my  observation  in  our  work- 
ing out  of  these  other  sales  taxes  makes  me  feel  that  the  sales  tax 
does  not  offer  that  advantage,  but  is  really  dangerous. 

Senator  Smoot.  You  do  not  believe  for  a  moment  that  taxes  are 
going  to  be  less  than  they  are  this  year  for  many  years  to  come? 

Mr.  Miller.  I  am  very  much  anraid  that  it  can  not  be  done.  Sen- 
ator. 

Senator  Smoot.  Let  me  say  to  you  frankly  that  I  think  they  will 
be  increased. 

Mr.  Miller.  I  am  sorry  to  hear  that. 

Senator  Smoot.  I  am  sorry  to  say  it. 

Mr.  Miller.  I  am  not  so  terribly  surprised. 

Senator  Smoot.  I  speak  of  it  because  of  taxes  that  we  are  not  being 
rompelled  to  pay  now  that  we  will  have  to  pay  in  the  future. 

Mr.  Miller.  Aside  from  the  fact  that  the  sales  tax  represents  a 
radical  change  and  it  would  naturally  have  to  be  justified,  there  is 
a  fundamental  inequity  in  it,  and  that  fundamental  inequity  is 
readily  appreciated  by  the  people  that  pay  it,  and  it  is  going  to  make 
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them  like  it  very  much  less  than  they  like  these  miscellaneous  taxes 
that  we  have  right  now.  Of  course,  none  of  us  like  these  miscella- 
neous taxes.  It  is  a  terrible  thing  that  we  have  to  have  them,  but 
there  is  this  big  difference  when  you  come  to  these  miscellaneous 
taxes  on  jewelry  and  diamonds  and  victrolas  and  automobiles  and 
theater  tickets  and  tobacco,  that  it  is  true  practically  that  a  man 
who  is  determined  to  cut  his  living  to  the  bone  could  get  along  pretty- 
well  without  paying  a  very  heavy  burden  with  regard  to  those  taxes. 
I  think,  psychologically,  the  taxpayer,  when  he  does  spend  money 
for  a  theater  ticket,  is  more  in  the  mood  to  pay  the  tax,  realiz- 
ing the  taxation  must  happen,  than  he  is.  when  he  spends  money  for 
absolute  necessities.  It  comes  down  to  ability  to  pay.  To  me  ability 
to  pay  does  not  seem  so  very  important  in  a  tax  raising  a  small 
amount,  but  when  }^ou  come  to  raise  a  tax  out  in  the  country  of 
$1,000,000,000  the  ability  to  pay  basis  becomes  very  important. 

There  is  this  peculiarity  about  the  sales  tax  that  I  have  not  seen 
mentioned  in  these  hearings:  It  is  hard  to  put  a  turnover  tax  on 
turnovers  of  land  or  turnovers  of  securities 

Senator  Smoot.  The  bill  does  not  provide  for  that. 

Mr.  Miller  (continuing).  And  the  reason  is  that  if  you  had  two 
bonds,  one  that  had  been  sold  often  and  one  sold  infrequently,  and 
the  tax  was  really  passed  on,  you  would  have  either  a  purchaser  pay- 
ing more  for  the  same  bond  or  the  thing  not  being  passed  on. 

As  a  matter  of  necessity,  I  think  sales  of  land  and  sales  of  securi- 
ties have  to  be  omitted  from  a  turnover  tax.  It  nevertheless  happens 
that  the  people  that  are  best  able  to  pay  are  the  class  that  have  trans- 
actions in  securities  and  in  land,  and  you  are  taking  this  great  big 
burden  and  putting  it,  as  it  were,  on  a  knife-edge  of  a  particular 
class  of  sales — that  is,  goods,  wares,  and  merchandise.  It  is  true 
that  everybody  buys  goods,  wares,  and  merchandise,  but  you  are  not 

futting  as  big  a  burden  on  the  class  that  buys  securities  and  land, 
will  not  stop  on  that  point,  however. 

As  between  the  niiscellaneous  taxes'  and  the  proposed  substitute — 
the  turnover  tax — ^it  is  true  that  the  sales  tax  may  be  simpler^  but 
no  tax  which  raises  as  much  as  $1,000,000,000  will  oe  actually  simple 
to  administer. 

I  believe  that  the  virtue  of  simplicity  which  is  so  strongly  ui^ed  in 
favor  of  the  sales  tax  is  somewhat  exaggerated.  The  admmistrative 
difficulties  involved  in  a  turnover  tax,  or  even  of  a  simple  retail  sales 
tax,  can  only  be  appreciated  by  those  who  have  had  some  practical 
experience  with  the  administration  of  a  tax  national  in  its  scope. 
It  is  true  that  the  problems  of  collection  would  be  relativel;;^  simple 
except  for  their  multiplicity  as  compared,  for  instance,  with  Qie 
returns  made  under  tne  income  and  excess-profits  tax  provisions. 
But  even  with  the  exemptions  of  street  peddlers,  bootbtacks,  and 
other  small  businesses  through  a  minimum  exemption  of  $500  a 
month,  there  would  be  vast  numbers  of  returns  that  would  require 
an  immense  force  of  field  and  office  auditors  to  check  up,  and  new 
and  complicated  problems  would  arise  not  only  in  the  (fefinition  of 
a  sale,  but  in  dealing  with  the  many  ingenious  devices  which  would 
be  resorted  to  for  evading  the  law.  It  would  be  necessary  to  tax 
leases  as  well  as  sales,  as  otherwise  a  great  many  sales  would  take 
the  form  of  long-time  leases  or  of  leases  with  an  option  to  buy  or 
renew.     The  practice  in  some  lines  of  rentiug  and  leasing  out  the 
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product  instead  of  selling  it,  such  as  now  prevails  in  the  cases  of 
shoe  machinery,  adding  machines,  printing  machines,  and  many  other 
inventions,  is  capable  of  being  laigely  expanded. 

There  would  also  be  the  problems  of  dealing  with  discounts  for 
cash  or  discounts  made  subsequent  to  sale,  with  rebates  for  goods 
unsold  or  in  case  of  a  decline  in  the  market,  with  commissions  of 
agents  and  other  expenses  of  sale,  with  freight  and  delivery  charges 
iraen  paid  by  the  seller  and  when  paid  by  the  purchaser^  with  ex- 
dhanges  of  property  for  property,  which  it  would  be  almost  impossible 
to  check  up  accurately,  with  ordinary  barters  where  no  entries  may 
appear  on  the  books  of  the  taxpayer,  with  articles  sold  and  later 
returned  in  whole  or  in  part,  with  articles  sold  under  guarantee  as 
to  quality  or  service,  with  articles  sold  and  later  exchanged  for  other 
articles  of  a  higher  or  lower  price,  with  an  infinite  variety  of  colorable 
sales,  loans,  pledges,  mortgages,  conditional  sales,  etc;  with  sales  for 
export,  which  can  not  constitutionally  be  taxed  by  Congress  and  must 
therefore  be  exempted  from  any  form  of  sales  tax;  with  the  distinc- 
tion between  contracts  for  sale  and  contracts  for  work  and  labor  (the 
complications  of  which  have  become  familiar  under  the  old  statute 
of  frauds) ;  and  where  there  are  exemptions,  as  every  proposed  law 
contemplates,  the  endless  difficvdties  oi  distinguishing  between  sales 
that  come  within  and  those  that  do  not  come  within  me  exemptions. 
And  should  the  law  make  a  distinction  between  sales  for  consump- 
tion and  sales  for  further  sale,  the  almost  hopeless  difficulty  of  deter- 
mining in  many  cases  how  a  given  ^ale  should  be  classified;  or,  wher^ 
the  tax  is  imposed  on  retau  sales  only,  of  determining  what  is  a. 
retail  sale;  or  where,  as  in  Mr.  Smoot's  oill,  the  tax  is  to  be  on  sales 
of  goods,  wares^  and  merchandise  sold  or  leased,  a  determination  of 
what  sales  are  mcluded  in  such  a  description,  and  so  on,  almost  ad 
infinitum. 

Any  one  who  may  be  interested  in  pursuing  an  inquiry  into  some 
of  the  difficulties  that  would  arise  imder  even  a  comparatively  simple 
sales*tax  provision  might  examine  the  present  sales-tax  regvdations 
issued  bv  the  Treasury  Department  under  the  revenue  act  of  1918, 
and  such  as  Regulations  47,  covering  the  sales  by  manufacturers; 
Regulations  48,  covering  the  tax  on  works  of  art,  jewelry,  etc.; 
Regidations  64,  covering  taxes  on  sales  by  the  dealers  of  wearing 
apparel,  carpets,  lighting  fixtiures,  trunks,  etc.;  Regulations  56,  cov- 
ering motion-picture  films;  Regulations  51,  covering  taxes  on  toilet 
and  medicinal  preparations;  Regulations  55,  covering  stamp  taxes  on 
various  transfers  of  real  and  personal  property;  Regulations  52  and 
53,  covering  taxes  on  soft  drinks,  ice  cream,  etc.;  Regulations  58,  on 
the  issuance  of  insurance  poUcies.  I  know  that  it  is  su^ested  that  a 
turnover  tax  would  do  away  with  these  compUcations;  that  is  true 
in  part,  but  anv  tax  on  sales  involves  many  of  the  detailed  rulings 

Spearing  in  tne  publications.    All  these  classes  of  sales  will  have 
dir  peculiar  problems  under  any  sales  tax. 

One  serious  peculiarity  of  the  turnover  tax  is  that  its  action  is  least 
satisfactory  in  a  declining  market.  Under  such  conditions,  when  all 
business  is  apprehensive,  it  tends  to  increase  the  anxietv.  I  say  this, 
because  it  is  at  such  a  time  that  many  business  men  will  be  imable  to 

{^ass  on  the  tax  to  the  consumer.     They  must  sell  their  older  stocks 
or  what  they  can  get,  not  what  they  want  to  get.     The  result  is  that 
the  serious  additional  burden  of  the  tax,  normSly  passed  on,  is  placed 
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on  business  at  a  time  when  it  is  leadt  able  to  bear  it.  Could  we  blame 
a  merchant,  who  realizes  that  a  declining  market  may  throw  on  him 
this  heavy  burden,  from  increasing  his  selling  price  in  normal  tunes 
to  make  a  sinking  fund  to  take  care  of  such  a  contingency)  If  he 
does,  we  have  the  same  tendency  to  price  increases  as  appears  under 
the  excess-profits  tax. 

This  uncertainty  as  to  whether  a-  business  can  pass  its  taxes  on  or 
not  is  especially  dangerous  to  the  business  which  is  just  getting  on 
its  feet  or  to  the  business  which  is  barely  making  money.  It  is 
true  that  such  businesses  are  not  as  important  as  the  profitable  and 
well  established  businesses,  but  it  is  highly  important  to  keep  com- 
petition active  by  making  it  easy  for  deserving  new  enterprises  to 
enter  the  field.  The  excess-profits  tax  discouraged  enterprise  by 
heavy  levies  on  success;  that  is  bad,  but  it  is  worse  to  adopt  a  tax 
whicn  casts  its  heaviest  burdens  on  the  least  successful,  which  kicks 
the  under  dog,  so  to  speak. 

Simplicity  is  an  important  requirement,  but  it  does  not,  of  course, 
justify  a  tax  which  is  otherwise  objectionable.  The  position  here 
taken  is  that  even  if  the  sales  or  turnover  tax  were  as  simple  as  a 
poU  tax,  it  is  less  fair  than  the  taxes  it  proposes  to  supplant,  and  it 
IS  more  dangerous  to  business. 

Business  men  universally  oppose  the  excess-profits  tax;  there  is  no 
such  general  opposition  to  the  miscellaneous  taxes  which  the  turnover 
tax  is  proposea  to  replace.  Whatever  method  is  chosen,  the  tax 
burden  is  onerous,  but  a  change  from  the  miscellaneous  taxes  can  not 
be  based  on  popular  demand  to  be  freed  from  the  miscellaneous 
taxes.  It  is  true  that  the  businesses  which  are  affected  by  the  spe- 
cial nonincome  taxes  found  them  more  burdensome  than  a  1  per 
cent  general  turnover  tax  would  be,  and  have  very  properly  brought 
their  point  of  view  to  your  attention.  It  is  unfortunate  that  these 
businesses  should  be  under  this  disadvantage,  and  we  will  be  glad 
when  the  burden  of  taxation  can  be  lessened.  But  it  is  still  true  that 
decision  must  be  made  with  the  whole  mass  of  taxpayers  in  mind, 
and  if  it  seems  wisest  to  put  the  heaviest  tax  burden  on  the  things 
which  can  most  easily  be  done  without,  the  dealers  in  such  artides 
must  yield  their  convenience  to  the  common  good. 

Another  thing  in  that  comparison  is  that  this  really  is  not  a  small 
tax.  One  per  cent  is  spoken  of  as  small.  We  do  not  think  1  per 
cent  is  always  small  when  it  means  1  per  cent  more  interest,  for 
instance ;  but  there  is  a  broader  bearing  than  that  in  the  matter. 

This  is  1  per  cent  on  ^oss  sales.  It  is  true  that  many  businesses 
make  a  big  profit  on  their  gross  sales.  It  is  also  true  that  there  are 
businesses  that  make  a  proM  of  only  4  per  cent  or  3  per  cent.  That 
means  that  the  money  involved,  if  a  business  can  not  pass  on  its  tax, 
is  a  third  or  a  fourth  of  all  the  money  it  expected  to  make  in  that 
year.  And  that  is  a  big  matter.  And  besides,  even  if  it  is  passed  on, 
if  you  have  one  business  that  has  a  local  branch  through  which  it 
disposes  of  things  and  escapes  one  turnover  as  compared  with  another 
business,  it  means  that  the  goods  at  the  time  they  get  to  the  consumer 
have  an  inevitable  loading  of  the  amount  of  one  turnover  tax,  which 
might  be  as  much  as  a  third  or  a  quarter  in  the  case  of  some  big  indus- 
tries of  what  they  expected  to  earn  for  the  whole  year.  That  is  all. 
I  thank  you. 
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The  Chairman.  Mr.  Miller,  I  was  called  from  the  hearing  room 
shortly  after  you  appeared.    What  is  your  occupation  t 

Mr.  Miller.  I  am  a  practicing  lawyer.  I  have  been  a  lawyer  for 
15  years. 

The  Chairman.  Whom  do  you  represent  in  this  connection? 

Mr.  Miller.  I  am  not  representing  anybody.  Senator  La  FoUette 
knew  that  I  had  been  solicitor  in  the  bureau  there,  and  just  asked 
me  to  appear. 

The  Chairman.  Well,  we  are  glad  to  have  your  views.  I  only 
wanted  the  record  to  show  your  qualifications.  You  have  made  a 
study  of  this  matter,  of  course,  in  the  department  and  since  then? 

Mr.  Miller.  Yes,  indeed. 

The  Chairman.  If  you  have  anything  to  add  that  bears  on  what 
you  have  already  stated,  not  new  matter,  you  can  put  that  in. 

BRIEF  or  BOBSBT  V,  MIZXEX,  FOBXBRLT  SOLICITOR  OF  IVTERKAL  RBTEVirE. 

Assuming  that  $4,000,000,000  must  be  raised  by  taxation,  the  following 
analysis  seems  as  reliable  as  any  calcnlation  based  on  rough  estimates  is 
likely  to  be : 

1.  In  an  emergency  like  this  it  would  seem  that  the  Individual  income  tax 
and  surtax,  the  yield  of  which  we  know  more  about  than  any  of  the  other  taxes, 
ought  not  to  be  abandoned  as  a  means  of  raising  revenue.  Undoubtedly  sur- 
taxes must  be  reduced.  .  Reducing  these  so  that  the  total  of  individual  income 
and  surtax  shall  not  exceed  40  per  cent,  and  allowing  on  this  amount  a  loss  of 
about  $100,000,000— Secretary  Mellon  allows  a  loss  of  $100,000.000— experience 
makes  it  reasonably  certain  that  these  taxe»  for  the  taxable  year  will  yield 
$1,200,000,000. 

With  this  reduction  in  surtaxes  induced  by  necessity  rather  than  a  desire  to 
lighten  the  tax  on  people  with  high  incomes,  this  basis  for  taxing  individuals 
seems  eminently  fair.  It  seems  dear  that  it  ought  not  be  abandoned  for  any 
sales  or  turnover  tax. 

2.  Assuming  that  individual  taxation  is  to  be  on  an  income  and  surtax  basis, 
with  an  aggregate  maximum  tax  of  not  less  than  40  per  cent  of  the  individual's 
income,  it  is  clear  that  some  balancing  tax  must  be  put  on  corporations,  so  as 
to  avoid  forcing  aU  businesses  to  incorporate.  Otherwise  the  great  advantage 
of  the  corporate  form  would  compel  a  general  shift  In  business  forms.  On  this 
basis,  and  assuming  that  the  excess-profits  tax,  because  of  its  complication, 
ought  to  be  abolished,  no  one  ought  seriously  contemplate  the  abolishment  of 
corporation  income  taxes,  which,  with  the  $2,000  exemption  removed — ^as  seems 
advisable — ^should  produce,  at  the  10  per  cent  rate,  $625,000,000. 

8.  But  in  order  in  any  degree  to  balance  the  individual  surtax  it  seems  not 
unreasonable  that  the  corporation  Income  tax  be  raised  from  10  per  ceilt  to, 
say,  16.  Thus  the  corporation  would  be  paying  8  per  cent  more  income  tax 
than  the  individual,  this  differential  tending  in  some  degree  to  offset  the  sur^ 
tax  on  individuals. 

This  would  be  a  fair  rate  for  all  except  businesses  such  as  public-service  com- 
panies and  other  low-earning  businesses  which,  on  the  average,  eani  a  very 
small  per  cent  on  their  investment,  and  it  would  be  necessary  to  provide  special 
relief  for  the  comparatively  small  class  of  corporations  which  can  prove  to  the 
commissioner  that  on  the  average  they  belong  to  this  low-earning  class.  It 
seems  probable,  in  view  of  the  average  figures,  that  the  additional  6  per  cent 
Income  fax,  subject  to  the  special  relief  just  mentioned,  would  produce 
$350,000,000. 

4,  It  also  seems  fairly  clear  that  the  old  excess-profits  tax,  gradually  audited 
for  the  years  1917,  1918,  1919,  and  1920,  will  produce  in  additional  tax  at  least 
$350,000,000.  This  is  the  amount  mentioned  in  the  estimates  by  Treasury 
officials. 

5.  The  internal  taxes  now  on  the  statute  books  other  than  income  and 
excess-profits  taxes  may  be  expected  to  produce  $1,400,000,000.  Subtracting 
from  this  $50,000,000 — Mr.  Mellon's  estimate  aa  the  amount  that  would  be 
lost  by  repealing  taxes  on  soft  drinks  and  the  taxes  undej  section  904 — it 
seems  reasonable  to  count  on  $1,350,000,000. 
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6.  The  total  receipts  from  customs  under  contemplated  changes  In  tariff  laws 
may  be  expected  to  produce  at  least  $350,000,000.  Comparison  of  this  figure 
with  a  number  of  estimates  which  have  been  made  will  show  that  it  is  quite 
conservative. 

The  sum  of  these  amounts  is  $4,225,000,000,  which  is  more  than  the  $4,000,- 
000,000  deemed  necessary  to  raise  by  taxation  for  use  of  the  Federal  Government. 

This  contemplates  no  additional  stamp  or  other  taxes.  Such  additional  taxes 
could  be  utilized  if  any  of  these  figures  prove  too  high. 

The  new  act  should,  in  my  opinion,  contain  a  provision  allowing  a  net  loss 
for  any  taxable  year  to  be  used  as  a  deduction  in  adjacent  years;  provision 
for  final  settlement  of  taxes,  with  a  board  of  business  men  with  the  bureau,,  to 
udvise  the  commissioner  as  to  questions  of  settlement,  after  technical  questions 
have  been  worked  out  by  the  auditors;  and  relief  as  to  extraordinary  income 
realized  in  a  single  year  but  in  part  referable  to  other  years,  this  to  be  worked 
out  substantially  as  in  the  bill  passed  by  the  House  a  year  ago.  The  esti- 
mated losses  through  these  relief  provisions  could  be  made  up  by  additional 
stamp  and  excise  taxes,  if  they  exceed  the  $225,000,000  leeway  indicated  in  the 
tabulation. 

Reverting  to  Item  4  in  the  tabulation  Just  preceding,  the  Government  will  do 
well  to  take  extraordinary  measures  in  retaining:  in  the  bureau  the  men  in 
puthority  who  have  proved  their  ability.  Loss  of  these  key  men  often  results 
in  illegal  demands  by  the  bureau  for  additional  tax,  and,  on  the  other  hand, 
prevents  the  Government  from  getting  taxes  which  are  legally  due.  Confidence 
plays  a  large  part  in  the  administration  of  any  tax,  and  under  present  condi- 
tions the  confidence  of  the  taxpayer  is  forfeited  by  the  increasing  proportion 
of  inexperienced  men.  Both  the  Government  and  the  taxpayer  suffer  by  tlie 
present  inability  of  the  department  to  retain  good  men..  Considering  this  handi- 
cap and  the  difiiculty  of  the  problem,  the  bureau  has  done  and  is  doing  remark- 
ably good  work.  With  full  authority  to  meet  this  situation  through  increased 
pay  for  key  men,  the  bureau  can  correct  a  very  serious  situation  and  avert  a 
still  more  serious  one. 

It  will  be  noted  that  once  the  principle  is  accepted  that  income  taxes  and  sur- 
taxes are  not  to  be  abandoned,  all  of  the  Internal-revenue  items  outlined  above 
except  the  so-called  "other  taxes"  mentioned  in  No.  5,  follow  as  a  matter  of 
necessity,  and  the  only  service  a  general  turnover  tax  would  perform  would  be 
as  a  substitute  for  these  so-called  "  other  taxes.'* 

Looking  at  it  in  another  way,  it  hardly  seems  safe  to  assume  that  the  sales 
tax,  in  view  of  the  various  estimates,  would  produce  much  more  than  a  billion 
dollars.  A  Canadian  speaker,  quoted  with  approval  in  an  article  in  Commerce 
and  Finance  by  Mr.  W.  C.  Cornwell,  of  Bache  &  Co.,  suggests  that  tlie  Canadian 
tax,  if  applied  in  the  United  States,  would  raise  approximately  three-fourtlis  of 
u  billion  dollars.  It  is  perfectly  clear  from  this  that  the  sales  tax  can  not  be 
offered  as  a  substitute  for  taxes  having  an  income  basis,  and  the  consideration 
of  the  turnover  tax  frequently  involves  no  question  except  whether  it  is  a  better 
tax  than  the  so-called  "  other  taxes  " — the  nonincome  internal  taxes — ^mentioned 
above. 

It  is  not  a  question  whether  the  sales  tax  is  better  than  the  excess-profits  tax ; 
the  excess-profits  tax  has  to  be  done  away  with,  whether  the  turnover  tax  is 
adopted  or  not. 

It  is  not  a  question  whether  the  sMles  tax  will  be  substituted  for  income 
taxes,  because  the  turnover  tax  cnn  not  be  relied  on  to  raise  anything  like  the 
whole  amount  needed,  and  because  no  one  would  seriously  propose  to  preserve 
the  so-called  **  other  taxes "  and  combine  them  with  the  turnover  tax  alter 
elimination  of  the  income  taxes. 

The  turnover  tax  does  not  help  to  preserve  the  balance  between  the  indi- 
vidual and  corporation  taxes,  d.sturbed  by  elimination  of  the  excess-profits  tax. 

So,  as  stated  above,  the  real  question  is  whether  we  ought  to  change  all 
these  so-called  "  other  taxes "  and  substitute  a  general  turnover  tax.  The 
following  reasons  are  suggested,  indicating  that  such  a  change  Is  not  advisable : 

in)  The  present  nonincome  taxes  have  been  tried  out  over  a  period  of  several 
years,  and  the  yield  can  be  estimated  with  some  degree  of  accuracy.  The  yield 
of  the  turnover  tax  is  somewhat  doubtful,  in  view  of  the  fact  that  there  are  so 
many  unknown  elements  affecting  its  yield. 

(6)  It  is  quite  doubtful,  in  view  of  Treasury  estimates,  whether  it  would 
actually  yield  as  much  as  $1,350,000,000,  which  the  old  nonincome  taxes  may 
reasonably  be  expected  to  produce. 
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(c)  It  is  highly  Important  that  a  tax  expected  to  produce  as  much  as  a 
billion  dollars  be  imposed  as  nearly  as  possible  in  proportion  to  the  ability  of 
the  taxpayer  to  pay.  The  present  "other"  or  nonlncome  internal  taxes,  re- 
ferred to  as  No.  5,  to  a  considerable  extent  answer  that  requirement,  because 
the  items  taxed  are  such  that  a  person  in  planning  his  personal  expenses 
could,  if  he  would,  live  with  a  very  considerable  degree  of  comfort  and  still 
avoid  paying  any  large  amount  in  respect  of  these  nonlncome  tnxes.  This  is 
clearly  true,  for  example,  as  to  taxes  in  connection  with  jewelry,  automobiles, 
admissions,  and  dues,  and  even  transportation  taxes,  which,  while  of  im- 
portance on  the  business  side,  do  not  fall  heavily  as  a  matter  or  strictly  neces- 
sary personal  expenses. 

It  Is  to  be  noted  that  the  proposed  turnover  tax  Is  strictly  limited  to  ;i 
peculiar  class  of  transactions  relating  to  leases  and  sales  affecting  the  technics! I 
dassitlcation  "  goods,  wares,  and  merchnndise."  No  turnover  tax  is  payable  on 
this  basis  by  the  individual  or  corporation  which  makes  a  bus  ness  of  selling 
real  estate  or  by  the  individual  or  corporation  which  makes  a  bus' ness  of  selling 
stocks  and  bonds  and  commercial  paper.  Assuming  for  the  moment  that  the 
turnover  taxes  on  each  transaction  are  passed  on  to  the  purchaser,  it  obviously 
Is  unwise  to  apply  a  turnover  tax  to  securities,  because,  for  instance,  bonds 
of  the  same  issue  which  had  often  been  sold  would  necessarily  bring  a  higher 
price  than  identical  bonds  which  happened  to  have  been  infrequently  sold. 
This  brings  out  that  it  is  impossible  for  the  tax  always  to  be  passed  on,  and 
makes  it  clear  that  the  law  of  supply  and  demand,  which  can  not  be  repealed, 
really  governs  the  question  whether  the  tax  will  be  passed  on  or  not. 

Assuming  that  the  proposed  turnover  tax  provisions  limit  the  turnover  tax 
to  the  special  class  of  "  goods,  wares,  and  merchandise,"  and  tJiat  the  turnover 
tax  is  reflected  in  the  price  paid  by  the'  purchaser,  it  seems  clear  that  any 
class  of  the  population  which  purchases  land  in  substantial  amount,  or  which 
purchases  securities  in  substantial  amount,  will  reap  a  large  advantage  from 
a  tax  which  throws  a  burden  of  over  a  billion  dollars  on  turnovers  of  "  goods, 
wares,  and  merchandise"  alone,  especially  omitting  to  put  any  part  of  this 
burden  on  turnovers  of  land  or  securities.  It  happens,  also,  that  the  particular 
class  of  taxpayers  who  deal  most  often  and  in  largest  amounts  in  land  and 
securities  are  the  taxpayers  who  are  best  able  to  pay.  The  result  is  that  the 
total  amount  is  not  to  any  extent  raised  from  the  transactions  which  are  most 
engaged  in  by  people  best  able  to  pay,  and  is  put  on  that  class  of  transactions 
which  even  those  least  able  to  pay  must  engage  in.  Even  the  excess-profits  tax, 
when  it  was  passed  on  to  the  consumer,  was  passed  on  to  a  much  broader  class 
than  those  who  deal  in  "  goods,  wares,  and  merchandise.** 

(d)  A  turnover  tax  tends  to  upset  well  established  business  relationships. 
It  is  well  known  that  some  industries  earn  on  the  average  not  more  than  3  or  4 
per  cent  on  the!r  gross  sales.  A  1  per  cent  tax  in  such  cases  is  nut  a  small  tax. 
It  is  a  tax  which  involves  a  sum  of  money  equal  to  one-third  or  one-fourth  of 
all  the  business  is  expected  to  earn  for  the  year  in  question.  This  is  relatively 
a  very  large  amount  of  money  to  the  business  involved.  A  raanufacturng  busi- 
ness that  sells  direct  to  the  consumer  could  undersell  to  the  extent  of  one-third 
or  one^fourth  of  the  expected  profit,  the  manufacturer  who  depended  on  an 
independent  retail  stoie.  The  practice  of  selling  through  a  jobber  would  intro- 
duce still  another  substantial  differential  operating  against  the  business  whicli 
sells  through  the  jobber.  The  direct  effect  of  such  differentials,  involving 
sums  of  money  equal  to  a  substantial  proportion  of  the  expected  profit,  is  to  put 
the  jobber  and  the  retailer  out  of  business.  This  is  unfortunate,  because  they 
perfonn  a  useful  service.  So,  also,  the  fact  that  sales  of  service  are  not  taxed, 
would  encourage  the  rearrangement  of  businesses  so  that,  if  possible,  services 
would  be  furnished  Instead  of  goods  being  held  for  sale.  The  distinction 
between,  for  instance,  a  mill  which  sells  cotton  goods  which  it  has  printed, 
and  a  mill  which  merely  prints  such  goods  for  other  i>eople,  would  assume  an 
importance  not  in  accord  with  the  real  facts.  It  has  often  been  stated  that  the 
amount  involved  In  a  sales  tax  would  be  so  small  as  not  to  induce  business 
changes  designed  to  minimize  taxation.  This  would  doubtless  be  true  in  the 
case  of  many  businesses,  but  since  it  must  be  admitted  that  there  art*  im-. 
portant  businesses  in  which  a  1  per  cent  tax  on  sales  represents  a  substantial 
fraction  of  the  expected  profit,  we  should  have  to  expect  many  radical  nmr- 
i-angements  in  business,  as  well  as  many  instances  where  a  falling  market  cau.sod 
serious  tax  burdens  by  reason  of  inability  to  pass  the  tax  to  the  purchaser. 
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STATEMENT  OF  JOHN  G.  BOTHFUS,  DETROIT,  HIGH.,  BEFBESENT- 

ING  DETBOIT  BUTTEB  AND  EGG  BOABD. 

Mr.  R0THFU8.  Mr.  Chairman,  my  name  is  John  G.  Rothfus,  of 
Detroit,  Mich.,  public  accountant,  specializii^  in  Federal  tax  mat- 
ters, representing  the  Detroit  Butter  and  Egg  Board.  I  merely 
want  to  file  a  paper. 

(The  paper  referred  to  is  as  foUows :) 

Detroit,  Mich.,  May  24, 1921, 
Finance  Committee, 

United  States  Senate,  Washington,  D,  C. 

Gentlemen  :  The  Detroit  Butter  and  Egg  Board  respectfully  represents  that 
It  is  composed  of  a  majority  of  the  wholesale  dealers  and  johbers  of  butter,  eggs, 
and  cheese  in  the  city  of  Detroit,  and  that  its  sales  comprise  approximately  90 
per  cent  of  the  supply  of  these  commodities  in  this  city. 

It  has  been  called  to  the  attention  of  this  board  that  your  committee  la  at  the 
present  times  considering  the  advisability  of  levying  a  tax  upon  all  sales  of 
these  commodities. 

In  order  that  your  committee  may  be  informed  of  the  grave  results  of  a  tax  so 
levied,  this  board  would  respectfully  call  your  attention  to  the  following  facts : 

First.  For  the  past  four  years,  which  include  the  area  of  high  prices,  the  net 
profits  on  the  sales  of  these  commodities  have  not  been  In  excess  of  one-half  of 
1  per  cent  of  the  sales  in  the  case  of  wholesale  dealers  and  not  more  than  1  per 
cent  of  the  sales  in  the  case  of  jobbers. 

Second.  In  thickly  populated  centers  it  is  necessary  to  draw  supplies  of  food- 
stuffs from  distant  localities.  The  available  supply  varies  from  day  to  day  in 
each  locality,  according  to  weather  conditions,  etc.  Shippers  in  these  localities 
collect  the  products  from  the  small  stores,  who  receive  butter  and  eggs  in  ex- 
change for  merchandise.  When  a  sufficiently  large  quantity  h^s  been  accumu- 
lated, It  is  shipped  to  the  wholesaler.  The  wholesalers  deal  in  large  quantities, 
the  jobbers  purchasing  from  them  in  quantities  sufficiently  large  to  supply  their 
trade.  The  jobbers  sell  and  deliver,  eggs,  etc.,  in  smaller  quantities  to  the 
grocers. 

Third.  Years  of  experience  have  proven  this  method  the  most  economical  for 
the  consumer. 

Fourth.  If  a  tax  was  levied  at  each  turnover  it  would  necessitate  an  In- 
crease in  the  price  of  these  necessities  of  life  entirely  out  of  proportion  to  the 
increase  of  the  price  in  the  general  commodities,  as  the  successive  sales  are  in 
such  a  relatively  small  Increase  In  price. 

Fifth.  A  method  of  taxation  which  would  result  in  the  greatest  Increase  in 
prices  on  the  necessities  of  life  would  place  the  greatest  burden  upon  those 
least  able  to  bear  It,  namely,  the  workingmen. 

The  members  of  the  board  realize  their  full  responsibility  as  citizens  to 
bear  their  proportionate  shares  of  the  cost  of  the  maintenance  of  our  Grovern- 
ment',  and  if  it  is  found  in  the  judgment  of  your  committee  that  in  order  to 
meet  these  expenses  it  Is  ne<!essary  to  levy  a  tax  upon  the  sales  price  of 
commodities,  we  respectfully  request  that  in  fairness  to  all  It  be  levied  at  a 
rate  necessary  to  provide  sufficient  funds  upon  the  sales  price  to  the  ultimate 
consumer.  If  in  the  administration  of  this  law  It  is  found  necessary  to  col- 
lect part  of  this  tax  at  each  turnover.  It  would  be  suggested  that  in  that  case 
the  taxpayer  return  to  the  Government  the  tax  collected  ui)on  his  sales  after 
deducting  from  this  tax  the  amount  of  tax  which  he  has  paid  to  the  previous 
vendor  upon  these  commodities  which  were  purchased  for  resale. 

If  this  method  of  tax  collection  was  used  we  would  respectfully  request 
that  the  law  expressly  hold  that  the  wholesale  vendor  in  each  case  must  show 
separately  on  his  invoice  the  amount  of  tax  collected  on  each  sale.  Whereas 
It  Is  the  desire  of  this  board  to  go  on  record  as  favoring  a  straight  tax  on  net 
Income  as  a  means  of  providing  funds  by  taxation,  thus  placing  upon  those 
who  earn  an  Income  the  burden  of  meeting  expenses.  It  believes  that  If  a 
tax  on  sales  is  found  necessary  it  \^ill,  If  carried  out  along  the  lines  suggested 
In  this  communication,  result  in  the  proper  application  of  the  tax,  will  pre- 
vent the  aa«5essment  of  a  tax  upon  those  who  are  conducting  business  at  a 
loss,  and  can  be  carried  out  with  a  fuller  measure  of  justice  to  all  than  any 
method  known  to  this  board. 

Respectfully  submitted.  Detboit  Butter  and  Egg  Boabd, 

By  A.  M.  HuMPHRET,  President 
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STATEHBirr  OF  PBOF.  EDWIN  B.  A.  SELIGMAN,  LIi.  D.,  McVICKAB 
PBOFESSOB  OF  POLITICAL  ECONOMY,  COLXJHBIA  TTNTVEBSITY. 

The  Chairman.  Professor,  will  you  state  your  full  name  for  the 
record  ? 

Prof.  Seugman.  My  name  is  Edwm  R.  A.  Seligman. 

The  Chairman.  You  are  a  professor  at  Columbia  University  ? 

Prof.  Seligman.  I  am  the  executive  head  of  the  department  of 
economics  at  Columbia  University. 

The  Chairman.  How  long  have  you  occupied  that  position  ? 

Prof.  Seligman.  I  have  been  professor  of  economics  at  Columbia 
since  1887. 

The  Chairman.  Do  you  desire  to  address  the  committee  on  any 
particular  phase  of  the  revenue  question  ? 

Prof.  Seligman.  I  am  here,  Mr.  Chairman,  at  the  in\'itation  of 
several  of  the  Senators,  including  Mr.  La  FoUette  and  Mr.  McLean, 
who  have  askerf  me  to  say  something  about  the  sales  tax  and  kin- 
dred matters.  I  am  especially  sorry  that  Senator  McLean  is  not 
here  to-day.  He  wanted  to  hear  something  about  the  incidence  of 
the  sales  tax  as  compared  to  that  of  the  excess-profits  tax. 

Senator  La  Follette.  Will  you  take  up  first,  Prof.  Seligman, 
the  sales  tax  and  go  to  the  other  matters  in  order  ? 

The  Chairman.  You  may  proceed  in  your  owti  way.  Professor, 
to  state  your  views  on  the  sales  tax,  and  after  that  on  anv  other 
phases  of  the  revenue  revision  that  you  desire  to  discuss. 

Prof.  Seligman.  Thank  you,  sir.  So  far  as  the  history  of  the  sales 
tax  is  concerned,  there  is  a  great  misconception  about  that  in  this 
country.  There  have  been  many  examples  of  taxes  on  the  sale  of 
particular  commodities;  but,  with  few  exceptions,  there  have  been 
only  sporadic  efforts  made  in  any  country  or  at  any  time  to  levy  a 
tax  on  all  sales  in  general;  and  whenever  a  general  tax  on  sales  has 
been  attempted  it  nas  met  with  resistance  and  consequently  with 
little  success. 

We  hear  of  a  sales  tax  in  ancient  Egypt,  but  do  not  know  much 
about  it.  We  do  know,  however,  that  m  Roman  times  the  general 
sales  tax  was  introduced  by  Augustus,  under  the  name  of  the  cen- 
tesima  rerum  venalium;  that  is,  one-hundredth  of  all  things  sold  or  a 
1  per  cent  sales  tax.  It  led  to  such  resistance  that  Augustus  was 
able  to  perpetuate  it  only  on  the  plea  that  it  was  necessary  for  the 
maintenance  of  the  army.  Even  then  it  engendered  such  objections 
that  Tiberius  reduced  it  one-half  in  the  year  17,  but  later  on  restored 
it,  and  then,  after  a  while,  it  was  increased  to  2  per  cent  and  was 
called  a  ducentesima  instead  of  a  centesima.  It  led  to  such  difficulties 
that,  according  to  Suetonius,  Caligula  remitted  it  in  Italy  after  a  few 
years.  Later  on,  again,  we  find  it  reintroduced  under  another  name, 
Vectigal  rerum  venalium.  But  it  again  proved  to  be  so  unpopular 
and  unlucrative  that  it  was  abolished  after  a  few  years.  So  the 
experiments  with  the  general  sales  tax  in  Rome  can  not  be  called 
precisely  favorable. 

In  the  Middle  Ages,  when  Europe  was  split  up  into  a  number  of 
principalities,  the  feudal  lords  often  tried  these  general  sales  taxes,  but 
always  met  with  great  resistance. 

The  first  time  that  it  was  tried  as  a  national  tax  in  any  country  was 
in  France,  when  Louis  XI  made  the  experiment  in  14G5  under  the 
name  of  sol  par  livre.     Translated,  this  means  a  nickel  per  dollar;  i.  e., 
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a  5  per  cent  tax.     It  was  applied  first  only  to  all  articles  sold  at  whole- 
sale. 

I  mieht  add  that  all  through  the  Middle  Ages  taxes  on  the  sale  of 
particiuar  commodities  were  very  common,  and  especially  upon  the 
necessaries  of  life.  For  instance,  in  France  aU  drinks  were  supiect  to 
a  sales  tax  known  as  the  aides;  salt  was  subject  to  a  sales  tax,  Knov^n 
as  the  gabelle.  Under  various  names  these  and  similar  taxes  per- 
sisted down  to  the  revolution,  which  abolished  all  sales  taxes,  ^ut 
when  Louis  XI  tried  a  general  sales  tax,  it  met  with  such  opposition 
as  almost  to  create  a  rebellion,  and  he  accordingly  abandoned  it  after 
a  short  time.     It  was  tried  again  in  1485. 

When  Henry  IV  got  into  trouble  over  the  expenses  connected 
with  the  war.  Sully  decided  to  reintroduce  it  in  1597  under  the  name 
of  Pancarte.  It  lasted  for  only  a  few  years  and  was  abolished  in 
1602.  It  was  applied  a^ain  at  various  mtervals  in  the  seventeenth 
century  not  alone  to  wholesale  but  also  to  retail  sales.  It  always 
met  with  a  great  deal  of  opposition.  In  fact,  we  are  told  by  a  con- 
temporary writer,  whose  book  I  have  here — I  am  translating  from  the 
French — that  when  Louis  XIV  tried  it  again  in  1642,  "the  very  name 
of  the  general  sales  tax  puts  the  people  into  a  fury"  (Met  le  peuple 
eh  fureur).  Accordingly  after  t&ee  or  four  years  it  was  abolished. 
Subsequently,  owing  to  the  fact  that  the  French  Kings  met  with 
such  difficulty  in  making  both  ends  meet,  it  was  tried  again  in  1681, 
under  the  name  of  subvention  du  vingtifeme  (subvention  of  tiie 
twentieth,  i.  e.  5  per  cent) .  But  every  time  that  it  was  imposed  it  led 
to  great  popular  discontent  and  even  to  local  riots  imtil  it  was  soon 
abolished.  So  that  the  French  experience  with  the  general  sales 
tax  is  such  as  to  warrant  us  in  the  conclusion  that  as  an  effective 
method  of  raising  public  revenues  it  proved  to  be  a  failure.  When 
the  French  Revolution  broke  out  the  first  thing  the  convention  did 
was  to  abolish  aU  the  sales  taxes,  such  as  the  gabelles  and  the  aides 
on  the  necessaries  of  life. 

Outside  of  one  other  country,  the  general  sales  tax 

Senator  Smoot.  Are  you  going  to  talk  about  years  and  years  ago  I 
What  about  the  French  sales  tax  today  ? 

Prof.  Seligman.  I  am  coming  to  that  in  a  moment,  Senator.  I 
have  been  asked  to  speak  first  oi  the  history  of  the  sales  tax.  In  the 
Kingdom  of  Naples  they  tried  it  once  in  the  fifteenth  century,  but 
soon  abandoned  it.  The  only  country  where  it  was  tried  in  all  its 
fullness  was  Spain.  It  started  there  in  the  early  Middle  Ages  in  the 
communes,  and  when  Spain  became  a  nation  it  was  introduced  as  a 
national  tax  in  1342.  It  included  virtually  all  articles,  first  as  a  1 
per  cent  tax,  then  as  a  5  per  cent  tax,  and  later  as  a  10  per  cent 
tax  on  all  sales.  It  was  known  as  the  alcavala.  It  led  to  a  great 
deal  of  difficulty  but  it  was  forced  upon  the  people  by  the  absolute 
monarchs  who  were  at  their  wits'  end!s  to  devise  some  way  of  making 
both  ends  meet. 

The  Chairman.  Was  this  system  ever  tried  in  England  ? 

Prof.  Seligman.  No,  sir;  and  I  shall  later  on  explain  why  not.  In 
Spain  when  Isabella,  who,  as  you  know,  was  Queen  when  America 
was  discovered,  came  to  the  tlirone  she  exempted,  as  a  special  mark 
of  royal  favor,  Catalon  and  Arragon  from  the  sales  tax.  We  are  told 
by  various  writers  that  the  relative  prosperity  of  these  two  States 
was  due  in  large  part  to  immunity  from  the  detested  and  burden- 
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some  sales  tax.  Other  writers  havfe  even  gone  so  far,  although  I 
think  with  some  exaggeration,  as  to  contend  that  one  of  the  chief 
causes  of  Spain's  economic  downfall  in  the  later  Middle  Ages,  as  over 
against  Holland  and  England,  was  the  existence  of  this  general  sales 
tax.  The  consequences  of  the  Alcavala  are  explained  very  fully  by 
the  Spanish  writers.  In  those  days  the  large  estates  were  generally 
entailed  and  consequently  not  subject  to  sale  as  were  the  smaller 
properties.  Therefore,  the  tax  fell  with  crushing  severity  upon  the 
poor  every  time  the  land  changed  hands,  and  we  are  told  of  peasants 
Deing  compelled  to  sacrifice  their  cattle  in  order  to  escape  the  tax. 
The  Alcavala  in  short,  has  been  celebrated  as  an  example  of  mis- 
directed zeal  in  public  finance. 

These  are  the  only  important  examples  of  general  sales  taxes. 
The  one  possible  exception  to  this  statement  is  the  impost  which 
closely  resembled  a  general  sales  tax  and  which  was  developed  in  the 
Germin  Empire  in  the  seventeenth  and  eighteenth  centuries.  At 
that  time  the  wealthy  classes  managed  to  evade  their  share  of  the 
direct  taxes,  such  as  land  taxes  and  others,  and  some  of  the  tax 
reformers  said,  ^'If  we  can  only  have  a  tax  on  all  kinds  of  consump- 
tion, then,  since  a  rich  man  has  to  consume  as  well  as  a  poor  man, 
v\re  shall  reach  them  in  that  way." 

Thus  there  developed  the  project  of  what  was  known  in  England 
;as  the  ''general  excise,"  or  a  tax  on  the  sale  of  practically  every- 
thing. The  tax  reformers  in  England  and  the  Continent  aavocated 
the  general  excise  chiefly  as  a  means  of  securing  equality  of  taxation. 
In  Germany  it  was  actually  introduced  imder  the  name  of  ''general 
Accise,"  but  it  led  to  so  many  abuses  that  it  was  soon  abolished.  In 
England  it  never  had  any  cliance  of  being  adopted  because  England 
Tvas  always  suspicious  of  continental  devices,  like  the  graduated  poll 
tax,  whicxi,  as  you  know,  led  to  Jack  Cade's  rebellion.  And  England 
would  have  none  of  the  French  tax  on  salt,  etc.  England  was  always 
a  defender,  in  theory  at  least,  of  eauality  of  taxation. 

Senator  La  Follette.  Will  you  define  actually  how  the  term  was 
used  by  them  ? 

Prof.  Seugman.  Bodin,  the  great  pohtical  philosopher  in  the 
Middle  Ages,  was  the  first  protagonist  of  equality.  He  defined  ine- 
quality as  the  attempt  to  levy  a  tax  upon  one  class  of  the  people  and 
not  upon  another  class. 

Under  the  fiscal  system  in  France  at  first  the  clergy,  then  the 
lawyers,  and  then  other  classes,  were  exempted  from  the  direct  taxes. 
The  tax  reformers  of  the  seventeenth  century  contended  that  if  there 
were  a  tax  from  which  no  one  could  buy  himself  free  and  which 
would  be  paid  by  everyone,  it  would  constitute  a  step  in  the  direction 
of  equality. 

Tne  medieval  French  writers  tell  us  that  the  principle  of  equal 
taxation  is  "le  fort  portant  le  faible;"  i.  e.,  "the  strong  bearing  the 
burdens  of  the  weak."  But  the  sales  tax  worked  out  in  practice  so 
that  the  weak  bore  the  burdens  of  the  strong.  This  was  so  uni- 
versally recognized  that  by  the  time  of  the  French  Revolution  there 
was  not  a  single  country  which  had  general  sales  tax. 

In  the  nineteenth  century  the  nearest  approach  to  the  system 
was  that  developed  in  England  by  Pitt  under  the  stress  of  the  war 
with  France.  According  to  this  system  well-nigh  everything  that 
one  can  think  of  was  taxed;  sometimes  when  it  was  sold,  but  some- 
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times  when  it  was  produced.  Gladstone,  when  he  came  to  the  front 
in  the  forties  addressed  himself  to  that  problem,  and  he  always 
considered  it  his  chief  title  to  fame  that  he  reduced  the  midtiplicity 
of  these  taxes,  or,  as  some  one  has  expressed  it,  the  taxes  on  every- 
thing that  a  man  eats,  feels,  smells,  or  nears.  Gladstone  substituted 
for  these  a  system  of  what  is  sometimes  called  concentrated  taxes; 
i.  e.,  taxes  on  nonnecessities  of  wide  consumption  where  the  ad- 
ministrative difficulties  are  minimized  and  where  the  yield  is 
greater. 

The  result  is  that  just  as  Peel  brought  about  a  change  in  the 
tariff,  reducing  it  from  several  thousand  to  a  very  few  items  with  a 
greater  total  yield,  so  Gladstone  reduced  most  of  tne  internal  revenue 
taxes,  as  we  should  call  them,  to  a  very  few. 

No  other  country  ever  discussed  a  general  sales  tax  imtil  the 
project  arose  in  France  after  the  Franco-rrussian  war.  They  called 
it  then  a  taxe  sur  le  chiffre  d'affaires,  just  as  the  present  tax  is  called; 
literally  a  tax  on  the  amount  of  business.  We  should  call  it  a  turn- 
over tax.  The  leading  French  economists  of  that  day,  like  Leroy- 
Beaulieu  and  L6on  Say,  both  wrote  on  the  subject.  They  rejected 
it  for  two  reasons.  And  I  might  add  that  they  were  not  by  any 
means  radicals;  they  were  botn  very  conservative  economiste  and 
statesmen  and  not  at  all  in  line  with  what  we  are  accustomed  to 
call  social  reform.  But  these  authorities  objected  to  the  general 
sales  tax  for  two  reasons  and  for  two  reasons  only — ^first,  that  it 
would  be  unequal  as  between  different  producers  because  of  the  fact 
that,  as  has  been  brought  out  by  several  speakers  during  these  hear- 
ings, it  does  not  distmguish  between  integrated  and  nonintegrated 
or  simple  production. 

They  did  not  use  these  particular  epithets,  but  they  explained  that 
a  general  turnover  tax  would  give  in  this  way  an  unfair  advantage 
to  the  large  dealer  or  manufacturer  as  compared  to  the  small  man. 
That  was  the  first  point,  ineouality  as  between  producers,  even  if  the 
tax  was  shifted.  The  second  point  was  the  administrative  difiSculty 
in  getting  people  to  keep  books  showing  their  turnover  and  the  fear 
lest  the  tax  might  be  easily  evaded.  They  did  not  call  attention  to 
the  point  which  some  of  us  like  to  emphasize  as  to  the  inequality  from 
the  point  of  view  of  the  consumers.  !But  the  two  objections  to  which 
they  did  advert  were  sufficient  to  cause  them  to  withhold  their  ap- 
proval and  to  prevent  the  introduction  of  the  bill  in  the  legislature. 

The  only  examples  of  general  sales  taxes  that  we  now  have  are  the 
result  of  the  Great  War.  England  discussed  it  fully  and  turned  it 
down,  not  alone  for  the  reasons  I  have  mentioned  with  respect  to 
France,  but  also  because  of  these  wider  reasons  as  to  the  taxation  of 
necessities. 

Even  Italy,  which  at  one  time  thought  of  imposing  a  sales  tax, 
rejected  it  for  the  same  reason.  The  only  leading  countries  that  have 
adopted  a  general  sales  tax  are  Germany  and  France.  Germany, 
after  trying  everything  else  under  the  sun,  even  having  a  rate  m 
some  taxes  as  high  as  100  per  cent,  in  desperation  levied  a  general 
sales  tax,  but  even  then  spught  to  redress  the  inequality  by  imposing 
an  additional  tax  on  luxuries.  The  only  important  coimtry  outside 
of  Germany  which  has  tried  it  is  France.  France*  was  led  to  it 
because  she  also  was  at  the  end  of  her  mpe.     Sliehad  trJpd  everything 
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else;  she  had|tried  a  high  income  tax,  a  high  excess-profits  tax,  and 
a  high  inheritance  tax.  The  inheritance  tax  in  France  runs  to-<iay 
up  to  80  per  cent,  far  higher  than  anywhere  else  in  the  world.  They 
had  put  their  rates  so  inunensely  high  that  in  desperation  they  also 
resolved  upon  this  general  sales  or  turnover  tax. 

The  Chairman.  Does  the  French  inheritance  tax  apply  to  direct 
inheritances  and  to  collateral  as  well  ? 

Prof.  Seugman.  It  applies  to  both  and  includes  both  a  tax  on  the 
estate  (taxe  sur  les  successions)  and  a  tax  on  the  shares  (droits  de 
mutation).  The  tax  in  one  case  goes  up  to  39  per  cent,  and  in  other 
cases  to  59  per  cent.  As  this  might  mean  a  virtual  confiscation  of  the 
entire  property  if  a  distant  relative  succeeded  to  the  entire  estate  of 
over  $100,000,000,  a  provision  was  introduced  to  the  effect  that  in  no 
case  shall  the  combined  tax  (or  total  taxe  successorale)  be  more  than 
80  per  cent.  The  rates,  in  fact,  all  over  Europe  are  very  much  higher 
in  all  these  cases  than  they  are  with  us. 

Senator  Simmons.  Professor,  when  you  said  Germany  had  tried  it, 
did  you  mean  that  Gerinany  was  trying  it  now  ? 

Prof.  Seliqman.  The  general  turnover  tax  (Reichsumsatzsteuer) 
was  authorized  by  the  law  of  December  24,  1919,  but  it  is  too  soon  yet 
to  pronounce  as  to  the  result.  In  France  the  results  have  been  far 
from  satisfactory.  In  the  first  place,  although  it  is  a  general  sales 
tax,  certain  articles  are  exempted. 

Senator  Watson.  Is  that  tax  comparable  to  the  one  that  is  pro- 
posed here? 

Prof.  Seligman.  Yes,  sir;  it  is  the  same  kind  of  a  tax — a  tax  on 
turnovers. 

Senator  Smoot.  Now,  Professor,  you  do  not  want  to  say  that  it  is 
a  general  turnover  tax  ? 

rrof .  Seligman.  I  shall  be  glad  to  answer  the  Senator.  The 
exact  translation  of  the  French  term  is  the  '*  tax  on  the  amount  of 
business ''  or  "  turnover  tax."  The  American  Chamber  of  Commerce 
in  Paris  issues  a  monthly  report  which  I  hold  in  my  hands.  I  read  the 
headline:  "The  turnover  tax  disappoints."  While  the  French  are, 
of  course,  not  accustomed,  and  have  not  been  accustomed  for  many 
years,  to  paj^  high  taxes,  wnile  aU  their  taxes  have  in  recent  years  been 
enormously  increased,  and  while  no  one  can  claim  that  the  taxes  are 
uniformly  successfid,  yet  none  of  them  compares  in  lack  of  success 
with  the  turnover  tax.  Beginning  last  July,  the  first  month  of  its 
operation,  it  yielded  for  that  first  month  only  about  one-half  of  what 
it  had  been  expected  to  yield. 

Excuses  were  at  first  made  because  of  the  newness  of  the  tax. 
Unfortunatelv,  however,  every  month  it  has  yielded  less,  until  for 
the  month  oi  March,  the  last  figures  obtainable,  instead  of  the  esti- 
mated budgetary  yield  of  416,000,000  francs,  it  yielded  only 
147,000,000  francs,  or  a  little  more  thaii  35  per  cent.  The  reporte 
that  I  have  from  M.  Gaston  Jtee,  who  is  the  financial  expert  of  the 
Government  and  who  has  aided  the  ministry  in  much  of  its  fiscal 
projects,  is  that  it  is  most  impopular;  that  it  has  given  rise  to  all 
sorts  of  administrative  difficmties;  that  it  is  relatively  the  least 
lucrative  of  aU  the  French  taxes,  and  that  it  is  evaded  on  an  immense 
scale.  So  great  is  the  dissatisfaction  that  various  chambers  of  com- 
merce are  now  petitioning  for  its  repeal.     As  a  confirmation  of  my 
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statement,  I  am  submitting  herewith  a  cable  report  just  sent  over 
to  the  New  York  Herald.     So  much  for  the  French  tax. 

(See  Appendix  I  to  this  statement.) 

Prof.  Seligman.  There  is  only  one  other  country  of  any  account 
where  the  general  sales  tax  is  to  be  found.  I  do  not  speak  of  Mexico, 
which  still  clings  to  the  old  Spanish  traditions.  The  Spanish  or 
Latin-American  tradition  is  not  tne  Anglo-Saxon  tradition.  The  first 
thing,  for  instance,  that  the  Americans  did  when  they  went  into  Cuba 
was  to  abolish  the  so-called  consumo,  which  was  a  tax  on  consump- 
tion in  general. 

In  all  Latin-American  countries,  including  France,  Italy,  Spain, 
and  South  America,  there  has  always  been  a  greater  repugnance  Uy 
direct  taxation  as  we  know  it  in  the  English  and  American  democra- 
cies. The  first  thing  we  did  in  Cuba  was  to  abolish  these  taxes  on 
consumption  and  introduce  a  property  tax  or  a  tax  on  wealth.  In 
Mexico  the  general  sales  tax  still  exists.  The  only  Anglo-Saxon 
community  which  has  seen  fit  to  adopt  something  like  the  sales/  tax 
is  Canada.  But  here  also  there  has  been  a  great  miscbnception. 
The  Canadian  tax  is  not  a  general  sales  tax;  it  is  a  tax  on  the  sale  of 
some  commodities.  I  have  here  a  list  of  the  exemptions  from  the  sales 
tax,  which  take  in  about  every  important  article  in  a  working  man's 
budget.  Only  a  few  days  ago  Mr.  Drayton,  the  Canadian  minister  of 
finance,  explained  in  his  budget  speech  the  reasons  why  he  would  not 
introduce  a  general  sales  or  turnover  tax.  With  your  permission  I 
shall  read  his  statement.     He  says : 

In  addition  to  the  foregoing  new  provisions,  it  is  proposed  to  increase  the  rate  of. 
the  sales  tax.  Many  submissions  ha^  e  been  received  in  favor  of  a  sales  or  turnover 
tax.  The  principle  of  either  a  sales  or  turnover  tax  has  been  strongly  advocated  by 
many  boards  of  trade  and  commercial  bodies.  The  general  turnover  tax  in  particulsLr 
has  been  strongly  supported.  This  tax  would  call  for  the  pa^nnent  of  a  tax  on  ever>'' 
transaction  tafing  place  on  the  country.  ♦  ♦  ♦  Theoretically,  the  general  turn- 
over tax  on  commodities  and  services  has  much  to  commend  it.  In  practical  admin- 
istration, though,  in  view  of  the  fact  that  after  careful  survey  it  has  been  established 
that  books  are  not  kept  in  many  retail  stores,  the  cost  of  administration  would  be- 
unduly  great  and  the  difficulties  of  collection  many.  Instead  of  extending  the  tax, 
it  is  proposed  to  confine  its  operation  to  the  sales  of  manufacturers,  wholesalers,  jobbers, 
and  importers,  and  to  continue  a  list  of  special  exemptions,  which,  broadly  speaking, 
will  cover  foodstu^s  in  their  natural  state,  all  initial  sales  of  farm  produce,  as  well  as 
the  first  products  of  the  fisheries,  mines,  and  forests. 

Thus,  in  order  to  avoid  a  general  sales  tax,  he  proposes  to  increase 
the  rate  on  what  they  have  to  3  or  4  per  cent. 

Senator  Curtis.  It  is  2  per  cent  now,  is  it  not  ? 

Prof.  Seligman.  From  IJ  to  2  per  cent  on  domestic  transactions 
and  2i  per  cent  on  imports. 

My  conclusion,  therefore,  is  that  the  general  sales  tax  constitutes 
the  last  resort  of  those  countries  which  find  themselves  in  such  fiscal 
difiiculties  that  they  must  subordinate  all  other  principles  of  taxa- 
tion to  the  one  principle  of  adequacy. 

For,  gentlemen,  I  should  say  that  there  exist  four  principles  of 
taxation  which  every  statesman  must  observe  when  he  is  framing 
a  fiscal  system.  First  and  foremost  is  the  principle  of  adequacy. 
If  a  tax  does  not  yield  the  desired  revenue  it  is  a  failure.  The  para- 
mount condition  of  a  tax  is  that  it  should  raise  money.  Second, 
there  is  what  might  be  called  the  economic  principle  of  doing  as  little 
harm  as  possible  to  the  community.  That  is  the  trouble  with  our 
excess-profits  tax.     Its  unlooked-for  practical  results  are  such  that 
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despite  certain  theoretical  advantages  it  really  reduces  the  national 
dividend  instead  of  increasing  it,  and,  therefore,  in  its  present  form 
it  is  a  bad  tax. 

Third,  you  have  the  administrative  principles  laid  down  by  Adam 
Smith.  The  tax  must  not  be  too  complicated;  it  must  be  certain; 
it  must  be  convenient.  If  the  tax  does  not  work  administratively, 
no  matter  how  ideal  it  is  otherwise,  it  is  a  poor  tax.  Finally,  we 
come  to  the  principle  of  equality.  All  these  other  considerations 
being  observed,  your  object  must  be  to  frame  a  system  of  taxation 
whicm  will  be  as  nearly  equal  as  possible,  not  only  among  the  people 
that  pay  but  among  all  the  classes  of  the  communitv. 

The  sales  tax,  in  my  opinion,  sins  against  several  of  these  prin- 
ciples. First,  as  the  experience  in  medieval  times  has  shown,  and 
as  the  French  system  conclusively  proves,  it  does  not  yield  the  revenue 
that  is  contemplated.  Next,  the  administrative  difficulties  are  great. 
To  create  an  administrative  system  which  would  control  the  returns 
of  every  business  that  sells  anjrthing  at  all  is  hopeless.  For  that  reason 
it  has  been  turned  down  by  the  Canadian  minister  now,  as  it  was 
turned  down  a  half  century  ago  by  Leroy-Beaulieu  in  France. 

The  Chairman.  Did  I  understand  you  to  say  that  this  system  was 
in  full  force  in  the  Philippine  Islands  ? 

Prof.  Selioman.  The  system,  Senator,  is  not  in  full  force  in  the 
Philippine  Islands,  but  it  is  in  partial  force,  for  all  agricultural  prod- 
ucts are  exempted  as  well  as  other  things.  But,  mrthermore,  the 
population  of  the  Philippine  Islands  have  been  groaning  for  so  many 
years  under  the  Latin-American-Spanish  method  of  taxes  on  con- 
sumption that  the  turnover  tax  is  an  improvement  on  the  old  sales 
taxes  which  they  had,  but  which  were  still  worse. 

Senator  Curtis.  They  also  had  a  head  tax  ? 

Prof.  Selioman.  Yes.  If  we  desire  to  go  to  the  Philippines  as  a 
model  system  to  follow,  I  think  that  we  shall  find  many  things  to 
surprise  us. 

The  Chairman.  Well,  there  are  head  hunters  there,  are  they  not  ? 

Prof.  Selioman.  Some  of  them  are.  Perhaps  they  follow  the  plan 
of  the  Irishman  at  Donnybrook  Fair.  Mr.  David  A.  Wells  said  that 
the  creators  of  our  tax  system  during  the  war  reminded  him  of  the 
ahillalahfi  at  Donnybrook  Fair;  whenever  the  Irishman  saw  a  head 
he  hit  it.  So  it  was  with  our  Civil  War  legislator — wherever  he  saw 
a  head  he  hit  it.  I  might  add,  by  the  way,  that  when  the  sales  tax 
was  suggested  at  the  end  of  the  Ciivil  War,"  David  A.  Wells  came  out 
in  strong  opposition,  being  influenced  by  Gladstone's  experience  with 
concentratea  taxes. 

Senator  Watson.  If  the  excess-profits  tax  and  the  surtax  and  the 
higher  brackets  of  the  income  tax  are  to  be  repealed,  and  if  we  are 
not  to  have  a  sales  tax,  what  method  do  you  propose  for  raising  the 
adequate  amount  of  revenue  ? 

Prof.  Selioman.  I  shall  be  glad  to  come  to  that  in  a  moment, 
Senator,  if  you  will  first  permit  me  to  finish  the  point  which  I  was 
making  about  the  sales  tax. 

I  said  that  the  objections  to  the  sales  tax,  in  my  opinion,  were  in 
part  administrative  and  in  part  fiscal.  I  now  want  to  add  that  the 
tax  also  sins  against  the  cardinal  principle  of  equality  of  taxation. 

I  do  not  object  to  all  taxes  on  consumption,  for  J  believe  that 
every  well-balanced  system  of  taxation  should  include  indirect  as 
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well  as  direct  taxes.  But  there  is  consumption  and  consumption. 
There  are  articles  of  luxurious  consumption;  there  are  articles  of 
convenient  consimiption;  there  are  articles  of  necessary  consumption. 
Most  of  the  sales  tax,  with  a  few  exceptions,  that  we  hare  in  this 
country  to-day  and  which  are  found  in  other  Anglo-Saxon  countries 
as  well,  are  taxes  on  the  sale  (and  sometimes  the  production)  of 
articles  of  luxurious  consumption  or  of  the  widespread  consumption 
of  what  can  not  be  called  really  necessaries.  Take,  as  examples, 
tobacco  and  whisky  before  the  present  dispensation,  because  they 
partake  partly  of  wide  use,  and  yet  partly  of  a  system  of  consumption 
which  perhaps  it  is  desirable  to  diminish.  But  when  you  come  to  a 
general  sales  tax  you  are  dealing  with  a  tax  on  necessaries,  inas- 
much as  the  great  mass  of  sales  are  sales  of  necessaries.  Naturally 
so,  since  the  great  majority  of  the  people  are  in  modest  circumstances; 
the  ffreat  mass  of  commodities  sold  consists  of  articles  used  by  the 
people  in  modest  circumstances.  Therefore,  as  the  French  writers 
m  the  Middle  Ages  pointed  out,  general  sales  tax  is  a  sort  of  upside-" 
down  income  tax.  Instead  of  taxing  the  man  with  a  higher  income 
a  little  more,  or  much  more,  as  we  do,  you  tax  the  man  with  the 
smaller  income  not  only  relatively  as  much,  but  relatively  more.  It 
is  this  instinctive  reaction  of  the  common  man  to  the  proposal  of  a 
sales  tax  which  is  responsible  for  the  opposition  to  it  manifested  from 
the  time  of  the  Romans  under  Tiberms  all  the  way  through  the 
Middle  Ages,  when  the  riots  took  place,  down  to  modem  times,  as 
in  this  very  country,  where  the  laboring  classes  are  now  up  in  arms 
against  it. 

No  civilized  country  before  the  Great  War  has  ever  succeeded  in 
maintaining  a  general  sales  tax.  Therefore,  it  seeins  to  me,  that 
whereas  our  present  revenue  system  does  indeed  err  on  the  side  of 
taxing  wealth  unduly  and  consumption  not  enough,  if  we  were  to 
aboUsn  the  excess-profits  tax  and  reduce  the  surtax  on  income  and 
then  substitute  a  general  sales  tax,  the  shoe  would  pinch  on  the 
other  foot,  and  we  Siould  have  more  than  50  per  cent  oi  the  revenue 
coming  not  only  from  consumption,  but  from  taxes  on  the  necessaries 
of  life. 

Senator  Simmons.  Prof.  Seligman,  nearly  all  the  witnesses  in  ad- 
vocacy of  the  repeal  of  the  excess-profits  tax  who  have  been  examined 
here  have  declared  that  that  part  of  the  income  which  would  have  to 
be  paid  as, taxes  was  carried  to  overhead  and  passed  on  to  the  con- 
sumer, and  in  that  wav  became  indirect  and  a  consmnption  tax. 

Prof.  Seligman.  I  d.o  not  agree  with  that,  Senator. 

Senator  Simmons.  You  have  not  classified  it  as  a  consumption  tax  ? 

Prof.  Seligman.  No,  sir. 

Senator  Simmons.  I  would  like  very  much  to  hear  you  upon  that 
point. 

Prof.  Seligman.  I  shall  be  very  glad  to  attempt  to  cover  that 
point.  I  think  that  most  people  comuse  what  is  technically  known 
as  the  incidence  of  a  tax — tnat  is,  the  question  of  who  bears  it — with 
the  final  effect  of  a  tax.  When  we  speak  of  the  ultimate  effects  of  a 
tax  we  deal  with  considerations  that  are  often  subtle  and  difficult 
to  figure  in  advance.  For  instance,  if  you  have  an  excess-profits  tax 
on  business  it  is  perfectly  possible — and  I  think  it  is  probably  true 
that  it  so  happened  in  our  case — that  it  may  act  as  a  deterrent  to  in- 
centive and  a  check  to  progress,  so  that  it  may  prevent  further  pro- 


SALES  TAX — OPPOBTENTS.  465 

■ 

duction  and  thus  really  dimiiush  the  social  dividend,  and  entail  con- 
sequences which^  among  others,  might  mean  lower  wages  and  a  gen- 
eral lack  of  prosperity.  When  you  speak  of  the  final  effects  of  a  tax, 
that  calls  for  a  tnorough  and  comprehensive  study  of  the  distribution 
of  the  national  dividend. 

A  great  deal  mi^ht  be  said  about  the  effects  of  almost  any  tax. 
Even  a  tax  on  lana,  .if  it  is  excessive,  might  result  in  preventing  the 
proper  growth  of  cities.  But  I  do  not  wish  to  go  into  that,  because 
that  is  not  the  problem  before  us.  The  problem  that  you  eentlemen 
are  considering,  and  the  question  that  was  put  to  me,  is  whether  the 
tax  on  excess  profits  can  be  shifted  to  the  consumer  in  the  same 
sense  that  a  tax  on  sales  can  be.  My  answer  is  clearly  no,  as  the 
foUowing  simple  considerations  will  show:  If  the  tax  on  profits  is  a 
tax  on  a  monopolist  there  is  no  possibihty  of  his  raiaine  the  price 
because  of  the  tax.  For  every  monopolist^  m  considering  nis  possible 
profits,  always  has  to  figure  how  many  tuuts  he  can  sell  at  the  great- 
est possible  price. 

If  he  raises  the  price  he  wiU  seU  less  units.  He  has  to  find  the 
point  where  he  can  sell  the  greatest  number  of  units  at  the  highest 
possible  price.  If  a  tax  is  imposed,  that  will  not  lead  him  to  increase 
the  price^  because  if  he  coiild  have  done  that  advantageously  he 
woukl  have  done  it  before  the  tax  was  imposed.  Therefore  a  tax  on 
monopoly  profits  can  never  be  shifted  to  the  consumer,  because  the 
monopohst  wiU  always  change  the  highest  price  consbtent  with  the 
greatest  profits. 

In  the  second  place,  when  you  deal  with  enterprises  like  our  public 
utilities,  where  prices  are  fixed  by  statute  or  public  commissions,  there 
is  again  no  possibility  of  shifting  the  tax  to  the  consimier.  The  mere 
fact  that  a  street  car  company  has  to  pay  excessrprofits  tax  would  not 
enable  it  to  raise  the  price  above  that  Med  by  tne  commission. 

Senator  Simmons.  But  you  will  recall  that  all  those  public  utilities, 
such  as  street  car  compames,  have  asked  the  commissions  controlling 
them  to  permit  them  to  increase  the  price  in  order  to  enable  them  to 
pay  the  tax. 

Prof.  Sblioman.  But  they  have  not  always  succeeded.  In  New 
York  Citv  we  have  been  wrestling  with  tlui,t  problem  for  several 
years  anci  have  not  bv  any  means  solved  it.  Finally,  when  it  comes 
to  business  in  general,  we  have  to  distinguish  between  ordinary  nor- 
mal conditions  and  exceptional  conditions,  such  as  existed  at  the 
outbreak  of  the  war,  with  the  sudden  rise  of  prices.  Under  iK^inal 
conditions  a  tax  on  profits,  if  it  is  a  general  tax  on  all  profits  and  not 
simply  a  tax  on  some  one  particular  occu{>ation,  can  not  be  shifted. 
A  tax  on  a  particular  occupation  can  be  shifted,  because  no  man  will 
be  rash  enough  to  put  his  money  into  a  business  and  ^et  less  profits 
than  he  could  if  he  were  to  invest  it  in  some  nontaxable  occupation. 
The  consequent  failure  of  the  output  to  keep  pace  with  the  normally 
increasine.demand  will  engender  a  rise  of  price. 

But  while  a  tax  on  particular  profits  can  be  shifted  to  the  con- 
sumer, a  general  tax  on  all  profits  can  not  be  shifted  under  normal 
conditions.  Profits  are  a  result  of  price  and  not  a  condition  of  price. 
What  I  mean  is  that  at  any  given  time  in  an  ordinary  industry  there 
are  all  sorts  of  costs.  Some  producers  make  immense  profits;  some 
less  fortunate  individuals  make  less  profits,  and  some  do  not  make 
any  at  all.     The  price  of  a  commodity  in  a  competitive  market  is 
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always  at  the  point  of  the  highest  marginal  cost.  That  is  to  say,  if 
there  is  enougn  demand  to  take  off  the  entire  supply,  the  price  is 
always  fixed  at  the  point  where  the  man  on  the  margm  of  production 
makes  no  profit.  We  know,  of  course,  that  in  every  busmess  there 
are  many  mdividuals  every  year  who  make  no  profits  and  many  who 
accordingly  leave  the  business  to  go  into  another.  Since,  then,  a  tax 
on  net  profits  is  a  tax  on  surplus  and  not  on  price  (which  is  normally 
equal  to  the  marginal  cost  or  the  cost  of  the  producer  who  makes  no 
profits),  it  can  not  be  shifted  under  ordinary  circumstances. 

The  conditions  at  the  beginning  of  the  war,  however,  were  extraor- 
dinary circumstances.  There  the  demand  was  such  and  the  pos- 
sibilities of  output  so  restricted  that  prices  went  soaring  and  even  the 
man  on  the  margin,  who  had  previously  just  been  able  to  make  both 
ends  meet,  now  became  somewhat  of  a  profiteer.  That  is  to  say,  he 
was  now  able  to  make  profits.  Under  such  conditions  where  you 
have  prices  rising  violently,  where  there  is  no  equiUbrium  in  the 
market,  and  where  normal  conditions  do  not  apply,  it  is  possible  for 
a  tax  on  profits  to  be  shifted.  Even  here,  however,  investigations 
that  have  been  made  in  England,  as  well  as  in  this  country,  predis- 
pose us  to  the  opinion  that  in  most  cases  the  increased  tax  was  the 
excuse  for,  rather  than  the  causes  of,  the  high  prices,  and  that  the 
prices  would  have  gone  up  anyway.  But  when  we  come  to  the 
present  situation  where,  instead  of  a  seller's  market  we  have  a  buyer's 
market,  there  is  no  possibiUty  of  a  general  tax  on  profits  being  shifted. 
People  with  stocks  are  now,  and  have  been  for  the  last  six  months, 
so  anxious  to  get  rid  of  thair  stocks  that  the  mere  existence  of  the 
tax  is  not  going  to  make  them  increase  their  price.  Under  such  con- 
ditions they  have  to  bear  the  entire  tax.  When  business  picks  up 
a^ain,  as  we  hope  it  will  in  a  few  months,  we  shall  have  normal  con- 
ditions. 

Then  we  shall  have  neither  a  buyer's  market  nor  a  seller's  market, 
but  a  normal  market  where,  although  an  individual  may  think  that 
he  can  add  the  tax  to  his  price,  he  will  find  that  when  he  strikes  his 
balance  sheet  at  the  end  oi  the  year  it  has  by  no  means  always  been 
possible  and  that  the  attempt  to  increase  his  price  has  landed  him 
m  a  loss.  In  other  words,  a  tax  on  profits  under  normal  conditions 
can  not  be  shifted.  If  it  could,  the  producer  would  not  object  to  it, 
as  he  does. 

A  tax  on  sales,  on  the  other  hand,  is  inevitably  shifted,  because  a 
tax  on  sales  affects  the  sales  of  the  marginal  man  as  well  as  of  the 
intramargmal  man;  whereas  a  tax  on  profits  affects  only  the  intra- 
mai^inal  producer  and  not  the  marginal  producer,  who  makes  no 
profits. 

What  I  have  been  saying  is  a  platitude  of  economic  and  fiscal 
science,  which  you  will  find  explained  in  all  books  on  economics  and 
pubUc  finance  ever  since  the  time  of  Adam  Smith.  There  is  no  doubt 
about  it,  either  from  the  point  of  view  of  theory  or  from  the  point  of 
view  of  actual  practice.  The  average  man  in  this  country  is  not  an 
educated  man;  he  is  not  an  expert;  he  does  not  know  much  about 
subtle  economic  problems.  But  every  time  that  he  has  been  asked 
to  register  his  convictions  on  a  great  moral  problem  he  has  answered 
it  rignt,  from  the  time  of  the  Revolution  down  through  the  Civil  War 
to  the  present  (;ime.  Therefore  the  natural  instinct  of  the  average 
man  is  to  the  effect  that  whereas  the  tax  on  profits  is  borne  by  the 
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man  who  makes  the  profits,  the  tax  on  sales  is  borne  by  the  con- 
sumer of  the  necessaries  of  life.  This  instinctiye  conclusion  is,  in  my 
opinion,  in  accord  with  the  general  teachings  of  economics.  A  gen- 
eral tax  on  sales  is  primarily  a  tax  on  the  small  man;  a  general  tax 
on  profits  is  a  tax  on  the  man,  lai^e  or  small,  who  makes  the  profits. 
I  do  not  know,  Senator,  whether  I  have  answered  your  question. 

Senator  Simmons.  Very  fully,  sir;  and  very  satisfactorily. 

Prof.  Seugman.  Then,  I  will  come  to  your  question.  Senator 
Watson.  You  ask  what  would  I  do  if  I  had  to  draw  a  bill  to  raise 
the  n^oney  that  is  needed?  I  may  say,  sir,  that  that  question  is 
answered  more  fully  in  an  article  which  has  just  appeared  by  me  in 
the  Bankers'  Economic  Service,  on  ''The  fiscal  outlook  and   the 

J  urogram  of  tax  revision.''  I  will  leave  a  copy  of  that  with  you. 
n  tnat  article  I  have  gone  more  fully  into  that  question. 

Senator  Watson.  Let  it  go  in  the  record. 

Senator  La  Follbttb.  We  would  Uke  very  much  to  have  you 
submit  a  copy  of  that  for  the  record. 

(See  Appendix  II  to  this  statement.) 

Prof.  Seligman.  Taking  the  estimates  of  the  Secretary  of  the 
Treasury,  and  without  going  into  the  details,  you  will  have  to  raise 
about  $4,000,000,000  at  the  least.  My  impression  is  that  these 
estimates  are  conservative. 

Senator  Watson.  That  is  exclusive  of  any  bonus  ? 

Prof.  Seugman.  Surely.  I  am  speaking  of  the  ordinary  expendi- 
tures. I  say  that  is  very  moderate,  because  it  presupposes  a  great 
slashing  of  the  military  and  naval  expenditures. 

You  will  find  that  in  one  part  of  my  paper  I  have  reduced  these 
figures,  in  order  to  make  it  very  simple,  to  bmions.  We  have  become 
accustomed  to  talk  in  billions  nowadays.  The  total  expenditures 
for  this  year,  including  the  Post  (3ffice  expenditures,  are  estimated 
at  about  six  bilUons,  and  the  total  expenditures  next  year  are  expected 
to  be  five  biUions.  Of  this  the  military  and  naval  expenaitures 
account  for  about  one  billion;  interest  and  amortization  of  debt, 
one  and  a  quarter  billions;  insurance  and  pensions,  half  a  billion; 
railroad  and  shipping,  three  quarters  of  a  biUion;  retirement  of  the 
debt  under  the  smkme-fund  law,  a  quarter  of  a  billion;  Post  Office, 
half  a  billion;  leaving  for  the  general  Government  expenditures  three 
quarters  of  a  billion. 

Now,  putting  the  figures  in  that  way,  we  see  that  virtually  the  only 
chance  of  reducing  taxes  is  to  cut  down  the  military  and  naval 
expenditures,  with  a  possible  retardation  in  the  tempo  of  payment  of 
the  debt. 

As  to  the  lastpoint,  first,  I  believe  we  might  do  now  what  we  did 
after  the  Civil  War.  We  had  during  the  Civil  War  a  sinking  fund 
provision,  and  everybody  thought  it  was  compulsory  just  as  the  pres- 
ent one  is.  But  tne  Secretaries  of  the  Treasury  at  that  time  said. 
''If  we  have  not  enough  money  to  make  both  ends  meet,  we  shall 
not  put  the  sinking  fund  into  operation,  but  when  we  have  more  than 
enough  w^e  will  retire  more  than  is  called  for  by  the  sinking  fund 
law.'  And  under  that  system  the  sinking-funa  requirement  was 
regarded  as  an  optional  method,  and  yet  we  finally  paid  off  more  of 
the  debt  than  we  should  have  done  in  any  other  way. 

At  the  present  time  we  have  a  sinking-fund  requirement  which 
will  call  next  year  for  $287,000,000.     It  seems  to  me  that  when  wo 
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are  wrestling  with  this  problem  of  tax  reform  and  straining  every 
nerve,  because  we  have  to  strain  every  nerve  to  make  both  ends 
meet,  we  ought  to  do  just  as  they  did  after  the  Civil  War  and  let  the 
Secretary  follow  the  law  in  spint  and  not  in  letter.  In  a  very  few- 
years  we  shall  be  on  ^^easy  street/'  and  shall  then  be  able  to  secure 
a  much  larger  revenue  with  less  of  a  strain. 

But,  however  that  may  be,  outside  of  this  quarter  of  a  billion  the 
only  serious  chance  of  retrenchment  is  in  the  military  and  naval 
expense,  which  this  year  wiU  be  one  and  three-quarters  billions. 

The  Secretary  of  the  Treasury  thinks  it  can  be  cut  down,  to  a 
billion.  It  does  not  look  that  way  now  from  what  is  going  on  in 
Congress. 

Therefore,  I  say  that,  compared  to  the  military  expenditures,  all 
this  talk  about  possible  retrenchment  in  general  is  of  little  conse- 
quence, because  the  total  ordinary  Government  expenditures  are 
only  three-quarters  of  a  billion  dollars.  Even  with  the  most  cheese- 
paring economy  we  might  save  a  few  tens  of  millions,  possibly  even 
a  himdred  millions,  if  we  indulge  in  wild  or  extravagant  nopes. 
But  what  is  that  compared  with  tour  or  four  and  a  half  oiUions  i 

I  do  not  think  that  the  Secretary  has  quite  adequately  estimated 
the  probabilities  of  increased  needs  for  tne  other  items.  I  should 
not  DC  at  all  surprised  if  om*  expenditures  that  would  have  to  be 
raised  from  taxes  next  year  would  be  not  four  billion,  but  four  and  a 
quarter,  and  possibly  even  four  and  a  half  billions. 

The  question  is,  What  are  you  going  to  do  to  raise  this  sum  ?  The 
Secretary  estimates  that  customs  duties  imder  the  present  tariff  will 
yield  three  himdred  millions;  that  the  income  tax  will  yield  a  little 
under  two  billions;  that  the  profits  tax,  if  not  repealed,  will  yield 
four  hundred  and  fifty  millions;  while  the  miscellaneous  taxes, 
meaning  by  that  all  the  other  taxes  outside  of  the  income  and  profits 
taxes,  wiU  yield  about  the  same  as  they  do  this  year,  which  is  one 
billion  four  himdred  millions,  and  next  year  one  billion  three  hundred 
and  fifty  millions. 

Senator  Walsh.  What  is  that  total  ? 

Prof.  Seligman.  Four  billions  required  to  be  raised  by  taxes. 

Senator  Walsh.  How  much  does  the  Treasury  Department  esti- 
mate will  be  received  from  these  various  taxes  ? 

Prof.  Seligman.  $1,350,000,000  from  the  so-called  miscellaneous 
taxes. 

Senator  Walsh.  What  is  the  total  ? 

Prof.  Seligman.  The  total  of  the  miscellaneous  taxes,  outside  of 
income  and  profits  taxes  for  1922  will  be  $1,350,000,000. 

Now,  suppose  we  reduce  the  surtaxes  on  the  higher  rates  of  income  ? 
Even  there,  however,  as  I  shall  be  glad  to  explain  later,  the  real  diflB- 
culty  with  the  falling  off  in  the  revenue  is  not  so  much  the  high  sur- 
taxes as  it  is  the  iniquitous  system  of  tax  exemption.  But  let  us 
grant  that  the  surtaxes  are  too  high,  because  on  administrative 
grounds  they  are  beyond  the  point  of  maximum  possible  revenue. 
Dean  Swift  said  long  ago,  ^'  In  tne  arithmetic  of  the  customs,  two  and 
two  do  not  always  make  four.''  So  in  the  same  way,  by  raising  the 
rate  of  income  tax  it  does  not  mean  you  will  secure  greater  revenue. 
After  the  maximum  revenue  point  has  been  passea  the  higher  the 
rate  the  less  the  yield.  Grantmg,  then,  that  in  the  long  run  you  are 
not  going  to  lose  any  money,  I  think  it  entirely  probable  that  next 
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year  yau  will  lose  money  if  you  reduce  the  surtax  to  40  per  cent.  My 
guess  is  that  you  will  lose  over  $50^000^000  this  coming  year.  Then 
you  are  going  to  Iosq  your  excess  profits,  and  that  means  another 
$450,000,000.  You  have,  therefore,  to  raise  $500,000,000.  Now, 
how  are  vou  going  to  do  it  ? 

My  idea  is  that  you  have  to  consider  three  points  here.  The  first 
point  is  that  you  may  be  able  to  raise  somewhat  more  from  the  tariff. 
Not  very  much  more,  indeed,  if  we  continue,  as  no  doubt  we  shall,  the 
principle  of  a  modified  protective  tariff.  We  cotdd  raise  a  great  deal 
more  if  we  were  to  go  frankly  over  to  a  revenue  tariff.  England 
raises  far  more  than  we  do  from  a  revenue  tariff  on  a  very  few  articles. 
If  we  could  look  upon  a  tariff  simply  as  a  fiscal  tariff 

Senator  Watson.  We  can  not  ao  that. 

Prof.  Seugman.  I  do  not  consider  that.  I  simply  allow  another 
hundred  millions  which  I  think  we  can  raise  from  a  modifi>ed  protective 
tariff. 

Senator  Gerry.  If  we  looked  at  the  tariff  as  a  revenue  problem, 
how  much  could  we  raise  ? 

Prof.  Seligman,  At  least  double.  I  think  we  could  solve  a  good 
part  of  our  fiscal  problem  in  that  way. 

I  do  not  wish  to  be  understood,  however,  as  being  in  favor  of  that, 
because  I  do  not  think  we  have  gotten  to  the  pomt  where  we  can 
frankly  go  over  to  a  nonprotective  basis.  The  time,  however,  is 
coming  fast  in  certain  industries  which  are  no  longer  infant  industries. 
We  shall  doubtless  some  day  reach  the  point  which  England  reached 
in  the  forties.  The  English  free-trade  movement  was  not  so  much  a 
reaction  of  the  consumer  against  the  producer,  as  most  people  thinks 
as  that  of  certain  producers  against  other  producers. 

Senator  Watson.  If  you  will  pardon  me,  let  us  not  get  into  an 
ars^ument  about  the  tariff. 

rrof .  Seugman.  Well,  let  us  pass  that  by.  From  the  tariff,  at  all 
events,  we  can  get  another  hundred  millions. 

Senator  Simmons.  Professor,  would  that  depend  upon  how  high 
they  fixed  the  rates?  They  might  fix  the  rates  so  high  that  they 
would  reduce  the  revenue  instead  of  increasing  it. 

Prof.  Seugman.  Of  course.  Senator,  the  same  thing  applies  to  the 
tariff'  as  to  anything  else.  There  is  always  a  point  of  maximum  reve- 
nue.  If  you  fix  the  rates  too  high  you  may  diminish  the  revenue.  If, 
then,  you  do  not  try  to  secure  anything  more  from  the  tariff  you  will 
then  have  to  choose  between  raising  your  revenue  from  wealth  or 
from  consumption.  I  think  you  ou^t  to  do  it  from  both.  At  pres- 
ent we  kre  securing  over  three-quarters  of  our  revenue  from  wealth, 
and  most  of  that  from  incomes  and  profits  and  inheritances  and  only 
about  one-quarter  from  consumption.  I  think  that  we  are  trying  to 
raise  too  much  from  wealth,  and  that  we  are  in  some  danger  of  re- 
stricting the  accumulation  and  investment  of  wealth  which  is  neces- 
sary for  the  development  of  our  industry  and  the  employment  of  our 
people.  I  believe  that  we  could  and  should  raise  more  from  articles 
of  consumption,  but  in  the  Gladstonian  sense,  not  by  a  general  sales 
tax,  but  by  an  increase  of  some  of  our  existing  taxes  and  an  addition 
to  the  category  of  the  concentrated  kind.  Our  tax  on  tobacco,  for 
instance,  is  not  as  high  as  that  in  England  or  France  or  Italy. 

Senator  Simmons.  Have  you  overlooked  the  contention  of  a  great 
many  gentlemen  who  have  appeared  before  the  committee,  and  I 
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think  it  has  appeared  also  in  the  press  of  the  country,  that  a  consider- 
able proportion  of  these  so-called  miscellaneous  taxes  ou^ht  also  to  be 
repefided ?  Two  witnesses  who  seem  to  have  given  considerable  con- 
sideration to  that  matter  stated  that  the  miscellaneous  taxes,  thev 
thought,  ought  to  be  eliminated  altogether,  and  they  were  not  yield- 
ing us,  as  I  remember  it,  $900,000,000. 

rrof.  Seugman.  These  miscellaneous  taxes  this  year  will  yield 
$1,400,000,000,  or  if  we  deduct  the  estate  tax  and  the  capital  stock 
tax  as  taxes  on  wealth  the  miscellaneous  taxes  on  consumption  will 
yield  a  little  under  one  billion  two  hundred  millions.  But  some  of 
these  taxes  are  exceptionally  lucrative  and  not  unsatisfactory  from  the 
administrative  point  of  view.  Those  which  are  most  to  be  deprecated 
are  the  taxes  wnich  also  bring  in  the  least  revenue.  It  may  oe  inter- 
esting to  see  where  our  money  comes  from.  The  estimated  revenue 
in  millions  of  dollars  for  the  present  year,  1921,  classified  by  sources, 
is  as  follows : 


Transportation 331 

Tobacco 247 

Automobiles 145 

Estates 130 

Capital  stock 100 

Admissions  and  dues 96 

Stamps 83 

Nonbeverage  alcohol 90 

Mineral  waters,  etc ^ 45 


Fountain  drinks 30 

Jewelry 35 

Carpets,  etc 31 

Candy 20 

Pianos,  etc 12 

Articles  of  fur 10 

Perfumes,  etc 6 

Motion-picture  films 6 

Afiscellaneous , .  .*  10 


In  other  words,  most  of  the  so-called  '^  nuisance  *'  taxes,  as  the 
Secretary  of  the  Treasury  called  them,  are  included  in  the  last  mis- 
cellaneous item  of  ten  millions.  With  the  possible  exception  of  the 
tax  on  fountain  drinks,  which  yields  $30,000,000,  none  of  the  other 
taxes  ought  really,  in  my  opinion,  to  be  eliminated,  as  long  as  we 
need  the  revenue,  for  they  are  not  only  lucrative  but  are  imposed 
on  articles  either  of  luxury  like  carpets  or  fur  or  jewelry  or  on  con- 
veniences. Certainly,  you  can  not  call  candy  or  perfumes  or  auto- 
mobiles or  jewelry  necessities. 

So  that  I  would  answer  your  question.  Senator,  by  sayingthat  I 
do  tliink  that  certain  changes  could  be  made  in  these  taxes.  But  the 
elimination  of  these  '^nuisance''  taxes  would  make  practically  very 
little  difference  in  the  revenue  when  you  are  dealing  with  hundreds  of 
millions.  My  contention  is  that  you  can  get  another  hundred  millions 
from  tobacco,  and  another  hundred  millions  from  stamp  taxes. 
Foreign  coimtries  get  more  than  we  do  from  stamp  taxes. 

Senator  Watson.  Bank  checks,  and  things  of  that  kind  ?  . 

Prof.  Seligman.  You  might  have  that.  England  has  the  penny 
receipt,  which  brings  in  an  immense  amount. 

Senator  Watson.  Do  you  calculate  on  increasing  the  postage  ? 

Prof.  Seligman.  No,  sir;  I  should  class  that  among  the  nonde- 
sirable  things,  because  it  affects  the  small  man  also,  whereas  stamped 

Eaper  affects  primarily  the  man  in  moderate  circumstances  and  the 
etter  situated  business  man. 

We  must  remember  that  had  we  not  adopted  prohibition  we 
should  not  be  in  this  position  at  all,  because  we  should  be  getting  at 
least  $1,000,000,000  tnat  we  will  not  get  under  the  existing  law.^ 

Senator  Watson.  Do  you  advocate  the  repeal  of  the  prohibition 
law? 


SALES  TAX — OPyOBTBNTS.  471 

Prof.  Seuqmax.  No,  sir;  although  I  should  be  glad  to  see  it  so 
interpreted  as  to  permit  of  the  sale  and  the  heavy  taxation  of  beer 
and  light  wines.  Even  that  would  help  us  out  immensely.  But 
since  that  revenue  is  no  longer  possible  we  must  search  for  something 
to  take  its  place.  Unfortunately  there  is  nothing  which  would 
exactly  take  its  place.  The  nearest  thing  we  have,  which  is  an 
article  not  of  prime  necessity  but  of  wide  use  and  yet  of  partly  luxuri- 
ous consumption^  and  the  taxation  of  which  at  tne  same  time  is  not 
attended  with  serious  administrative  difficulties,  is  gasoline.  A  small 
tax  on  gasoline  would  bring  in  from  one  hundred  to  two  hundred 
millions. 

I  should  say  that  I  do  not  think  we  ought  to  go  any  further  than 
stamps,  tobacco,  and  gasoline,  because  as  soon  as  you  do  go  further 
ypu  are  in  danger  of  trenching  upon  necessities.   . 

There  is  a  question  in  my  mind,  sir,  as  to  sugar.  In  England 
they  tax  sugar,  even  with  their  desire  not  to  biuxlen  the  poor  man. 
So  far  as  sugar  may  be  considered  a  convenience  rather  than  a 
necessity,  it  partakes  of  the  characteristics  of  these  concentrated 
commodities;  a  very  small  tax  on  sugar  would  bring  in  a  revenue  of  a 
htmdred  and  fifty  or  two  hundred  millions.  I  am  a  little  doubtful 
about  it,  however,  because  in  this  country  the  average  man  has 
become  so  accustomed  to  use  sugar  that  it  may  almost  be  considered 
a  necessary. 

Senator  Watson.  Is  there  any  more  reason  for  taxing  sugar  than 
there  is  for  taxing  coffee  ? 

Prof.  Selioman.  The  trouble  there  is  that  the  revenue  from  coflFee 
would  be  insignificant  as  compared  with  that  from  sugar. 

Senator  Watson.  That  is  true;  but  we  are  talking  about  principles. 

Prof.  Sbuoman.  Under  some  of  the  protective  tariflfs,  for  instance, 
in  the  earlv  seventies,  we  taxed  coflFee,  tea,  and  sugar;  and  if  we  get 
into  a  parlous  situation  there  are  many  worse  taxes  we  might  have 
than  a  small  tax  on  coffee,  tea,  and  su^ar.  But  I  do  not  recommend 
these.  Senator,  because  there  is  an  easier  way.  The  easier  way  is,  as 
I  see  it,  after  raising  a  few  hundred  additional  millions  froin  relatively 
unobjectionable  taxes  on  consumption,  to  secure  the  comparatively 
small  remainder  from  a  tax  upon  wealth  in  the  form  of  business.  If 
you  do  away  with  the  excess-profits  tax  we  should  replace  it  in  part, 
at  least,  witn  another  tax  on  business.  The  Secretary  of  the  Treasury 
recommends  a  flat  tax  of  5  or  6  per  cent  on  corporations,  which  is 
calculated  to  bring  in  four  or  five  hundred  millions. 

On  this  point  I  can,  however,  not  subscribe  to  some  of  the  sugges- 
tions of  the  Secretary  of  the  Treasury.  They  are  opinions  that  are 
shared  by  my  valued  friend,  Prof.  Thomas  S.  Adams.  But  I  do  not 
think  that  tney  are  altogether  wise. 

What  are  these  suggestions?  The  suggestion  is,  first,  that  we 
should  have  a  tax  on  the  undistributed  profits  of  corporations,  for 
the  reason  that  if  a  corporation  distributes  only  60  per  cent  of  its 
profits  in  dividends,  only  that  50  per  cent  will  be  taxable  to  the 
mdividual  recipient,  and  the  undistributed  profits  will  not  be  taxed; 
whereas,  in  the  case  of  a  partnership,  the  partner  has  to  pay  both  his 
normal  tax  and  surtax  upon  the  wnole  of  the  profits,  distributed  or 
not.  Therefore,  the  suggestion  is  that  we  should  have  a  special  tax 
on  undistributed  profits  of  corporations. 
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I  think  that  is  both  unwise  and  unnecessary.  It  is  unwise  because 
it  will  interfere  with  business.  It  will  tend  to  bring  about  an  artificial 
distortion  of  business  practice.     It  will  lead  businesses  that  ought  to 

Sut  20  or  30  or  40  per  cent  of  their  profits  back  into  the  business  into 
oin^  things  they  ought  not  to  do.  It  is  one  of  those  taxes  the  effects 
of  \)mich,  subtle  and  far-reaching  and  unlocked  for,  may  often  be 
very  pronounced  and  very  unfortunate. 

Another  su^estion  made  by  the  Secretary  of  the  Treasury  sub- 
scribed to  bv  Jrrof.  Adams  is  that  we  ought  to  have  a  lower  tax  on 
the  income  tnat  is  saved,  whether  by  the  individual  or  by  the  corpora^ 
tion,  and  reinvested. 

My  objection  to  that  is  that  while  it  may  be  desirable  to  foster 
saving  y^ou  must  not  go  so  far  as  to  restrict  consumption.  In  time 
of  war,  indeed,  everyuiing  depends  upon  the  surplus  of  production 
over  consumption.  No  method  can  be  too  drastic  to  reduce  consump- 
tion and  to  increase  the  savings  which  can  be  put  into  Liberty  bonds. 
But  in  time  of  peace  there  are  two  objections  to  a  lower  tax  on  sav- 
ings. In  the  first  place,  the  higher  you  go  in  the  income  scale  tho 
more  automatic  do  the  savings  become.  H  I  have  an  income  of 
$10,000  I  can  work  hard  and  save  part  of  that;  perhaps,  also,  with 
an  income  of  $30,000,  or  $30,000.  But  when  my  income  is  $100,000 
or  $200,000  or  $500,000  or  $1,000,000,  I  can  not  help  savii^  most  of 
it.  I  may  buy  pearls  or  pictures,  but  I  can  not  help  saving  the  greater 
part  of  my  income;  it  becomes  automatic,  and  it  needs  no  special 
stimulus.  A  lower  tax  on  savings  is  a  lower  tax  on  wealth.  If, 
therefore,  you  tax  savings  at  a  lower  rate  you  are  really  taxing  the 
rich  man  at  a  lower  rate,  instead  of  taxing  nim  at  a  higher  rate  than 
the  poor  man. 

The  other  reason  why  savings  ought  not  to  be  exempted  is  because 
if  you  exempt  wealth  that  is  saved  you  must  tax  wealth  that  is  con- 
sumed or  spent.  Now  all  business  prosperity  depends  upon  demand. 
Supply  is  conditioned  by  demand.  We  are  now  suffering  from  a 
lacK  of  demand  in  this  country.  But  demand  depends  upon  tH>n- 
sumption.  If  you  tax  expenditure  you  restrict  consumption;  but  if 
you  curtail  consumption,  you  cut  down  production.  All  civilization 
rests  upon  the  rise  in  the  standard  of  life  and  the  growth  of  consimip- 
tion.  A  tax,  therefore,  which  will  exempt  savings  and  thus  neoes- 
sarily  bm-den  consumption  runs  counter  to  the  development  of  social 
prosperity. 

But  if  you  do  not  adopt  these  suggestions  of  the  Secretary,  what 
are  you  gW  to  do  ? '  o5e  g«.at  ^coltj  now  is  that  theSi  who 
desires  to  evade  the  high  income  tax  can  incorporate  hmiself  or  his 
family  or  his  partner^p;  and  especially  will  he  do  that  if  you 
abolish  the  excess-profits  tax. 

How  will  you  get  over  that  difficulty  ?  My  idea,  sir,  is  iha.t  it  will 
be  well  worth  while  for  the  committee  to  consider  whether  it  is  not 
administratively  practicable  to  apply  to  obtain  kinds  of  corporations 
the  same  principle  we  now  apply  to  so-called  personal  corporations. 

As  you  all  know,  we  treat  personal  corporations  as  we  do  partner- 
ships, the  profits  of  which  are  conceived  to  be  not  the  profits  of  the 
association  but  the  profits  of  the  partner  or  of  the  stockholder, 
accordingly  they  are  subject  to  both  the  normal  tax  and  the  supertax. 

You  can  not  apply  this  method  to  all  corporations,  of  course^ 
because  you  can  not  ascertain  who  are  the  several  hundred  thousand 
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stockholders  of  the  United  States  Steel  Corporation  or  the  Pennsyl- 
vania Railroad  Co.  But  can  you  not  reduce  evasion  by  a  very  simple 
device  ?  Suppose  we  say  that  all  corporations  which  have  less  than 
a  certain  number  of  stockholders,  say  10  or  20,  or  all  those  corpora- 
tions 75  per  cent  of  whose  profits  go  to  a  very  restricted  number  of 
stockholders,  shall  be  treated  as  personal  corporations.  In  that  way 
the  leak  in  our  system  due  to  the  incorporation  of  individuals  and  of 
partnerships  would  be  stopped,  because  they  would  almost  all  of 
them  be  caught  in  the  mesh.  I  think,  sir,  that  any  other  plan  to 
attempt  to  equalize  the  tax  between  corporations  and  partnerships  is 
illusoiy.  You  can  not  really  equalize  a  tax  between  a  partnership 
and  a  corporation.  It  is  said  that  the  tax  on  excess  profits  is  a 
substitute  lor  the  supertax  on  individuals ;  but  that  is  absurd,  because 
a  corporation  with  $1,000,000  dividends  may  have  1,000  stockholders 
each  of  them  getting  $1,000,  or  it  may  have  10  stockkolders  each  of 
them  getting  $100,000.  The  mere  fact  that  you  are  putting  a  high 
tax  on  a  corporation  does  not  mean  that  you  are  puttmga  high  tax 
upon  the  inaividual  who  is  subject  to  the  supertax.  WhetlSr  the 
burden  is  high  or  low  depends  on  the  number  of  the  stiockholders,  and 
the  relative  proportion  of  the  dividends  to  the  total  income  of  each 
stockholder.  There  can  be  no  equality  in  such  disparate  circiun- 
stances. 

There  is  no  way,  rough  or  otherwise,  of  bringing  about  an  equality 
betwe^i  a  tax  on  partnerships  and  a  tax  on  corporations,  save  the 
way  that  I  have  pomted  out,  which  wiU  make  impossible  all  attempts 
of  partnerships  or  of  individuals  to  evade  the  tax  by  incorporatmg 
themselves. 

SenatcM*  Walsh.  Could  it  not  be  easily  evaded  by  increasing  the 
number  of  stockholders  nominally  t 

Prof.  Seligman.  My  point  is  that  each  stockholder  must  show  that 
he  has  a  certain  proportion  of  the  profits.  For  instance,  you  might 
get  your  office  boy  to  be  a  stockholder;  but  unless  he  had.  a  certain 
substantial  share  of  the  profits  it  would  not  count. 

In  the  next  plaoe,  Mr.  Chairman,  I  should  like  to  call  your  attention 
to  two  points  in  connection  with  which  I  think  you  can  secure  a 
substantial  additional  revenue  by  stopping  leaks  in  your  present 
income  tax. 

One  is  the  taxation  of  gifts,  and  the  other  is  the  exemption  feature. 

It  is  a  notorious  fact  Uiat  our  income  tax  differs  from  the  British 
income  tax  in  that  we  count  as  income  accretions  to  capital,  and  that 
we  deduct  from  income  depletions  of  capital  or  losses.  In  New  York 
the  amount  of  income  tax  that  is  being  paid  by  investors  this  year  i& 
very  smaii,  because  they  leritimately  and  legally  .avail  themselves 
of  uiis  method  of  countin^g  on  the  losses  in  bona  fide  sales  of  invest- 
ments they  have  made.  The  depression  has  been  so  marked  that  the 
falling  off  in  the  tax  will  probaoly  be  very  great.  When  the  time 
conies,  however,  when  stocKs  and  bonds  appreciate  again,  and  when 
these  accretions  of  capital  should  be  normally  counted  as  income,  it 
wUl  be  relatively  ea«y  *to  evade  the  tax  legally  by  simply  turning  over 
one's  securities  to  one's  wife  or  son  gt  a  friend  as  a  gift. 

The  EngHsh  are  not  confronted  by  that  difficulty,  because  they  do 
not  tax  the  one  and  therefore  do  not  deduct  the  other.  But  we,  under 
tfee  recent  ruling  of  the  Supreme  Court,  are  legally  justified,  and  I 
think  economically  justifiea,  in  counting  accretions  as  income  and 
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depletions  as  loss.  Unless  we  stop  that  gap  before  business  becomes 
good  again  we  shall  lose  the  hundreds  of  millions  of  taxes  which  we 
would  otherwise  get. 

Senator  Watson.  You  mean  by  a  tax  on  eif ts  ? 

Prof.  Seltgman.  I  mean  what  has  been  done,  sir,  in  the  State  of 
New  York.  In  New  York,  imder  their  income  tax  law,  when  a  man 
makes  a  gift  of  stock  which  cost  him  $10,000  and  is  worth  $100,000 
when  he  gives  it  away  the  donor  is  liable  to  the  tax  on  the  difference 
in  the  v^ue. 

Senator  Watson.  The  donee  or  the  donor  i 

Prof.  Seugman.  The  donor.  The  principle  of  the  House  bill  was 
that  the  donee  should  be  liable,  which  I  consider  a  very  inequitable 
method.  The  old  sayii^  is  that  you  should  not  look  a  gift  horse  in 
the  mouth;  but  if  that  bm  should  ever  become  a  law  we  should  always 
be  looking  a  ^t  horse  in  the  mouth  because  of  the  risk  of  losing 
pretty  much  sul  of  om*  gift. 

If  you  are  going  to  impose  a  tax  on  ^te,  you  should  tax  the  donor, 
not  tne  donee.    If  you  do  that,  you  vml  stop  the  gap. 

Senator  Simmons.  You  mean  we  ought  to  tax  a  gilt  just  as  we  tax 
a  sale  ? 

Prof.  Seliobian.  Exactly,  sir.  Finally,  we  come  to  what  is  the 
real  center  of  the  revenue  problem  in  this  country  to-day — our 
system  of  tax  exemptions.  1  am  not  opposed  to  the  exemptions  of 
Government  bonds  when  it  is  a  vital  matter  of  maintaining  Govern- 
ment credit.  If  you  must  keep  your  Government  gomg,  then 
everything  else  must  be  subordinated.  But  there  was  no  such 
crying  danger  of  bankruptcy  in  the  war,  and  there  is  no  such  neces- 
sity  to-day.  There  is  no  ^e,  howeve;,  of  crying  over  spUt  milk, 
because  we  can  not  undo  what  has  been  done.  Within  the  next  year 
or  two,  however,  you  are  going  to  have  your  chance. 

The  Chairman.  You  would  not  exempt  anything  at  all  ? 

Prof.  Seliqman.  I  did  not  say  that,  Senator.  I  am  talking  about 
the  exemption  of  Federal  securities. 

The  Chairman.  You  referred  to  exemption  of  gifts,  did  you  not  ? 

Prof.  Seligman.  No,  sir. 

The  Chairman.  I  beg  }^our  pardon.  I  just  entered  the  room,  and 
I  thought  you  were  referring  to  the  exemption  of  gifts. 

Prof.  Seligman.  I  had  gotten  over  from  the  subject  of  gifts  to  the 
subject  of  exemption  of  securities,  and  I  am  now  discussing  the  sub- 
ject of  exemption  of  securities. 

We  see  now,  from  the  program  of  the  Treasury,  that  within  a  very 
short  time  we  shall  be  confronted  by  the  necessity  of  refunding  some 
of  our  bonds,  including  those  issued  for  loans  to  the  Allies  and  others. 

There  is  a  chance  when  we  refund  those  bonds  to  abolish  this  unnec- 
essary and  costly  system.  I  say  ^'costly'*  because  I  have  calculated 
that  the  Government  loses  to-day  through  the  exemption  of  Federal, 
State,  and  local  securities  about  $600,000,000  a  year.  It  not  only 
loses  that  amount  but  it  also  engenders  a  growing  feeling  of  dis- 
satisfaction and  unrest  throughout  the  community,  because  these 
securities  are  owned  mainly  by  our  wealthy  citizens.  NaturaUy 
every  man  will  buy  tax-exempt  securities  if  he  can;  but  the  result  is 
the  division  of  our  population  into  two  classes — the  class  of  taxpayers 
and  the  class  of  nontaxpayers.  The  nontaxpayers  are  those  who 
have  invested  in  some  thirty  and  odd  billions  of  tax-exempt  securities. 
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Senator  Watson.  Do  you  think  it  amounts  to  that  much,  Doctor  ? 

Prof.  Selioman.  The  Federal  debt.  Senator,  amounts  to  24  bil- 
lions. We  have  outstanding  of  State,  county,  and  local  securities 
I>robably  from  6  to  8  billions.  Then  we  have  others,  like  the  f arm- 
oan  bonds,  etc. 

Senator  Watson.  Do  you  think  that  a  Federal  law  could  reach 
those  local  securities  ? 

Prof.  Seuoman.  That  is  another  matter.  I  think  that  it  is  open 
to  reasonable  doubt  whether  under  present-day  conditions  the 
Supreme  Court  might  not  decide  that  a  Federal  law  taxing  those 
local  securities  is  constitutional.  Big  constitutional  lawyers  are 
divided  on  the  point.  I  myself  think  that  the  economic  basis  of 
Marshall's  opinion  has  been  misiuterpreted  and  that  the  Supreme 
Court  might  distinguish.  But  even  if  the  Supreme  Court  holds  that 
it  is  impossible  to  tax  local  securities,  we  coula  secure  a  constitutional 
amendment,  and  the  sooner  we  get  a  movement  started  to  provide 
for  it  the  better.  . 

There  is,  in  my  opinion,  no  doubt  that  with  the  growth  of  national 
loyalty  and  with  the  disappearance  of  the  old-time  extreme  State  rights 
feeling  this  movement  would  succeed.  We  see  it  in  the  railroad  situa- 
tion. Just  as  it  was  possible  to  relinquish  to  the  Federal  Govern- 
ment the  complete  control  of  railway  securities,  so  I  think  that  the 
time  has  come  when  the  majority  or  people  in  this  country  will  be 
willing  in  their  separate  States  to  approve  an  amendment  making 
State  and  local  securities  taxable.  For  not  only  is  it  just  and  right 
but,  if  it  applies  to  all  States  alike,  it  will  not  put  any  one  State  at  a 
disadvantage  as  compared  with  another  in  marketing  its  securities. 
They  will  be  on  the  same  basis  all  the  way  around  and  will  simply 
pay  6  or  5J  per  cent  instead  of  5  or  4^^  per  cent.  That  becomes  of 
especial  importance  in  those  States  where  the  income  tax  is  now 
spreading  so  rapidly,  as  in  New  York,  Massachusetts,  Wisconsin,  and 
other  States  where  they  are  now  getting  ready  to  introduce  an 
income  tax. 

Senator  Simmons.  If  we  make  Federal,  State,  and  municipal  bonds 
subject  to  tax,  have  you  calculated  or  considered  how  much  the  rate 
of  interest,  in  order  to  float  those  bonds,  would  have  to  be  increased  ? 

Prof.  Selioman.  That  would  depend,  sir,  of  course,  entirely  upon 
the  rate  of  tax  that  is  levied;  but  we  find,  for  instance,  that  wnen 
England  issued  simultaneously  a  tax-free  and  a  taxable  bond,  the 
difference  in  the  rate  of  interest  was  only  about  1  per  cent.  You 
remember,  sir,  that  they  issued  alternative  bonds,  taxable  and  non- 
taxable. 

Senator  Simmons.  That  would  nothing  like  equal  the  losses  you 
say  we  are  sustaining  now  by  exemption  f 

rrof.  Selioman.  Oh,  nothing  like  it.  We  now  lose  about 
$600,000,000  a  year. 

Senator  Simmons.  You  mean  the  Government  loses  that,  not  the 
States^ 

Prof.  Selioman.  The  States  also  lose. 

Senator  Simmons.  That  is  what  I  wanted  to  ask.  Do  you  mean 
the  Government  loses  $600,000,000  ? 

Prof.  Selioman.  That  is  the  loss  by  the  Federal  Government  on 
the  assumption  that  the  average  holder  of  the  Federal  securities  pays 
about  20  per  cent.  A  ^eat  many  of  them  would  pay  30,  40,  50,  or 
60  per  cent  surtax,  but  1  have  assumed  a  low  average  of  20  per  cent. 


476  IKTIBKAL  KBYXKXTE. 

Senator  Simmons.  I  have  never  considered  that  the  holder  of  a 
Federal  bond  with  a.  tax-exempt  provision  escaped  all  taxation. 
He  has  to  take  the  bond  at  a  very  much  less  rate  of  interest  be- 
cause of  that,  and  every  year  he  loses  the  difference  between  the  higher 
rate  and  the  lower  rate.    That  is  tantamount  to  a  tax. 

Prof.  Sbligman.  That  is  no  doubt  true,  sir,  and  that  partly  com- 
pensates for  the  inequality  which  is  generally  forgotten  by  those  who 
say  it  is  an  absolute  diff^ence.  I  think  that  is  p^ectly  true^ 
Senator.  S^ 

Senator  Simmons.  What  I  was  trying  to  elicit  from  you  was  the 
d]£ference  between  that  kind  of  a  tax  Ainiich  now  has  to  be  paid  by 
the  holder  of  tax-exempt  securities  and  the  amount  that  they  would 
pay  as  interest  if  the  bond  were  not  tax-exempt. 

iProf .  Seligman.  The  difficulty  about  that,  Senator,  is  this,  that 
the  amortization  or  capitalization  of  the  tax  to  which  you  very  prop- 
erly refer  is  generally  based  upon  the  n(»*mal  tax;  the  bond  Brokers 
in  New  York  can  not  take  account  of  the  surtaxes  that  each  indi- 
vidual bondholder  is  going  to  pay,  because  one  bond  may  go  to  a 
10  per  cent  man  and  another  to  a  50  per  cent  man.    Consequently 
the  equalization  is  not  brought  about  to  just  the  extent  that  you 
anticipate.    There  is  always  a  mar^,  and  while  the  buyer  of  mat 
bond  will  have  to  pay  a  little  less,  if  it  is  tax  exempt,  he  does  not  pay^ 
as  much  less  as  would  actually  equalize  the  return. 
Senator  Simmons.  I  agree  with  you  on  that,  Doctor. 
Prof.  Seligman..  We  come  now,  Mr.  Chairman,  to  a  very  important 
point. 

I  think  that  when  you  consider  the  reform  of  the  whole  tax  system 
you  ought  carefully  to  look  after  oiu-  corporate  income  tax.     I  think 
that  we  have  gone  oflF  on  a  wrong  tangent  in  this  country  through  no- 
fault  of  anybody  in  particular,  but  through  inattention  to  funda- 
mental principle.     The  first  tax  on  corporations  under  the  law  of 
1913  was  imposed  as  a  device  to  reach  the  stockholder  indirectly,  and 
since  the  corporation  pays  the  tax,^  the  stockholder  is  exempt  from 
normal  taxes.     In  my  opinion  it  is  better,  administratively  more 
simple,  and  fiscally  more  satisfactory  if  we  were  to  distinguish  frankly 
between  ah  income  tax  imposed  only  on  individuais  and  a  business^ 
tax  imposed  not  alone  on  corporations  but  also  upon  all  businesses, 
including  partnerships  and  corporations  sole.     The  advantage  of 
limiting  an  income  tax  to  individuals  is  that  an  individual  would 
then  pay  a  tax  on  his  dividends  just  as  everybody  else  pays.     If  a 
man  gets  dividends  from  a  corporation,  why  should  he  be  treated 
differently  from  a  man  who  gets  his  income  from  a  piece  of  land  that 
is  taxed  ?    A  corporation  mav  be  taxed  as  a  mere  matter  of  business, 
or  land  may  be  taxed,  as  is  done  by  all  our  States.     No  man  claims, 
for  instance,  in  New  York  or  Wisconsin,  that  he  should  be  exempt 
from  a  tax  on  income  because  he  is  already  paying  a  tax  on  land. 
So,  in  the  same  way,  no  man  is  right,  theoreticcdly  sjpeaking,  in 
chiiniing  that  he  should  be  exempt  even  from  a  normal  tax  on  in- 
conio  simplybecause  it  happens  to  come  frwn  a  corporation. 

Senator  Watson.  You  want  the  individual  to  be  the  unit  of 
taxation  ? 

Prof.  Seligman.  Yes,  Senator,  I  want  the  individual  to  be  the 
unit  of  taxation.  Then  if  you  need  more  money,  put  a  tax  on  busi- 
ness, just  as  you  put  a  tax  on  land.     Your  business  tax  would  not 


SALES  TAX — OPPONBKTS.  4T7 

need  to  be  a  large  tax,  5  or  10  per  cent  of  the  profits  of  all  businesses, 
whether  in  corporate  form  or  in  ncmcorporate  form.  It  would  be 
just  as  easily  administered  as  our  present  corporation  tax  is,  and  it 
would  meet  with  the  approval,  I  am  inclined  to  think,  of  the  business 
community,  because  it  would  be  a  just  tax.  Being  a  tax  only  on 
pr(^ts,  if  there  are  no  profits  there  will  not  be  any  tax,  and  if  mere 
*re  small  profits  there  will  be  only  a  small  tax. 

Senator  Watson.  I  understand  you  to  take  the  ground  against 
taxation  of  undistributed  profits.  Would  you  then  tax  that  portion 
of  the  undistributed  profits  in  the  hands  of  the  indiyidual  stockholder 
that  would  be  distributed  to  him  if  distributed  at  all  i 

Prof.  Seligman.  I  would,  if  I  could,  in  the  way  in  which  I  have 
intimated.  I  think  there  are  certain  corporations  as  to  which  it 
would  be  impossible  to  do  it,  but  with  all  those  individuals  or  busi- 
nesses which  have  assumed  the  corporate  form  in  order  to  evade 
taxation  it  would  be  possible  to  do  it. 

But  under  my  plan  the  question  of  undistributed  profits  would  not 
arise  at  all.  Under  the  suggested  plan  ot  a  business-profits  tax,  the 
tax-  would  hit  all  profits,  corporate  or  noncorporate,  distributed  or 
undistributed.  Partnerships  and  corporations  would  then  be  on  an 
•even  keel;  as  would  the  inaividual  partners  and  shareholders. 

Senator  Simmons^  We  impose  on  corporations  a  flat  income  tax. 
Do  I  understand  you  as  suggesting  that  we  remit  that  tax  ? 

Prof.  Seligman.  My  theory  womd  be,  sir,  that  the  present  existing 
10  per  cent  tax  on  corporations  be  remitted  and  that  the  individuid 
be  taxed  on  the  dividends. 

Senator  Simmons.  He  is  now. 

Prof.  Seligman.  He  is  taxed  now  only  by  the  surtax  and  not  by 
the  normal  tax. 

Senator  Simmons.  That  is  true. 

Prof.  Seligman.  Thereafter  subjecting  all  shareholders  to  the 
income  tax  on  dividends,  remitting  the  corporate  income  tax,  I 
should  impose  the  new  and  additional  fiat  tax  on  business  profits. 
I  should  not  call  it  a  corporation  tax — although  the  name  is  not  verv 
important.  What  I  have  in  mind  is  a  tax  upon  the  profits  of  all 
business  of  about  5  to  8  per  cent,  but  with  this  administrative  feature 
added  to  catch  individuals  who  become  corporations.  If  you  put 
the  tax  on  all  business,  it  would,  of  course,  take  in  partnerships 
and  personal  corporations.  But  in  order  to  catch  the  imdistributed 
profits  of  the  corporations  which  assume  the  ccH'porate  form  in  order 
to  escape  the  income  tax  I  would  utilize  the  metnod  of  which  I  have 
spoken. 

The  choice  therefore  is  really  a  simple  one:  Either  continue  and 
increase  the  present  tax  on  corporate  incomes,  in  which  case  you  will 
have  to  employ  the  administrative  device  referred  to;  or  abolish  the 
corporate  income  tax,  subject  all  dividends  to  taxation,  in  the  hands 
of  the  stockholder,  aiid  impose  a  new  flat  tax  on  business  profits, 
corporate  or  noncorporate,  which  will  reach  undistributed  as  well 
as  distributed  profits  of  corporations  and  partnerships  alike.  If  the 
latter  plan  be  followed  you  wiU  kill  two  birds  with  one  stone;  you 
will  secure  increased  revenue  and  you  will  attain  equality  as  between 
all  forms  of  business  enterprise. 

Senator  Watson.  Of  course,  there  are  corporations  that  have  un- 
distributed surplus,  and  they  usually  claim  they  have  it  for  the  pur- 
pose of  having  capital.     That  is  to  say,  they  store  up  in  the  fat  years 
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to  meet  the  lean  years.  Therefore  you  would  have  to  go  to  a  question 
of  intention  as  to  whether  or  not  they  were  seeking  to  evade  taxation. 
There  may  be  some  corporations  where  it  would  be  manifest. 

Prof.  Seligman.  Do  you  not  think,  Senator,  that  there  would  be 
a  great  many  administrative  difficulties  in  the  endeavor  to  ascertain 
intent?  Would  it  not  be  better  simply  to  confine  the  method  of 
which  I  have  spoken  to  those  corporations  with  a  limited  nimiber  of 
stockholders  wnere  the  intent  is  obvious?  I  think  that  as  soon  as 
you  attempt  to  tell  a  corporation  what  it  should  do  with  its  profits 
you  are  getting  into  troubled  waters;  and  would  it  not  be  still  oetter 
to  abolish  the  entire  corporate  income  tax,  and,  after  making  stock* 
holders  liable  as  individuals  on  their  dividends,  to  replace  the  corpo- 
rate income  tax  with  a  flat-rate  tax  on  all  business  profits,  corporate 
or  partnership. 

There  is  one  last  point,  Mr.  Chairman,  that  I  should  Uke  to  speak 
of.  There  is  one  thmg  that  has  been  neglected  in  all  our  discussion 
as  a  possible  source  of  additional  revenue,  and  that  is  the  inheritance 
tax.  I  know  that  I  am  treading  upon  dangerous  ground  because  of 
the  opposition  of  so  many  of  our  States  to  a  Federal  inheritance  tax. 
But  it  must  be  remembered  that  the  entire  relation  of  Federal  and 
Statp  taxation  is  something  you  will  have  to  take  up  very  soon. 
The  objection  to  a  Federal  irmeritance  tax  because  the  States  already 
have  one  is  no  stronger  than  would  be  the  objection  to  a  Federal 
income  tax  because  so  many  of  our  States  now  have  one.  Eight 
have  it  now,  and  several  more  I  think  will  soon  be  added. 

The  solution  of  the  problem  is  not  to  shut  our  eyes  and  bury  our 
head  in  the  sand  as  the  ostrich  does,  and  say^  '^  Oh,  well,  the  Federal 
Government  must  give  way  to  the  States,''  but  rather  to  adopt  some 
statesmanlike  method  of  utilizing  this  inheritance  tax  for  two  pur- 
poses— first,  to  secure  more  revenue  from  it  than  we  do  now,  and, 
second,  to  aboUsh  the  evils  of  double  taxation  that  we  now  find  in 
our  State  taxes. 

In  England  they  get  far  more  revenue  from  their  '^ death  duties'' 
with  half  as  much  wealth  as  we  possess.  If  we  were  to  have  the  rates 
that  are  apphed  in  England,  not  to  speak  of  those  that  are  found  in 
Italy  or  France  or  Germany,  we  could  easily  get  another  $100,000,000 
or  $200,000,000.  We  could  then  divide  and  apportion  the  yield, 
say,  fifty  or  more  millions  among  the  States,  ana  could  thus  avoid 
this  intolerable  double  taxation. 

Senator  Watson.  You  mean  by  that  that  the  States  are  to  refrain 
from  taxing  inheritances  altogether,  the  whole  tax  to  be  a  Federal 
tax  and  a  portion  of  it  distributed  among  the  States  ? 

Prof.  Seugman.  Yes,  sir.  We  can  take  a  leaf  out  of  the  book  of 
Grerman  experience.  I  think  we  can  learn  something  there — al- 
though of  late  it  has  been  a  popular  behef  that  nothing  good  can 
come  from  Germany.  The  fiscal  strain  has  been  so  great  there  that 
they  have  devised  all  sorts  of  new  methods.  One  of  the  interesting 
things  they  have  done  very  recently  has  been  to  nationalize  the 
inheritance  tax  and  to  provide  that  a  part  should  go  to  the  separate 
States  in  accordance  with  definite  provisions  to  avoid  double  taxa- 
tion. They  have  gone  still  further.  They  have  even  gone  so  far  as 
to  abolish  all  State  income  taxes  and  to  introduce  the  same  principle 
there.  That,  however,  I  do  not  think  we  need.  But  if  we  had  the 
rate  they  have  in  England,  which  runs  up  to  a  total  of  40  per  cent 
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on  the  highest  sums,  we  should  get  a  revenue  in  this  counti^y  so  large 
that  we  could  afford  to  give  to  each  State  more  than  it  is  now  get* 
ting  from  its. own  inheritance  tax. 

^nator  La  Follette.  ftow  would  you  apportion  it  among  the 
States? 

Prof.  Seugman.  That  brings  up  a  very  interesting  problem, 
Senator.  I  should  apportion  it  as  nearly  as  possible  in  accordance 
with  what  I  should  call  relative  economic  interests;  that  is  to  say, 
if  a  man  dies  and  a  portion  of  his  estate  tax  is  distributed  by  the 
Federal  Government,  the  tax  ought  to  go  in  part  to  the  State  where 
the  real  property  is  situated.  Furthermore,  if  the  estate  consists  of 
railway  oonds  or  stocks,  I  should  say  that  a  part  of  it  ought  to  go  to 
the  State  where  the  railway  is  situated  on  which  those  bonds  and 
stocks  are  issued 

Senator  Watson.  You  could  not  do  that  as  to  a  railroad.  The 
railroad  runs  clear  across  the  continent. 

Prof.  Sbligman.  I  should  divide  it  up  according  to  mileage  or 
trackage.  Finally,  I  should  give  the  largest  part  of  the  tax  U>  the 
vState  where  he  has  lived  and  worked  and  given  rise  to  expenditures. 
If  a  man  died  in  New  York  worth  $4,000,000  and  had  $1,000,000 
worth  of  real  estate  in  Chicago  and  $1,000,000  worth  of  stocks  and 
bonds  of  some  of  the  western  railways  and  the  other  $2,000,000 
invested  in  miscellaneous  business  in  the  East,  I  should  say  one-third 
of  the  tax  ought  to  go  to  Illinois,  one-third  ought  to  be  divided  up 
among  the  States  where  the  railway  is  located  and  the  rest  ought  to 
go  to  the  State  of  New  York. 

But  whether  that  method  or  some  other  be  applied,  I  think  the 
great  advantage  of  a  Federal  determination  is  that  only  in  that  way 
can  you  get  a  uniform  method.  It  does  not  make  much  difference 
what  meuiod  vou  employ  as  long  as  it  is  fairly  equitable  and  uniform. 

We  have  already  done  that,  sir,  with  tlie  national  banks.  Our 
Federal  law  as  to  national  banks  has  brought  every  State  into  line, 
and  no  State  to-day  can  tax  a  national  bank's  stockholders  except  in 
accordance  with  the  principles  laid  down  bv  the  Federal  Government. 

My  proposition  is  that  we  should  extend  the  same  principle  to  the 
inlieritance  tax  and  thus  get  rid  of  this  interminable  and  intolerable 
double  taxation. 

Senator  Watson.  Does  Dr.  Adams  agree  with  you  about  that? 

Prof.  Sbligman.  I  do  not  know  that  he  does. 

Senator  Watson.  Have  you  ever  discussed  it  with  him  ? 

Prof.  Seugman.  I  have  never  discussed  it  with  him.  I  have 
maintained  it  for  years  in  my  writings  and  public  addresses.  I 
advanced  the  proposition  long  before  it  was  adopted  by  any  of  the 
foreign  Governments. 

I  may  add  that  some  of  the  other  Federal  Governments  of  the 
world  have  gone  far  in  this  direction — not  indeed  so  far  as  to  levy 
the  tax  afe  a  Federal  tax  and  then  apportion  it;  but  they  have  gone 
so  far  as  to  lay  down  the  general  rules  which  the  States  have  got  to 
follow.  Switzerland  has  done  that;  Austria  did  that;  and  they  are 
talking  about  it  now  in  Australia.  No  American  State  ought  to 
object  to  it,  because  if  it  is  rightly  managed  each  State  will  get  more 
from  its  inheritance  tax  than  it  gets  to-daj.     It  can  be  eaailv  arranged. 

Senator  Watson.  Of  coiurse  that  is  contingent  on  making  the  arrange- 
ment, because  if  a  State  did  not  want  it  there  is  no  way  to  compel  it. 
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Prof.  S^u^QMAN.  If  you  provide  the  apportionment  law,  the  State 
will  be  very  careful  not  to  levy  any  additional  tax  on  inheritances. 

Senator  Watson.  But  I  mean  that  a  State  could  levy  additional 
taxes  if  it  wanted  to.  If  they  were  assured  they  would  get  more 
tax  or  as  much  they  probably  would  not.  It  is  all  a  question  of 
computation. 

Prof.  Seligman.  It  is  a  matter  of  arrangement.  The  objection  on 
the  part  of  the  States  is  that  they  think  something  is  bein^  taken 
away  from  them.  What  you  ought  to  do  is  what  they  did  in  Cfdif  omia 
when  thev  took  away  the  corporation  tax  from  the  localities  and  gave 
it  to  the  ^tate.  There  was  an  immense  hubbub,  but  some  ingemous 
people  said,  ''We  wiU  arrange  it  so  that  you  will  get  more  than 
Defore,''  and  since  then  everybody  is  happy. 

The  same  could  be  done  in  the  Federal  (government.  It  is  in  fact 
far  more  important,  for  with  the  taxes  that  some  of  the  States  are 
now  levying  collateral  inheritance  taxes  running  up  to  30  per  cent, 
the  State  taxes  with  their  duplicate  and  multiple  taxation  are 
becoming  a  grievous  burden. 

Senator  Simmons.  Doctor,  I  am  very  much  interested  in  your 
suggestion  that  we  remit  the  10  per  cent  income  tax  now  imposed 
upon  corporations,  re<juiring  stockholders  to  pay  on  their  dividends 
tne  normal  tax  in  addition  to  the  surtaxes.  This  is  one  of  the  diffi- 
culties that  troubles  me  about  that  suggestion.  We  have  had  more 
trouble  about  properij  taxing  the  unmstributed  surplus  of  corpora- 
tions than  any  question  we  have  dealt  with.  Your  proposition,  it 
seems  to  me,  would  result  in  reducing  the  present  tax  tnat  we  impose 
upon  undistributed  surplus  one-halt?  The  only  way  we  catch  that 
at  all  now  is  by  the  10  per  cent  flat  tax.  It  has  been  very  vigorously 
contended  that  that  was  inadequate  taxation  with  reference  to  tm- 
distributed  surplus.  Your  proposition  would  reduce  that  from  10 
to  5  per  cent,  and  make  that  inadequancy  much  more  glaring. 

Prof.  Seligman.  But  if  it  is  a  good  thing  in  general  for  the  up- 
building of  the  country  to  have  business  enterprises  put  back  into 
business  a  large  part  oi  their  profits,  why  shoula  we  be  so  concerned 
about  putting  a  special  tax  on  undistributed  profits.  As  loi^  as  we 
apply  the  profits  tax  all  the  way  around  on  all  kinds  of  business,  it 
would  be  a  business  tax.  Such  a  flat  tax  would  be  a  sensible  tax. 
But  if  you  make  it  too  high  it  will  interfere  with  the  growth  of  business. 
In  a  country  like  ours,  sir,  where  new  ventures  are  being  started  aU 
the  time  and  when  we  have  not  begun,  yet,  to  exhaust  all  of  our 
economic  possibilities,  it  seems  to  me  of  dubious  advisability  to 
attempt  to  force  corporations  to  distribute  their  profits. 

Senator  Simmons.  But  we  do  tax  them  now  10  per  cent.  Your 
proposition  would  reduce  the  tax  to  5  per  cent. 

rrof .  Seligman.  My  proposition  would  be  to  reduce  to  whatever 

fioint  is  needed  for  revenue  purposes.  It  probably  could  not  be  so 
ow  as  5  per  cent.  For  if  dividends  are  taxable  to  the  stockholders 
the  revenue  will  suffer  instead  of  all  corporate  profits  paying  10  per 
cent,  only  the  profits  distributed  as  dividends  will  pay,  then  only 
8  per  cent.  But  on  the  assumption  that  on  the  average  three-fourthis 
of  the  profits  are  distributed,  a  4  per  cent  tax  on  corporate  profits 
will  make  good  that  deficit.  Adding,  say  another  4  per  cent  for  a 
new  tax  would  make  the  total  probable  rate  about  8  per  cent. 
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Senator  Simmons.  If  we  are  going  to  set  more  money  from  that 
source,  would  it  be  advisable,  m  view  of  the  fact  that  the  profits, 
if  distributed,  must  pay  a  higner  additional  income  tax  and  surtax, 
to  make  a  differential  between  the  flat  tax  imposed  upon  the  un- 
distributed surplus  and  the  flat  tax  imposed  upon  that  part  which 
would  be  distributed  and  which  had  to  pay  an  aaditional  tax  on  what 
is  in  the  hands  of  the  stockholders  ? 

Prof.  Seligman.  That  is  a  very  interesting  suggestion,  Senator. 
I  confess  I  have  not  given  that  any  thought.  I  should  like  to  think 
about  it  a  bit  before  giving  any  definite  opinion. 

Senator  Simmons.  We  would  have  immense  trouble  on  the  floor 
of  the  Senate  and  in  this  committee  in  reducing  any  further  the  tax 
on  imdistributed  surplus. 

Senator  Watson.  Only  as  he  suggested,  that  it  would  make  the 
individual  the  unit  of  taxation. 

Prof.  Seligman.  If,  for  instance,  a  corporation  of  81,000,000  has 
only  10  stockholders,  a  principal  and  nine  office  boys,  you  can  catch 
him  on  the  undistributed  pronts  through  the  device  mentioned. 

Senator  Simmons.  Yes;  1  understand  you  suggested  a  difference 
between  the  small  or  the  close  corporation  and  the  large  corporation. 

Senator  La  Follette.  If  the  professor  should  care  to  extend  his 
remarks  when  he  comes  to  look  over  the  proof  of  his  statement  before 
the  committee,  he  would  have  every  opportunity  to  do  it? 

The  Chairman.  Yes. 

Prof.  Seligman.  Thank  you,  Senator,  but  I  do  not  think  that  I 
have  either  the  time  or  the  inclination  at  present  to  add  anything  to 
what  I  have  said. 

Senator  Simmons.  No  question  has  given  me  more  trouble — and  I 
think  the  other  members  of  the  committee  are  in  the  same  fix — tha'n 
the  question  of  the  satisfactory  taxation  of  the  undistributed  income 
of  corporations. 

The  Chairman.  The  committee  is  very  much  obliged  to  you  for 
your  illuminating  discourse. 

(The  papers  previously  referred  to  are  as  follows :) 

Appendix  I. 

French  Sales  Tax  Has  a  Disastrous  Business  Efpeot — ^Disappointing  in  Its 
Resui/ts  and  Repeal  Considered  Almost  Certain — Passed  on  to  Consumer^ — 
Buyers  Struck  and  Receipts  Fell  to  Third  op  Qovernment  Estimates. 

[Special  cable  to  the  New  York  Herald.    Copyright,  1031,  by  the  New  Yerk  Herald.] 

New  York  Herald  Bureau, 

Paru,  MaytS. 

France  being  one  of  the  two  countries  which  has  experimented  with  a  sales  tax 
such  as  has  been  under  discussion  in  the  United  States,  the  American  people  might 
be  interested  to  know  the  result  of  the  French  experience  in  this  connection.  The 
tax  has  worked  badly  here,  according  to  both  the  Government  and  the  man  who  pays 
the  tax,  but  how  much  this  is  due  to  the  inefficiency  of  the  French  tax  machinery,  • 
which  is  notorious,  is  a  question. 

"The  French  sales,  tax  has  shown  itself  as  exerting  a  disastrous  and  paralyzing 
effect  on  bufdness  generally,  and  it  is  only  a  question  of  time  until  it  will  have  to  be 
superseded  by  a  more  rational  method  of  raising  money,  such  as  an  increased  levy  on 
salaries  and  other  incomes." 

This  statement  was  made  to  a  correspondent  of  the  New  York  Ilerald  to* day  by 
Guillaume  de  Tarde,  State  counsellor  and  ad^er  to  Lucian  Dior,  minister  of  com- 
merce.   M.  de  Tarde  is  considered  one  of  the  best  tax  experts  in  France.    As  he 
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indicated,  the  tax  is  so  disappointing  in. results  here  that  its  repeal  is  almost  certain 
as  soon  as  the  Government  experts  determine  on  an  alternative  policy. 

AMENDMENTS  PROPOSED. 

Meanwhile  Parliament  is  considering  for  the  fourth  time  a  new  series  of  amendments 
to  the  measures  which  are  designed  to  stop  the  gap  until  another  tax  system  is  devised. 
Regarding  the  operation  of  the  tax  M.  de  Tarde  said: 

*' Never  before  has  France  devised  a  tax  which  was  received  so  badly  by  both 
business  firms  and  the  public,  the  former  because  of  the  inquisitorial  inspection 
methods  which  are  necessary  to  prevent  wholesale  dissimulation  in  accoimts  and  the 
public  because  of  the  tendency  of  the  business  men  to  throw  the  burden,  wherever 
possible,  on  the  purchasers  rather  than  on  their  own  business  profits.  It  is  impossible 
to  collect  the  tax  without  having  Government  agents  making  the  closest  scrutiny  of 
business  records.  It  is  also  impossible  for  Frencn  finances  to  support  such  an  army 
of  functionaries  as  this  would  require,  and  as  the  tax  therefore  is  left  to  the  honesty  of 
merchants  and  producers,  who  merely  sign  monthly  statements  of  their  sales  total  and 
pay  to  collectors,  there  is  consequently  much  danger  of  the  records  being  arranged  to 
suit  the  taxpayers'  purposes.  It  is  unquestionable  that  the  tax  is  passed  on  to  the 
consumer  in  a  majonty  of  cases. 

"This  was  particularly  true  recently  when  the  public  expected  prices  to  fall  and 
found  that  their  failure  to  do  so  was  partly  due  to  the  fact  that  the  prices  asked  in 
many  cases,  as  was  frankly  explained,  were  maintained  by  the  sales  tax.  The  result 
was  that  the  buyers'  strike  became  worse  than  ever,  reducing  greatly  the  amount  of 
business  done  and  producing  a  great  diminution  in  tne  tax  returns,  as  compared  with 
the  estimates.  It  is  certain  that  a  less  intricate  and  more  collectible  method  must  be 
found.  The  only  solution  of  the  problem  now  presenting  itself  is  the  increasing  of  the 
tax  on  incomes,  although  this  would  affect  thf.  public  just  as  vipibly  as  does  the  present 
tax,  and  because  of  the  present  high  rates  on  incomes  an  increased  levy  probably 
would  arouse  great  opposition.  But  France  must  have  money,  and  as  the  sales  tax 
system  has  not  satisfied  any  one  the  law  will  have  to  be  changed.*' 

RECEIPTS   BELOW   ESTIMATES. 

The  sales  tax  was  the  pet  project  of  Frederic  Francois-Marsal  when  he  was  minister 
of  finance,  the  Grovemment  then  drawing  up  a  careful  estimate  for  each  month  of 
what  the  tax  ought  to  yield  and  calculating  tne  bud^t  accordinglv.  The  result  has 
been  appalling,  considering  France's  budget  difficulties  and  need  oi  money.  Instead 
of  yielding  3,300,000,000  francs,  roughly,  since  its  imposition,  it  has  yielded  only 
1,400,000,C<)0.     February's  receipts  amounted  to  only  one-third  the  estimates. 

The  French  system  gives  the  widest  opportunities  for  dishonesty,  especially  in 
taxing  so-called  ''de  luxe"  articles,  the  law  providing  a  10  per  cent  levy  instead  of 
3  per  cent  on  articles  such  as  dresses,  mantles,  hats,  etc.,  costing  more  than  600 
francs  each.  But  by  changing  the  bill  to  show  two  dresses,  for  instance,  at  500  ftuncs 
each,  instead  of. one  bill  for  1,000  francs,  the  French  treasury  immediately  loses  7  per 
cent,  the  tax  on  an  article  costing  500  francs  being  only  3  per  cent.  At  the  same 
time  prices  of  these  articles  are  based  on  the  highest  tax*  rate,  thus  increasing  rather 
than  decreasing  the  public's  burden. 

Then  there  is  a  constant  duplication  of  the  tax,  each  middleman  adding  the  per- 
centage demanded  by  the  Government,  so  that  in  many  cases  the  tax  will  nave  been 
paid  four  or  five  times  on  the  same  article  before  it  reaches  the  consumer's  hands, 
each  levy  adding  to  the  public's  dissatisfaction  and  increasing  the  ire  of  the  merchants 
when  the  Government,  seeking  a  solution  of  the  problem,  orders  the  taxpayers  to 
open  their  books. 

Some  merchants  have  estimated  that  the  cost  of  living  here,  especially  in  so  far  as 
clothing  and  household  necessities  are  concerned,  would  have  dropped  more  than  25 
per  cent  had  the  sales  tax  never  existed,  and  naturally  the  public,  realizing  they 
have  been  imposed  on,  will  welcome  a  workable  method  of  meeting  France's  financial 
difficulties. 

Appendix  II. 

The  Fiscal  Outlook  and  the  Prooram  of  Tax  Revision. 

[By  Edwlo  R.  A.  Seligman,  LL.  D.,  MoVlolcar  Professor  of  Political  Economy,  Columbia  Univeraity. 

Copyright,  1921,  by  Bankers  Econ(miic  Service  (Inc.).] 

the  general  problem. 

The  recent  letter  of  Secretary  Mellon  to  the  chairman  of  the  Committee  on  Ways 
and  Means  brings  up  afresh  the  entire  problem  of  the  fiscal  situation.  The  subject 
falls  naturally  into  two  parts.  The  one  side  includes  the  treatment  of  the  debt,  the 
question  of  Uie  sinking  fund,  the  refunding  of  the  floating  debt,  the  repayment  of 
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the  debt  from  the  Allies  and  the  rapidity  of  debt  payment.  The  other  and,  for  the 
moment,  the  more  insistent  problem  is  the  provision  of  revenues  to  meet  the  current 
expenditures.    In  this  article  we  shall  consider  the  latter  topic  alone. 

EUROPE  AND  AMERICA  COMPARED. 

Secretary  Mellon  estimates  that  the  expenditures  for  the  fiscal  year  1921  will  be  a 
little  over  five  and  one-half  billions  and  for  1922  a  little  over  four  and  one-half  billions. 
He  does  not.  however,  include  in  these  estimates  the  postal  expenditiu*es  which, 
roughly  speaking,  amount  to  about  another  half  billion .  Our  probable  total  expenditures 
may  therefore  be  put  at  about  six  billions  for  1921  and  at  about  five  billions  for  1922 . 
In  view  of  the  fact  that  oiu*  prewar  expenditures  were  about  one  billion  (983  millions 
in  1914),  we  may  agree  with  the  Secretary  in  characterizing  the  outlook  as  "shocking.** 
Bad  as  our  situation  is,  however,  it  must  not  be  forgotten  that  it  is  less  imsatis^tory 
than  that  of  the  other  participants  in  the  war,  with  the  sole  exception  of  Japan.  In 
Great  Britain,  where  the  prewar  expenditures  in  1914  were  smaller  than  ours,  the 
expenditures  for  the  fiscal  year  1921  amounted  to  about  seven  billions  (£1,425,934,666) . 
Of  the  other  countries,  like  France,  Italy,  and  Oermany,  which  have  not  succeeded 
in  cominff  within  measurable  distance  of  balancing  their  budgets,  we  need  not  speak 
at  all.  And  on  the  revenue  side,  we  are  equally  fortunate  when  we  compare  the 
burdens  resting  upon  us  with  the  crushing  load  that  is  borne  abroad .  In  Great  Britain , 
even  neglecting  tne  far  heavier  imposts  on  transactions  and  consumption,  the  normal 
income  tax  on  moderate  incomes  is  six  to  seven  times  as  high  as  with  us,  while  the 
death  duties  are  considerably  higher.  In  the  continental  countries,  such  as  France, 
Italy,  and  Germany,  not  only  are  there  far  heavier  taxes  on  transactions  and  consump- 
tion, but  in  addition  to  the  income  tax,  which  runs  up  to  55  per  cent  and  60  per  cent, 
we  find  the  inheritance  tax  which  nms  up  to  70  per  cent  and  (in  France)  to  80  per 
cent;  a  capital  levy  or  property  tax  which  in  Italy  and  Germany  reaches  50  per  cent 
and  65  per  cent;  and  a  property  increment  tax  which  in  those  two  countries  runs 
up  to  80  per  cent  and  100  per  cent,  respectively. 

AN   UNBATISFACTORT  SITUATION. 

In  all  this,  however,  there  is  but  little  comfort  for  us.  While  it  is  true  that  our 
burdens  are  lighter  than  those  in  any  other  country,  they  are  sufficiently  grevious 
to  warrant  the  most  careful  attention. 


THE   ESTIMATED  EXPENDITURES. 


This  is  all  the  more  obvious  as  the  Secretary's  figures  represent  only  the  probable 
minimum  of  expenditures.  Unless  the  verv  greatest  care  is  exercised,  the  expendi- 
tures will  be  considerably  larger.  It  may  be  interesting  to  rearrange  and  complete 
the  estimates  in  the  Secretary's  table  in  order  to  see  at  a  glance  where  any  important 
retrenchment  is  possible. 

SUMMARY. 


The  following  table  tells  the  story: 


[In  millions.) 


1021 

1022 

Amoont. 

Total. 

Amount. 

Total. 

Mliitury 

SI,  028 
697 

SI,  735 

1,258 

505 

007 

467 

343 

854 

S568 
543 

Naval.1.....1 

SI, 111 

Interest 

075 
253 

075 
265 

sink^nir  fund .  .     . 

1,240 

War  Risk  Insurance 

233 
272 

262 
265 

Pensions 

527 

Railroails , 

804 
103 

545 

124 

ShiDDin£  Board 

660 

Post  office 

3,447 
405 

Pnblic  debt  redemption  (excluding  sinking  fbnd,  as 
above) 

285 

MiiMwDAneoiis  exDondiUires 

834 

'** 

Total  

6,060 

8^060 
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Reducing  the  above  table  to  rough  figiu-ee  in  billions,  it  would  come  out  some- 
thing like  this: 


Military  and  naval  expenditores . . . 
Interest  and  amortization  of  debt. . . 

Insurance  and  pensions 

Railroad  and  snipping 

Retirement  of  the  debt 

Post  office 

General  governmental  expenditures 

Total 


tm 

im 

n 

1 

? 

» 

i 

■ 

1 

, 
4 

• 

6 

POSSIBLE   RETRENCHMENT. 

In  other  words,  virtually  the  entire  increase  of  the  budget,  as  will  be  evident  from 
the  first  five  items,  is  due  to  the  war;  and  whereas  in  future  jrears  we  may  expect  a 
diminution  in  the  expenditures  for  railroads  and  shipping,  it  is  obvious  that  the 
only  possible  retrenchment  of  any  serious  conseouence  is  in  the  military  and  naval 
rubric.  Unless  a  policy  of  ruthless  reduction  in  the  appropriations  for  these  purpoees 
is  followed  by  the  present  Congress,  we  must  even  be  prepared  for  an  aaditional 
half  billion  outlay.  Only  to  the  extent  that  future  yeare  will  brin^i;  our  milituy 
and  naval  expenditures  down  to  the  prewar  figures  of  about  half  a  billion  will  any 
notable  reduction  in  taxation  be  at  all  possible.  Compared  with  the  huge  figures 
that  will  surely  be  needed  for  interest  and  amortization,  for  insurance  and  penmons, 
and  for  the  War  and  Navy  Departments,  the  amount  of  possible  savings  in  the  ordinary 
expenses  of  Government  is  insignificant.  The  two  immediate  problems  of  policy 
which  loom  large  from  the  fiscal  point  of  view  are  thus  a  retardation  in  the  tempo 
of  debt  payment,  and  a  slashing  of  the  Army  and  Navy  expenses. 

THE    ESTIMATED   REVENUES. 

We  come  then  to  the  problem  of  how  to  meet  this  expenditure  oi  what  may  be 
regarded  as  a  minimum  of  five  billions  for  the  year  1922.  The  Secretary  estimates 
the  miscellaneous  revenue  (which  includes  60  millions  from  the  Federal  Reserve 
Board  franchise  tax  and  225  millions  from  interest  on  foreign  obligations)  at  548 
millions.  Adding  this  to  the  postal  revenues  makes  approximately  one  billion. 
This  leaves  four  billions  to  be  raised  by  taxation,  as  over  against  almost  five  billions 
during  the  present  year.  On  the  basis  of  the  present  l^islation  the  taxes  are  estimated 
to  yield  the  following  revenues: 

[In  millions.] 


Customs 

Income  and  profits  taxes: 

Income  tax 

Profits  tax 

Miscellaneoas  taxes 

Total 


4,000* 


POSSIBLE   CHANGES. 

The  question  thus  arises  as  to  what  changes  should  be  made  in  the  present  laws  to 
secure  this  revenue  of  four  billions.  On  one  point  virtually  ever>'one  is  agreed, 
namely,  that  the  excess-profits  tax  must  go.  In  the  merits  of  this  proposition  it  is 
needless  to  enter.  Most  people,  furthermore,  will  agree  as  to  the  advisability  of 
reducing  the  excessive  surtaxes  in  the  personal  income  tax,  for  the  simple  reason 
that  they  now  exceed  the  limit  of  what  may  be  called  the  maximum  revenue  point. 
A  reduction  of  these  surtaxes  to  an  outside  limit  of  40  per  cent  will  ultimately,  in 
all  probability,  entail  no  diminution  in  revenue,  although  for  the  coming  year  it  may 
mean  a  loss  of  some  50  millions.  We  must  then  provide  in  the  coming  year  for  a 
deficiency  of  about  half  a  billion. 
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This  could  be  easily  done  if  the  present  exemptions  of  Federal  and  local  povem- 
mental  securities  were  abolished.  It  can  not  be  too  often  repeated  that  the  very 
heart  of  our  tax  problem  consists  in  this  indefensible  exemption.  If  we  add  to  our 
total  Federal  debt  of  24  billions  some  8  or  10  billions  of  outstanding  State  and  local 
securities  and  if  we  assume  that  an  average  tax  of  about  20  per  cent  would  be  paid 
by  the  holders  of  these  securities,  we  find  that  the  Government  is  now  losing  about 
600  millions  a  year,  a  sum  larger  than  the  deficiency  caused  by  the  contemplated 
changes.  While  our  svstem  of  tax  exemption  is  reprehensible  not  only  from  the 
point  of  revenue,  but  also  from  that  of  fiscal  justice,  and  while  the  attempt  to  abolish 
local  exemptions  by  constitutional  amendment  and  Federal  exemption  by  refunding 
operations  must  be  characterized  as  perhaps  the  most  important  matters  before  the 
country,  the  results,  even  if  successful,  will  not  be  available  in  the  immediate  future. 

THE  ALTERlf  ATIVES. 

We  have  therefore  only  two  alternatives — to  raise  the  needed  half  billion  by  a  tax 
on  wealth  or  by  a  tax  on  consumption.  A  tax  on  wealth  would  mean  some  modifica- 
tion of  the  corporation  tax ;  a  tax  on  consumption  implies  the  sales  tax.  The  important 
point  to  be  remembered  here  is  that  we  are  not  comparing  the  sales  tax  with  the  tax 
on  excess  profits.  The  problem  is  to  find  a  substitute  for  the  excess-profits  tax;  the 
comparison  must  be  between  the  suggested  substitutes:  not  between  the  original 
and  a  particular  substitute.  For  everyone  will  concede  that  either  substitute  is 
preferable  to  the  orisdnat.  it  is  a<'cordinelv  not  a  question  as  between  the  sales  tax 
and  the  excess-profits  tax.  but  bet v^ eon  l.he  Kala<>  tax  and  the  additional  tax  on  cor- 
porate profits. 

THE  SALES  TAX. 

When  this  comparison  is  made,  it  is  clear  that  both  tJie  administrative  and  the 
equitable  considerations  tell  against  the  sales  tax.  Without  repeating  here  the  argu- 
ments that  have  been  frequently  advanced  as  to  what  is  precisely  meant  by  a  sales 
tax  ^for  the  term  covers  a  multitude  of  sins),  there  can  be  little  question  but  that  on 
purely  administrative  grounds  the  extension  of  the  present  corporate  income  tax  from 
10  to  about  15  per  cent  is  a  far  simpler  proposition  than  to  create  the  entirely  new 
administrative  machinery  which  would  be  needed  to  deal  with  all  the  complexities  of 
the  proposed  sales  tax.  But  on  the  second  count,  that  of  ecmality,  the  conclusion 
must  be  similar.  Without  entering  upon  the  disputed  question  of  what  actually 
occurred  in  the  excess  profits  tax,  it  is  scarcely  open  to  doubt  that  a  flat  tax  on  corpo- 
rate profits  is  not  susceptible  of  being  shifted  in  tne  same  sense  that  a  tax  on  sales  can 
be  shifted.  The  incidence  of  the  profits  tax  is  on  wealth,  that  of  the  sales  tax  is  on 
consumption. 

THE  PRESENT  BALANCE. 

Under  our  present  system,  as  we  have  seen,  well-nigh  three-quarters  of  the  Federal 
tax  revenue  comes  from  wealth  and  a  little  more  than  one-quarter  from  consumption. 
Under  the  new  proposed  dispensation  of  the  sales  tax,  the  only  taxes  on  wealUi  will  be 
the  income  tax,  yielding  about  one  thousand  nine  hundred  millions,  and  the  estate 
tax  of  about  one  hundred  thirty  millions,  or  a  total  of  about  two  billions.  That  is 
to  say,  e\  en  if  the  expenditures  can  be  held  down  to  the  contemplated  figures,  about 
one-half  of  the  entire  Federal  tax  burden  will  fall  upon  consumption;  and  in  the  not 
improbable  e\  ent  that  the  expenditures  will  go  above  the  estimated  figures,  the  burden 
on  consumption  will  be  still  greater. 

THE  TAX  ON  CONSUMPTION. 

It  is  unnecessary  here  to  repeat  the  arguments  why  in  democratic  countries,  like 
Great  Britain  and  the  United  States,  it  has  always  been  the  endeavor  to  burden  wealth 
rather  than  consumption  except  when,  as  in  the  case  of  our  tariff,  the  tax  pn  consump- 
tion is  supposed  to  react  favorably  on  the  national  di^  idend  by  increasing  production. 
For  not  only  is  it  undesirable  in  times  of  peace  to  check  consumptron,  which  is  the  very 
cornerstone  of  all  economic  progress,  but  it  is  also  true  that  in  a  community  where  the 
mass  of  the  people  must  consume  all  their  income,  whereas  the  wealthier  classes  con- 
sume a  continually  diminishing  proportion  of  theirs,  a  tax  on  consumption  is  an 
inverted  or  upside-down  graduated  tax  on  wealth.  The  sales  tax  is  for  this  reason  an 
antidemocratic  measure.  It  has  always  been  an  outstanding  feature  of  the  less  demo- 
cratic Latin- American  civilizations  as  over  against  the  Anglo-Saxon  Commonweal Ihs. 
It  is  characteristic  to-day  of  France,  of  Mexico,  and  of  some  of  the  South  American 
Republics,  as  it  wafi  characteristic  in  the  middle  ages  of  entirely  undemocratic  countries. 
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THE   PRESENT  SYSTEM. 


The  second  argument  frequently  advanced  in  favor  of  the  sales  tax  is  that  its  yield 
will  be  so  abundant  as  to  render  possible  the  abolition  of  some  of  the  existinj^  taxes  on 
consumption.  It  may  be  interesting  to  note  what  these  are.  We  subjoin  in  the  fol- 
lowing table  (not  included  in  the  Secretary's  report)  the  estimated  revenue,  in  mil- 
lions of  dollars,  for  the  present  year,  1921,  classified  by  sources: 


Transportation 331 

Tobacco 247 

Automobiles 145 

Estates 130 

Capital  stock 100 

Admissions  and  dues 96 

Stamps 83 

Nonbeverage  alcohol 90 

Mineral  waters 45 


Fountain  drinks 30 

Jewelry 35 

Carpets : . .  31 

Candy 20 

Pianos 12 

Articles  of  fur 10 

Perfumes ! 6 

Motion-picture  films 6 

Miscellaneous 10 


ADMINISTRATIVE   REASONS. 

It  will  be  noticed  that  all  of  the  items  in  the  above  list  consist,  with  a  very  few- 
exceptions,  such  as  fountain  drinks  and  some  of  the  fiscallv  insignificant  miscellaneous 
excises  which  are  correctly  described  by  the  Secretary  as  nuisance  taxes,"  of  articles 
not  of  necessity,  but  of  convenience  and  of  luxury.  Moreover,  the  revenue  is  derived 
for  the  most  part  from  a  comparatively  small  number  of  selected  sources.  The  pro- 
posal to  replace  these  taxes  with  a  general  sales  tax  runs  counter  to  two  fundamental 
principles  of  taxation,  the  one  administrative,  the  other  ethical,  A  general  sales  tax 
is  akin  to  the  system  of  what  was  knowTi  as  the  "general  excise"  in  the  later  middle 
ages.  The  work  of  the  French  Revolution,  as  it  was  the  relf-imposed  task  of  Gladstone 
half  a  century  later,  was  to  substitute  for  a  heterogenous  mass  of  taxes  burdening 
everybody  and  everything,  asystem  of  very  lucrative  taxes  on  a  very  few  commodities 
which  should,  as  far  as  possible,  combine  the  characteristics  of  wide  use  and  yet  of  non- 
necessary  consumption.  Just  as  the  British  tariff  reform  substituted  a  few  items  for 
the  complexity  of  the  old  customs,  so  the  British  internal  revenue  reform  substituted 
a  very  few  lucrative  excbes  for  the  old  taxes  on  everything  "that  a  man  hears,  feels, 
smells,  or  tastes."  To  return  to  the  general  sales  tax  is  to  invert  administrative 
progress. 

ETHICAL  CONSIDERATIONS. 

From  the  ethical  point  of  view,  the  objection  is  still  stronger.  Most  of  the  lucrative 
imposts  on  particular  commodities  are  taxes  on  conveniences  and  luxuries;  the  bulk 
of  the  sales  tax  revenue  will  have  to  be  raised  from  a  tax  on  necessaries,  because  the 
great  majority  of  all  sales  obviously  deals  with  necessaries.  To  tax  necessaries  is  not 
only  to  render  impossible  a  progressively  greater  yield  from  those  that  can  better 
afford  to  pay,  but,  since  the  poor  man  must  consume  as  many  necessaries  as  the  rich 
man,  it  involves  the  imposition  of  a  relatively  greater  burden  on  him.  Modem 
democratic  tax  reform  is  supposed  to  mean  taxation  according  to  ability;  a  tax  on 
necessaries  is  a  tax  on  disability.  It  not  only  prevents  a  man  with  more  ability  from 
paying  higher  taxes;  it  actually  imposes  a  greater  relative  b^'jrden  on  those  least 
able  to  pay.  The  ^neral  sales  tax,  like  the  general  excise,  in  the  Middle  Ages,  is  an 
inversion  of  the  pnnciple  "Le  fort  portant  le  faible" — the  slogan  of  those  tlSit  desirr 
to  correct  tax  abuses  in  the  Middle  Ages. 

ADDITIONAL  SUOHESTIONS 

If,  however,  the  sales  tax  is  eliminated  and  the  increase  of  the  corporation  tax  will 
not  suffice  to  yield  the  desired  revenue,  what  additional  taxes  will  comport  with  the 
principles  of  equity  and  economy?  The  suggested  tax  on  the  undiatriouted  profitj^ 
of  corporations  seenjs  undesirable  because  of  its  complexity  and  because  of  its  prob- 
ably unfortunate  results  on  bysiness  practice.  On  the  other  hand,  there  seems  to  be 
no  reason  why  the  flat  tax  on  corporate  profits  should  not  be  extended  to  all  business 
profits,  including  partnerships  and  personal  corporations.  It  may,  in  that  case, 
necome  desirable  to  exempt  partnership  incomes  from  the  normal  personal  income 
tax,  while  subjecting  the,  as  we  now  do  corporate  dividends,  to  the  surtax.  Such  a 
general  tax  on  business  profits,  which  would  be  in  the  direction  of  equity,  would 
yield  from  one  hundred  to  one  hundred  and  fifty  millions  additional.  A^in,  if  it 
were  desired  to  make  good  the  loss  due  to  a  lowering  of  the  surtax  income  rates  by 
some  tax  on  wealth  rather  than  on  consumption,  it  would  be  possible  to  raise  another 
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hundred  millions  from  an  increase  of  the  estate  tax.  For  the  rate  of  thia,  on  higher 
estates,  even  counting  in  all  our  State  inheritance  taxes,  is  as  we  have  seen  lower 
than  in  Great  Britain  and  much  lower  than  in  the  other  European  countrios.  Finally, 
if  it  seems  wise  not  to  overstrain  the  system  of  taxes  on  wealth  and  if  it  therefore 
becomes  desirable  to  raise  a  somewhat  greater  share  from  consumption,  we  could 
secure  another  one  hundred  millions  from  stamps  and  the  same  amount  fi'om  either 
gasoline  or  tobacco.  For  such  taxes  on  transactions  or  on  consumption  would  not  be 
open  to  the  administrative  and  ethical  objections  which  attach  to  a  tax  on  necessaries 
lilce  the  sales  tax. 

THE   ECONOMIC  CONSIDERATIONS. 

In  framing  any  revenue  system  we  must  bear  in  mind  two  fundamental  considera- 
tions— economic  and  ethical.  The  paramount  economic  consideration  is  to  interfere 
as  little  as  possible  with  the  creation  of  the  social  income.  To  maintain  the  social 
dividend,  it  is  necessary  to  refrain  from  killing  the  goose  that  lays  the  golden  eggs. 
Our  excess-profits  tax  is  open  to  this  objection.  A  reasonable  tax  on  personal  incomes, 
coupled  with  a  comparatively  light  tax  on  business  profits  ought  not  to  interfere  with 
the  possibility  of  turning  back  into  the  enterprise  an  adequate  share  of  business 
profits  and  thus  to  insure  the  steady  growth  of  capital  and  prosperity.  On  the  other 
hand,  an  exaggerated  tax  on  consumption  not  only  sins  against  a  cardinal  ethical 
postulate  by  imposing  a  greater  relative  burden  on  those  least  able  to  pay,  but  it  also 
runs  counter  to  the  interests  of  tlie  business  man  and  to  the  welfare  of  the  community 
as  a  whole  by  restricting  the  consumption  which  is  the  very  foundatdcn  of  all  pro- 
duction and  social  prosperity.  Especially  in  times  like  these  where  the  effort  of  the 
world  is  centered  upon  the  endeavor  to  restore  the  consuming  powers  of  the  com- 
munity to  the  prewar  standard,  any  revenue  svstem  which  is  calculated  to  curtail 
consumption  will  carry  with  it  its  own  nemesis  in  cutting  down  production.  Where 
there  is  no  demand  there  can  be  no  profitable  supply.  In  the  interests  of  the  business 
world  as  well  as  of  the  community  as  a  whole,  a  proper  balance  must  be  struck  between 
taxes  on  wealth  and  taxes  on  consumption;  and  in  the  scheme  of  consumption  taxes, 
care  must  be  taken  to  restrict  to  a  minimum  taxes  on  necessaries. 

CONCLUSION. 

If  Congress  will  observe  the  above  general  principles,  if  it  will  not  be  too  precipitate 
in  seeking  to  reduce  the  public  debt  in  times  of  depression,  and  if  it  will  bend  all  its 
energies  to  the  reduction  of  expenditures  for  purely  unproductive  purposes,  we  may 
look  forward  with  confidence  and  with  hopeful  anticipation  to  the  beginning  of  a  new 
era  in  our  fiscal  history. 


SPENDINGS  TAX. 

8TATEHBNT  OF  CHESTER  A.  JORDAN,  REPRESENTING  JORDAN  <fe 
JORDAN,  PUBLIC  ACCOUNTANTS,  OF  PORTLAND,  ME. 

Senator  McCumber.  Mr.  Jordan,  will  you  state  your  full  name  and 
whom  you  represent  ? 

Mr.  Jordan.  Chester  A.  Jordan,  of  Portland,  Me. ;  public  account- 
ant; representing  my  firm  of  Jordan  &  Jordan. 

Mr.  Chairman  and  Senators,  I  have  stated  that  I  am  a  public 
accountant.  I  should  prefer,  really,  to  feel  that  I  am  representing 
the  bookkeepers  of  the  country,  if  there  were  any  way  that  they 
could  be  so  represented — those  who  have  had  the  burden  in  great 
measure  of  undertaking  to  figure  out  the  income  and  excess-profits 
tax  returns  and  sending  them  mtothe  Treasury  Department  through- 
out the  years  in  which  those  taxes  have  been  in  operation. 

My  practice  was  founded  in  the  eighties  by  John  O.  Rice,  who  had 
served  during  the  Civil  War  in  an  accounting  capacity,  and  I  believe 
had  acquired  knowledge  at  that  period,  about  tne  close  of  the  Civil 
War,  when,  perhaps,  the  greatest  degree  of  efficiency  had  been 
attained.     He  taught  me  as  a  young  man  starting  in  under  him  about 
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20  years  ago,  before  there  were  any  income  taxes,  that  if  I  had 
worked  out  an  accounting  proposition  and  it  was  simple  I  was  likely 
to  be  right,  and  if  it  was  complicated  and  I  had  to  make  all  sorts  of 
forms  and  all  kinds  of  modifications  of  my  plans,  there  was  apt  to  be 
something  wrong  with  it. 

Since  these  income-tax  laws  have  come  into  effect  I,  as  has  been  the 
case  with  other  public  accountants  who  practiced  before  that  era, 
have  naturally  had  a  good  deal  of  this  tax  work  to  do,  until  I  think 
I  am  right  in  saying  that  I  have  become  somewhat  expert  in  so  far  as 
a  knowledge  of  the  intricacies  and  impossibilities  of  those  excess- 
profits  tax  and  income-tax  and  surtax  laws  is  concerned.  Before 
we  had  this  tax  work  I  was  perfectly  happy  with  a  good  accountancy 
practice  and  doing  constructive  work  in  helping  my  clients. 

Senator  Jones.  If  we  were  to  simplify  these  laws,  would  not  a  lot 
of  accountants  go  out  of  business  ? 

Mr.  Jordan.  I  think  a  lot  of  them  would.  I  am  very  sure  that  I 
would  not  go  out  of  business.  I  am  very  sure  that  there  is  a  great 
deal  more  good  sound  constructive  work  that  accountants  could  be 
paying  their  attention  to  for  the  benefit  of  the  country  now  than  ever 
Dei  ore. 

Senator  Jones.  Do  you  not  think  this  complex  law  gives  business 
to  accountants  and  lawyers  and  a  lot  of  other  people  who  ^^athout  it 
would  have  to  hunt  some  other  employment  ? 

Mr.  Jordan.  Before  this  law  came  into  effect  I  had  three  or  four 
men  in  my  employ.  Since  being  obliged  to  undertake  all  of  these 
problems  lor  my  clients  I  am  obliged  to  employ  seven  or  eight  men 
and  three  women.  Those  men  are  college  graduates  and  tney  are 
employed  about  six  months  of  the  year  on  tax  work,  I  believe  that  if 
the  tax  law  were  simplified  as  it  should  be  I  might  not  be  obliged  to 
employ  more  than  half  that  number. 

Senator  Jones.  That  gives  employment  to  the  people  at  a  time 
when  there  are  a  lot  of  people  out  oi  employment,  does  it  not  ? 

Mr.  Jordan.  That  is  about  all  the  good  that  can  be  said  of  it. 

Senator  Smoot.  I  wish  there  were  a  different  kind  of  employment. 

Mr.  Jordan.  I  do  not  doubt  that  you  have  been  worried,  as  all  the 
business  men  of  the  country  have,  by  discussion  of  the  iniquities, 
injustices,  and  complexities  of  the  income-tax  and  the  excess-profits 
tax  laws.  I  do  not  believe  there  is  anybody  on  earth  who  under- 
stands them. 

The  problems  of  depreciation,  of  invested  capital,  etc.,  and  of  what 
really  constitutes  profit.  Profit  has  always  been  the  most  diflScult 
thing  to  determine  in  accounting,  because  it  is  of  necessity  based  upon 
forecast  or  conjecture,  estimates  of  values  and  inventories,  etc. 

I  might  say  that  those  complexities  have  resulted  in  a  situation 
where  the  larger  taxpayers  are  at  a  very  great  advantage  over  the 
smaller  taxpayers  in  accomplishing  the  reduction  to  a  minimum  of 
their  tax  liability  to  the  Government.  They  are  in  a  position  to 
employ  men  on  salaries  or  on  a  percentage  basis,  men  who  have  had 
terms  in  the  Federal  employ  over  here  in  the  Treasury  Department 
$jxd  who  are  familiar  with  all  that  is  published  and  all  that  is  not 
published  concerning  the  developing  processes  within  the  department 
and  the  personalities  of  the  people  employed  there. 

The  complexities  and  iniquities  of  this  income  and  profits  tax  law, 
as  I  have  oDserved  its  workmgs  in  connection  with  my  service  to  my 
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clients,  has  stirred  me  to  attempt  to  think  of  some  plan  whereby  the 
whole  rotten  mess  could  be  sometime  swept  aside,  and  at  the  same 
time  all  of  this  useless  accounting  service  eliminated  and  the  field 
left  for  the  constructive  accountants  to  serve  the  purposes  which  they, 
I  know,  would  like  to  do.  I  believe  that  the  best  accountants  and 
the  best  lawyers  of  the  country  are  against  the  income  and  excess 
profits  law. 

In  endeavoring  to  find  a  solution  I  have  hit  upon  a  plan  which  I 
have  called  the  spendings  tax.  The  spendings  tax  would  do  away 
with  the  tax  exempt  securities  problem.  It  would  do  away  with  the 
situation  where  the  wealthy  invest  in  tax-exempt  securities  and 
thereby  avoid  paying  their  taxes,  which  results  in  the  necessity  which 
now  faces  the  Treasury  Department  of  raising  the  rates  on  the  middle- 
class  and  lower  incomes.  The  spendings  tax  is  the  only  tax  that  so 
far  has  been  thought  of,  I  believe,  which  would  remedy  that  situation. 

Senator  McCctmber.  You  admit,  of  course,  that  under  the  Con- 
stitution Congi'ess  has  not  authority  to  tax  the  income  arising  from 
State  bonds,  etc.  ? 

Mr.  Jordan.  Yes,  sir;  positively. 

Senator  McCumber.  You  could  not  tax  an  income  when  it  comes 
to  the  individual  ? 

Mr.  Jordan.  No,  sir. 

Senator  McCumber.  But  your  belief  is  that  you  would  not  violate 
the  law  if  it  taxed  it  provided  he  spent  it  ? 

Mr.  Jordan.  If  vou  taxed  his  expenditiu*e,  I  believe  that  would  not 
be  a  violation  of  the  law. 

Senator  McCumber.  You  can  not  tax  his  receipts  of  that  money, 
but  you  can  immediately  tax  it  if  he  spends  it  ?  JDo  you  think  that 
would  be  constitutional  i 

Mr.  Jordan.  I  have  submitted  that  to  minds  in  which  I  have 
greater  confidence  than  I  have  in  my  own  on  such  Questions,  and 
there  seems  to  be  no  doubt  that  it  is  proper  to  tax  spenaings  wherever 
the  money  is  received  from.  Money  has  no  earmark,  and  if  a  tax 
upon  expenditures  of  any  sort  or  a  tax  upon  sales  or  a  tax  upon 
purchases  is  constitutional,  it  would  seem  that  such  taxation,  whether 
money  were  received  from  tax-exempt  securities  or  otherwise,  would 
be  constitutional. 

Senator  McCumber.  You  have  a  publication  entitled  '^Spendings 
Tax,''  have  you  not? 

Mr.  Jordan.  Yes,  sir;  I  have. 

Senator  McCumber.  Would  you  mind  furnishing  25  copies  of  that 
publication  for  the  use  of  the  members  of  the  committee  ? 

Senator  Curtis.  You  have  mailed  one  to  each  member  of  the  com- 
mittee, have  you  not  ? 

Mr.  Jordan.  I  did  that  yesterday.  However,  I  have  20  copies  at 
my  hotel,  and  I  shall  be  glad  to  leave  them  with  Mr.  Stewart  to-day. 

Senator  McCumber.  'mank  you.  I  would  especially  like  to  be 
enlightened  upon  the  constitutionality  of  your  proposed  plan  as 
applied  to  the  spending  of  money  received  from  municipal  bonds  of 
the  States,  etc. 

Mr.  Jordan.  I  can  do  no  more  than  repeat  my  former  statement, 
that,  as  I  understand  it,  money  has  no  earmark,  and  whether  the 
yield  of  income  were  from  money  invested  in  real  estate  or  tax- 
exempt  securities,  it  is  sufi&ciently  remote  from  its  source  so  that 
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there  is  no  identity  with  that  source  that  would  result  in  any  possi- 
bility of  claim  that  it  could  be  picked  over  and  one  dollar  picked  out 
as  having  come  from  tax-exempt  securities  and  another  dollar  from 
another  source  and  the  taxes  differentiated  to  correspond. 

Senator  McCumber.  I  think  there  have  been  some  recent  deci- 
sions upon  the  questions  of  moneys  received  and  taxable  as  income 
when  received  from  the  export  of  goods  which  export  is  nontaxable. 
Possibly  that  might  throw  some  light  on  the  subject. 

Mr.  Jordan.  There  would  be  a  very  close  association  between  the 
source  of  the  yield  and  the  receipt  there. 

I  am  told  by  economists  that  the  tax  upon  the  spendings  of  the 
individual  for  living,  comfort,  luxuries,  pleasure,  etc.,  or  all  that  he 
benefits  by  under  the  protection  and  fostering  influence  of  Govern- 
ment, corresponds  with  the  income  tax  as  it  was  conceived  by  John 
Stewart  Mills  and  other  economists  of  past  generations;  that  the  in- 
come tax  as  they  conceived  it  finds  its  true  culminative  objective  in 
a  tax  on  what  the  individual  consumes  and  benefits  by,  that  is,  his 
spendings.  Therefore,  it  appears  that  the  spendings  tax  rests  upon 
an  entirely  sound  foundation  of  theory  and  is  merely  an  income  tax 
simplified  and  brought  into  accord  with  sound  theory  and  practice. 

I  have  had  the  good  fortune  to  have  the  very  generous  assistance 
of  one  whom  I  believe  to  be  the  greatest  living  economist  and  in  the 
greatest  position  of  practical  responsibility,  and  he  agrees  that  it  is 
sound  in  theory. 

Senator  Jones.  Who  is  he  ? 

Mr.  Jordan.  I  am  not  at  liberty  to  say.  I  do  not  doubt  that  he 
would  permit  me  to  do  so,  but  as  I  have  not  asked  him  for  such  per- 
mission I  would  prefer  not  to  give  his  name. 

The  spendings  tax  effects  all  that  the  advocates  of  the  sales  tax 
aim  at.  It  accomplishes  the  result  equitably.  It  is  also  a  luxury 
tax  because  it  is  very  plain  that  what  is  spent  in  excess  of  necessity 
must  include  the  luxuries. 

I  would  be  very  rash  to  offer  any  novel  tax  plan,  any  new  tax  plan, 
as  a  complete  and  immediate  substitute  for  the  present  tax  system. 
I  do  thiuK  that  the  spendings  tax  could  be  safely  made  an  imme- 
diate substitute  for  the  surtax  and  excess  profits  tax.  It  is  so 
similar  to  the  income  tax,  being  merely  a  tax  upon  income  set  ahead 
to  the  point  where  it  becomes  a  benefit  to  the  possessor,  that  the 
Treasury  Department  I  think  could  figure  quite  accurately  what  its 
yield  would  be  at  any  specified  rates. 

Senator  Jones.  The  tax  to  which  you  refer  you  think  would  be 
very  much  more  equitable  than  the  sales  tax,  do  you  not  ? 

Mr.  Jordan.  It  is  as  much  more  so  as  can  be  imagined.  It  is  the 
opposite  of  the  sales  tax  in  its  effect.  The  sales  tax  rests  more 
heavily  upon  the  poor  than  it  does  upon  the  rich,  because  it  is  per- 
fectly eviaent  that  especially  in  the  case  of  the  turnover  sales  tax,  for 
instance,  there  would  be  an  accumulation  of  tax  on  shoe  leather, 
whereas  in  the  case  of  the  tax  on  gasoline  burned  in  a  limousine  there 
would  be  only  two  taxes  or  less  as  it  is  taken  from  the  oil  fields 
through  the  great  corporations  to  the  consumer. 

Senator  McCumber.  I  suppose  you  have  discussed  in  your  pam- 
phlet this  feature  of  that  case:  Take  a  man,  we  will  say,  oi  ten 
thousand  to  twenty  thousand  dollars  income.  He  may  have  sick* 
ness  in  his  family;  he  may  have  necessary  expenses  that  woidd  take 
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that  full  ten  or  twenty  thousand  dollars  a  year  in  order  to  take  care 
of  sick  members  of  his  family.  He  would,  of  course,  have  to  spend  it. 
Would  you  make  no  exceptions  and  penalize  him  in  addition  oecause 
he  was  compelled  to  spena  money  for  such  purposes,  and  make  a  very 
much  heavier  tax  than  the  fellow  who  had  none  of  those  expenses  and 
who  could  save  his  money  ? 

Mr.  Jordan.  The  spendings  tax  I  beUeve  to  be  the  one  system 
Tinder  which  relief  could  be  granted  to  such  cases,  and  in  my  sketch 
of  the  provisions  of  the  law  I  have  provided— which  I  think  is  right 
and  just — that  sickness  bills,  nursing,  doctors,  and  death  bills,  as  well 
as  insurance  premiums,  donations,  etc.,  should  be  exempt. 

Senator  Jones.  As  compared  with  the  sales  tax  there  would  be  a 
tax  on  just  such  expenditures  as  Senator  McCumber  refers  to,  unless 
you  want  to  exempt  drugs  and  everything  that  goes  along  in  caring 
for  the  sick. 

Mr.  Jordan.  That  is  true  under  the  sales  tax  and  it  is  true  under 
the  income  and  excess-profits  taxes.  Continuously  there  are  things 
of  that  sort  that  need  correcting,  that  result  in  any  honest  advocate 
of  those  taxes  endeavoring  to  patch  something  else  onto  that  system 
to  bring  about  such  correction,  and  the  result  is  that  the  thing  is 
spreading  out  and  growmg. 

The  spendings  tax,  as  it  affects  only  the  spendings  of  the  individual, 
eflFects  tnat  desirable  object — the  exemption  of  savings  and  reinvested 
savings  from  taxation. 

I  have  mentioned  its  simplicity.  Every  accountant  and  business 
man  reaUzes  how  much  easier  it  is  to  figure  gross  receipts  or  gross 
expenses  than  it  is  to  figure  net  profits. 

Senator  Jones.  Would  you  apply  this  to  business  in  general  or  just 
to  individual  expenses  ? 

Mr.  Jordan.  It  would  absolutely  divorce  taxation  from  business, 
except  as  to  the  taxes  on  real  estate,  etc.  It  is  useless  to  tax  business; 
it  is  useless  to  tax  the  yield  for  money  at  interest.  It  is  paid  by  the 
Nation  or  its  people  in  the  long  run  and  it  simply  operates  to  make 
interest  rates  nigher. 

Senator  McCotiber.  Under  your  theory  if  a  person  had  an  income 
of  $100,000  and  he  invested  that  income  in  stock  of  an  industrial 
concern,  that  would  be  spending  $100,000,  would  it  not? 

Mr.  Jordan.  It  would  not,  sir.  That  money  would  be  invested 
in  the  service  of  the  public  and  he  would  not  have  it.  It  is  just  as 
though  he  left  money  in  a  business. 

Senator  McCumber.  I  wanted  to  ascertain  what  came  under  your 
definition  of  spendings.  Then,  there  is  another  feature  of  it  which, 
of  course,  you  have  probably  considered,  and  that  is  whether  or  not 
it  would  tend  to  such  a  degree  of  penurious  conduct  in  order  to  save 
taxes  as  would  withhold  considerable  monev  from  circulation  that 
would  tend  to  make  business.  These  thoughts  just  occur  to  me  as 
you  are  discussing  the  matter.     I  have  not  read  your  pamphlet. 

Mr.  Jordan.  Such  penurious  conduct  would  carry  its  own  penalty 
in  reduction  of  interest  rates.  If  sufficient  money  were  saved  rapidly 
because  of  the  penuriousness  of  all  of  us — and  I  would  risk  that  for 
a  little  while — it  would  suffer  its  own  penalty  by  reason  of  there 
being  a  greater  amoxmt  of  supply  capital  seekmg  the  demand,  and, 
therefore,  a  reduction  of  interest  rates.  You  can  not  penalize  the 
saving  of  money  and  putting  it  out  at  interest  in  any  other  way. 
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If  you  undertake  to  penalize  it  by  taxation,  you  are  simply  taking^ 
money  out  of  one  pocket  and  putting  it  in  another. 

Senator  McCumber.  Of  course,  if  I  should  be  the  happy  possessor 
of  $4,000  and  wanted  to  purchase  an  auto  and  there  were  an  expense^ 
tax,  a  spendings  tax,  as  you  call  it,  attached  to  it  of  $200  or  $300, 
it  might  induce  me  to  keep  that  money  in  my  pocket  or  in  the  bank 
where  it  would  be  drawing  a  little  interest  ratner  than  spending  it; 
but,  at  the  same  time,  the  auto  dealer  would  lose  one  customer  at 
least. 

Mr.  Jordan.  He  might  lose  a  present  customer,  but  if  the  spend- 
ings tax  had  been  in  operation  lor  a  niunber  of  years  there  would 
have  been  successors  to  many  persons  of  thrifty  life  habit  that  would 
be  spending  money  for  autos  now,  regardless  of  taxes. 

Senator  Jones.  It  would  not  be  any  more  a  deterrent  than  a  direct 
tax  on  the  sales  of  autos,  anyway,  would  it  ?  ^ 

Mr.  Jordan.  No,  sir. 

Senator  McCumber.  The  Senator  hangs  closely  to  that  sales  tax. 

Senator  Jones.  Mr.  Jordan,  does  your  plan  cover  an  expenditure 
for  improvements  ?  Suppose  a  man  has  a  house  and  wants  to  build 
a  parage.    Would  your  expenditure  tax  cover  that  case  ? 

Mr.  Jordan.  That  would  be  regarded  as  an  investment,  Senator. 

The  matter  of  real  estate,  I  thmk,  should  be  kept  separate  from 
the  spending  tax,  but  that  is  a  rather  long  story  that  I  shall  not 
take  your  time  on  now.  But  that  will  be  regarded  as  an  investment 
just  as  life  insurance  premiums,  I  think,  should  be  regarded  as  an 
mvestment. 

Senator  Jones.  A  great  many  people  regard  the  purchase  of  dia- 
monds as  an  investment. 

Mr.  Jordan.  That  would  not  be  so  considered,  I  think,  imder  the 
spendings  tax.  There  would  be  no  reason  for  it.  If  there  were  a. 
good  reason  for  it,  the  spendings  tax,  because  it  affects  each  individual, 
could  be  analyzed  reaaily  ana  a  remedy  could  be  made  for  it,  but  it. 
is  not  necessary. 

Senator  Jones.  I  read  your  pamphlet.  I  did  not  read  it  carefully, 
because  I  did  not  have  sufficient  time,  but  I  was  very  much  interested 
in  it. 

Mr.  Jordan.  I  thank  you.  There  reallv  is  not  much  more  for  me 
to  say  if  you  have  read  the  pamphlet,  but  perhaps  I  might  touch 
on  some  things  that  I  have  not  covered  there,  or  you  may  wish  to- 
ask  me  some  questions. 

Senator  Jones.  I  would  prefer  to  have  you  bring  out  the  points 
you  have  in  mind. 

Mr.  Jordan.  Your  questions  brought  out  the  matter  of  encouraging 
thrift.  I  can  not  tell  you  how  deeply  I  feel  that  that  encouragement 
of  thrift  is  of  the  greatest  possible  unportance  and  constitutes  one  of 
the  great  merits  of  the  spendings  tax. 

When  my  folks  were  going  to  sea  down  in  Portland,  as  tradition  has 
handed  down,  there  was  not  then  the  demand  for  capital  and  such 
varied  uses  as  there  is  to-day.  I  have  heard  it  said  that  a  young  man 
of  character,  if  he  were  diUgent  at  his  trade  or  whatever  it  happened 
to  be,  would  be  sought  out  by  people  who  had  money  to  invest,  and 
they  would  make  a  stake  on  his  character.  I  know  of  many  instances 
where  that  was  done.  I  think  to-day  where  there  is  so  much  greater 
use  for  capital  and  so  much  has  been  destroyed  by  the  war  that^ 
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perhaps,  we  are  suffering  from  an  undersupply  of  capital  seeking 
investment. 

Most  all  the  capital  that  would  be  really  hunting  for  opportunity  of 
investment  in  progressive  enterprise  is  drifting  into  tax-exempt 
securities,  and  men  who  might  better  be  watching  their  money  in  the 
hands  of  young  men  are  just  putting  it  into  these  securities  and  going 
to  Florida  for  pleasure  and  to  other  places  and  losing  their  interest  in 
Active  business. 

Senator  McCumber.  This  spendings  tax  has  never  been  put  into 
.operation  in  any  country  or  State,  so  far  as  you  know  1 

Mr.  Jordan.  I  am  told  bv  economists  that  it  is  entirely  novel;  but 
they  do  say  that  it  is  foresnadowed  by  the  thought  of  economists  in 
times  past.  They  had  practically  described  it,  but  had  not  made  any 
-definite  picture  oi  it. 

Senator  Jones.  Have  you  made  any  estimate  as  to  the  amount  of 
the  revenue  that  would  be  derived  from  your  plan  ? 

Mr.  Jordan.  I  feel  that  any  estimate  I  could  make  could  be  better 
made  by  the  Treasury  Department  and  could  be  easilv  made  if  they 
were  interested  in  the  subject,  that  really  it  is  perhaps  best  for  me  not 
to  try  to  guess.  But  I  tnink  you  could  raise  all  from  the  spendings 
tax  that  you  could  raise  from  any  tax,  because  almost  all  of  the 
money  that  is  earned  or  all  of  the  income  is  in  the  course  of  time 
spent.  Very  little  is  permanently  added  to  the  wealth  of  the  world. 
•Otherwise,  there  would  be  a  colossal  accumulation  of  wealth.  They 
say  that  three  hundred  billions  would  cover  the  valuation  of  real  estate 
and  everything  else  in  the  country,  and,  of  course,  if  there  were  many 
billions  saved  out  of  the  total  spendings  each  year — ^well,  there  would 
be  no  end  to  it. 

Senator  Jones.  It  would  certainly  be  a  great  help  to  the  com- 
mittee in  considering  your  plan  to  have  some  idea  as  to  the  amoxmt 
•of  revenue  it  would  probably  raise. 

Mr.  Jordan.  So  far  as  I  nave  been  able  to  gather  information,  I 
believe  that  the  annual  spendings  periiaps  amount  to  $50,000,000,000 
a  year. 

Senator  Jones.  That  would  be  my  guess  at  it  also,  about  that. 

Mr.  Jordan.  If  your  tax  were  graduated  so  that  it  averaged  a 
•certain  rate,  you  could  readily  deduce  the  amount  of  yield,  depend- 
ing upon  what  you  exempt,  of  course.  There  should  be  an  exemp- 
tion. My  belief  is  that  the  exemption  should  cover  bare  subsistence 
alone.  1  do  not  believe  that  any  real  American  desires  any  favors 
from  his  Goremment.  He  wants  to  pay  his  share.  I  believe  the 
exemption  should  be  no  more  than  the  necessary  amount  to  sup- 
port fife  without  charitable  aid. 

Senator  McCumber.  Then,  you  would  exempt  about  what  we 
now  exempt  under  the  income-tax  law  ? 

Mr.  Jordan.  I  think  that,  generally  speakin?,  a  man  if  he  should 
•confine  himself  to  the  coarsest  fare  and  the  cheapest  living  would 
get  along  on  less  than  the  present  income-tax  exemptions  amount 
to;  that  IS,  exemptions  of  $1,000  for  an  unmarried  man  and  $2,000  for 
a  married  man.  I  know  of  men  who  are  getting  along  on  less  than 
that. 

S^iator  Jones.  A  great  many  of  us  have  gotten  along  on  less. 

Mr.  Jordan.  I  have.  I  got  along  on  $4  a  week  when  I  started 
in  and  maintained  myself  in  New  York  City  when  prices  were  very 
much  lower,  of  course,  on  $10  a  week. 
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Senator  Dillingham.  Mr.  Jordan,  under  what  clause  or  amend- 
ment  of  the  Constitution  do  you  find  an  authorization  for  a  tax  of 
this  character  ? 

Mr.  Jordan.  I  am  not  an  attorney,  and  I  am  not  prepared  to 
say  more  than  that  I  have  taken  this  up  with  attorneys,  and  whereas 
they  have  not  informed  me  just  how  or  why  it  would  be  constitu- 
tional, I  have  heard  of  no  objections. 

Senator  Dillingham.  But  in  our  income  tax  we  have  to  amend 
our  Constitution  to  specifically  authorize  the  tax  on  incomes  from 
whatever  source  they  are  derived. 

Mr.  Jordan.  I  think  that  amendment  would  cover  a  spending* 
tax. 

Senator  Dilungham.  I  do  not  see  how  it  could.  That  amend- 
mont  specifically  mentions  income  tax  and  refers  to  the  source* 
from  which  it  is  derived,  but  in  no  way  does  it  authorize  a  layins: 
of  tax  upon  the  expenditures  of  individuals.  ^ 

Mr.  Jordan.  If  you  can  tax  ice-cream  cones,  you  can  tax  the 
total  spendings  of  an  individual. 

Senator  Dillingham.  What  I  am  trying  to  find  out  is  upon 
what  provision  of  the  Constitution  you  biSe  your  claim  that  this 
would  be  constitutional. 

Senator  Jones.  Mr.  Jordan  evidently  has  in  mind  that  it  would 
be  levied  as  excise  tax  just  the  same  as  we  levy  the  tax  upon  sales 
of  ice-cream  cones. 

Mr.  Jordan.  The  total  sales  to  the  individual  amount  exactly 
to  his  spendings.  If  you  can  tax  any  part  of  these  sales  to  the 
individual  you  can  tax  them  all. 

Senator  Dillingham.  It  would  have  to  come  under  that  if  at  all, 
I  think. 

Mr.  Jordan.  The  simplicity  of  the  spending  tax  as  contrasted 
to  the  present  forms  of  taxation  woulci  permit  of  distributing  the 
administrative  force  over  the  country,  and  permit  them  to  work 
in  cooperation  with  the  taxpayers  in  such  simple  Questions  as  would 
arise  under  a  spendings  tax,  instead  of  the  indiviaual  being  obliged 
to  depend  upon  private  assistance  or  travel  from  one  end  of  the 
country  to  come  down  here  to  Washington  to  work  out  his  prob- 
lems. 

The  spendings  tax,  because  it  would  be  paid  direct  in  money  and 
would  not  be  painless  taxation  as  compared  with  painful  taxation, 
would  bring  home  to  the  individual  the  real  effect  of  Government 
expenditure.  It  would  bring  him  closer  to  his  Government,  and  I 
thmk  that  is  a  very  desirably  thing  and  altogether  wholesome. 

There  would  be  evasions  of  a  spendings  tax,  but  I  have  worked 
out  simple  plans  that  would  enable  detectmg  the  major  part  of  those 
evasions  quite  readily. 

I  think  the  eminent  fairness  of  the  spendings  tax  as  affecting  the 
rich  and  the  poor  would  be  so  apparent  to  those  of  ordinary  intelli- 
gence as  to  greatly  offset  and  coimteract  the  trend  of  communistic 
and  radical  socialistic  thought. 

The  spendings  tax  law  could  be  made  effective  if  each  individual, 
excepting  dependent  persons,  who  would  be  reported  in  returns  of 
the  persons  upon  whom  they  depend,  should  answer  seven  questions. 
Those  questions  are  as  follows: 

What  is  your  name  ? 
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What  was  your  occupation  and  by  whom  were  you  last  employed 
prior  to  January  1  of  this  year  ? 

What  were  your  total  spendings  aside  from  business  or  investment 
but  not  includmg  spendings  taxes,  donations,  life  insurance  premiums,, 
doctors,  nursins  and  death  bills  ? 

Then,  I  shoiud  propose  that  further  questions  should  be  asked  to 
assist  the  department  in  checking  up  the  returns,  as  follows: 

State  the  names  and  residences  of  your  dependents.   ' 

State  the  names  and  time  employed  of  servants  employed  by  or 
for  you  or  your  family  and  dependents  during  all  or  any  portion  of 
the  year. 

State  the  make  and  present  value  of  automobiles  maintained  in 
whole  or  in  part  for  other  than  business  purposes  during  all  or  any 
portion  of  the  past  year. 

What  rent,  if  any,  did  you  pay  for  your  home  or  rooms  occupied 
permanently  or  temporarily  during  all  or  any  part  of  the  past  year  I 

What  is  the  total  value  of  the  home  or  homes  owned  and  perma- 
nently or  temporarily  occupied  by  yourself  and  dependents  during 
all  or  any  part  of  the  year  ? 

I  shall  not  take  your  time  to  describe  how  those  could  be  iised  by 
the  department  ofncials  in  determining  the  living-scale  positions  of 
individuals  regardless  of  what  they  might  report  as  their  spendings. 
If  such  living-scale  position  appearea  as  inconsistent,  then  there 
would  be  opportunity  for  the  revenue  oiBScial  to  undertake  the 
matter  of  checking  up  that  individual. 

Senator  Jones,  xou  would  not  estimate  the  rental  value  of  a. 
residence  which  is  owned  as  an  expenditure  ? 

Mr.  Jordan.  I  believe  the  revenue  to  Grovemment  from  real 
estate  ownership  should  come  through  the  present  simple  methods. 
of  direct  levy. 

Senator  Jones.  Well,  a  person  who  did  not  own  a  residence  would, 
have  to  pay  rent  i 

Mr.  Jordan.  Yes,  sir. 

Senator  Jones.  And  you  would  tax  him  on  that? 

Mr.  Jordan.  Yes,  sir. 

Senator  Jones.  But  a  man  who  owned  his  home  and  did  not  pay 
any  rent  would  escape  that  as  a  tax  on  expenditures  ? 

Mr.  Jordan.  No,  sir;  he  would  pay  the  tax  upon  every  bit  of 
expense  that  went  into  the  maintenance  of  that  home,  so  that  his 
tax  for  the  occupancy  of  his  own  property  should  approximate  that, 
of  the  rental  property,  except  the  amount  that  was  paid  as  profit 
to  the  landlora. 

Senator  McCuMBER.  In  other  words,  it  costs  about  as  much  to 
maintain  a  home  as  it  does  to  rent  one  ? 

Mr.  Jordan.  Yes:  excepting  the  profit  that  the  landlord  receives  . 
as  compensation  for  his  service  and  risk,  and,  therefore,  that  should 
not  be  exempted  from  the  spendings  tax. 

I  shall  sum  up  in  five  minutes  all  that  I  have  to  tax  your  patience 
with.  The  spendings  tax  simply  eliminates  the  harassmg  tax 
accounting  and  expert  accoimtancy  services,  leaving  accountants  free 
to  devote  their  talent  to  the  sadly  needed  solution  of  problems  of 
reconstruction.  There  is  a  little  personal  ambition  for  myself  here. 
It  absolutely  eliminates  the  tax-exempt  securities  problem.  It  is  a 
form  of  income  tax  toward  which  the  great  economists  have  been. 
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working.  It  may  be  considered  as  an  income  tax  which  ex^npts 
savings  but  taxes  the  spendthrift^  whether  his  spendings  are  from 
interest  or  principal  or  earnings.  It  accomplishes  all  mat  a  sales 
or  turnover  tax  could  accomplish^  but  places  the  burden  correctly 
and  in  greater  degree  upon  the  wealthy,  whereas  the  sales  tax  woula 
not  adjust  the  burden  of  taxation  correctly  or  justly. 

If  its  every  other  virtue  were  eliminated,  the  stimulation  of  thrift 
expected  from  it  would  warrant  its  adoption  at  this  time.  It  is  the 
only  effective  luxury  tax,  because  there  is  no  way  of  determining  what 
is  a  luxury  except  by  the  test  of  the  use  to  which  the  individual 
puts  it. 

Senator  Jones.  Have  you  made  any  suggestion  as  to  the  gradua- 
tion of  this  tax  ? 

Mr.  Jordan.  I  have  not.  I  feel  that  I  am  not  competent,  that  my 
filed  of  vision  is  not  broad  enough.  I  think  that  the  Treasury 
Department  and  you  gentlemen  are  in  a  much  better  position  to  do 
that  than  I. 

Senator  McCxjmber.  But  your  scheme  carried  with  it  the  idea  of  a 
graduated  spendings  tax  and  not  a  flat  tax,  did  it  not? 

Mr.  Jordan.  Yes,  sir.  I  am  going  to  venture  the  suggestion  that 
if  the  spendings  tax  has  appeided  to  you  who  have  me  responsi- 
bilities of  the  formulation  ot  new  measures,  it  would  be  well  to  enact 
it  so  that  it  would  be  effective,  not  this  year,  but  in  the  ensuing 
year  1922. 

In  closing,  I  would  say  that  I  have  had  no  support  of  a  financial 
nature  to  the  extent  of  one  penny  in  carrying  this  so  far  as  I  have. 
I  have  been  unable  to  obtain  publicity  for  it  through  publishers. 
Therefore,  I  have  printed  this  at  my  own  expense  and  nave  supplied 
them  to  the  Senators  and  to  the  Members  of  the  House  of  Represen- 
tatives. I  think  it  is  unfortunate  for  any  plan  of  taxation  to  be 
advocated  by  one  group  of  interests.  I  think  the  spendings  tax  as  I 
have  analyzed  it  and  have  discussed  it  with  practical  men,  such  as 
farmers,  barbers,  working  men,  financiers,  and  lawyers,  appealed  to 
all,  although  they  saw  that  it  affected  their  own pocketbooks  directly, 
that  it  would  have  a  direct  bearing  on  the  individual,  and  each  would 
]mow  how  much  he  had  to  pay.  That  seems  desirable  to  them.  All 
people  are  beginning  to  realize  that  concealed  taxation  is  not  a  good 
thing.  It  would  seem  to  me — and  I  offer  this  as  a  suggestion — ^that 
possibly  this  and  other  suggested  forms  of  taxation  that  appeal  to  the 
people  in  general  might  be  given  publicity,  if  the^^  are  of  mterest  and 
m  your  judgment  worth  while,  tnrough  the  medium  of  the  Depart- 
ments of  Agriculture,  Labor,  and  Commerce,  so  that  the  people 
(generally  could  be  informed  and  there  would  be  opportumty  of 
earning  their  opinions. 

Senator  MoCumber.  I  think  you  stated  that  the  spendings  in  Uie 
United  States  that  would  come  under  your  definition  of  spendings 
would  be  about  fifty  billion  dollars  a  year? 

Mr.  Jordan.  The  best  information  tnat  I  have  been  able  to  gather 
leads  me  to  form  that  opinion. 

Senator  McCumber.  That  would  include  spendings  by  everyone! 

Mr.  Jordan.  Yes,  sir. 

Senator  McCumber.  Suppose  you  exempted  $2,000  for  a  married 
man,  SI, 000  for  an  unmarried  man,  and,  say,  $200  for  each  child,  as 
under  the  present  law.    That  would  deduct  from  the  fifty  bilUon 
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about  how  mucli  upon  which  you  could  make  your  estimation  as  a 
basis  of  revenue  ? 

Mr.  Jordan.  The  present  income-tax  exemptions  from  dependents 
would,  I  think,  cut  it  in  half,  at  least. 

Senator  MoCumber.  That  would  leave,  then,  about  twenty-five 
billion  ? 

Mr.  Jordan.  It  would  leave  not  more  than  that.  I  think  that 
the  idea  of  exempting  independent  individuals  or  the  heads  of  families 
in  greater  amount  than  dependents  may  be  wrong,  I  think  the 
greater  exemption  should  be  for  the  dependents  and  less  for  the 
unmarried  inaividuals  or  those  without  responsibilitv  of  dependents. 

Senator  Jones.  Coidd  we  not  ascertam  that  for  all  practical 
purposes  by  finding  out  the  niunber  of  people  who  make  income 
tax  returns  under  the  present  law  ? 

Mr.  Jordan.  The  Treasury  Department,  I  am  informed,  could,  if 
they  felt  warranted  in  making  the  expenditure  for  the  investigation, 
supply  very  accurate  data  concerning  a  spendings  tax. 

Senator  MoCumber.  The  conmiittee  is  very  much  obliged  to  you, 
Mr.  Jordan. 

Senator  Jones.  I  would  like  to  say  to  you,  Mr.  Jordan,  that  I  was 
very  much  interested  in  reading  your  pamphlet.  I  did  not  have 
time  to  study  it  with  care,  but  I  was  certainly  attracted  with  the 
thought  that  you  presented,  and  I  think  it  is  worthy  of  careful 
consideration. 

Mr.  Jordan.  I  worry  about  obtaining  publicity  for  it.  Of  course, 
my  own  private  resources  will  go  but  a  very  little  way  in  pushing  it. 


INCOME  TAX. 

STATEMENT  OF  EDWABD  A.  BBAND,  BEPBESEKriKO  TAKNEBS* 
COUNCIL  OF  THE  UNITED  STATES  OF  AHEB.ICA. 

The  Chairman.  Mr.  Brand,  will  you  state  your  full  name  for  the 
record  ? 

Mr.  Brand.  Edward  A.  Brand. 

The  Chairman.  What  is  your  occupation  ? 

Mr.  Brand.  Secretary  of  the  Tanners*  Council  of  the  United  States 
of  America. 

The  Chairman.  You  reside  in  New  York  City  ? 

Mr.  Brand.  In  New  York  Citv. 

The  Chairman.  Are  you  in  the  tanning  business  yourself  ? 

Mr.  Brand.  No,  sir;  1  am  ndt. 

The  Chairman.  You  are  an  official  of  the  association  1 

Mr.  Brand.  Yes,  sir. 

The  Chairman.  What  is  your  position  ? 

Mr.  Brand.  Secretary. 

The  Chairman.  Do  you  desire  to  file  a  brief  with  the  committee  ? 

Mr.  Brand.  Yes,  Mr.  Chairman.  I  have  a  brief  that  relates  to 
net  and  inventory  loss  provisions  which  we  are  petitioning  you  to 
amend,  and  the  message  is  from  the  president  of  the  Tanners  Council. 

That  constitutes  all  I  have  to  say  or  all  we  have  to  say  on  the 
subject. 
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BRIEF  OF  EDWABD  A.  B&AITD,  BEPJEIESBNTIHO  TAVBBBS'  COTTHCXL  OF  TTBTTBD 

STATES  OF  AMERICA. 

New  York,  N.  Y.,  May  16,  19ti. 
Hon.  Boies  Penrose, 

Chairman  Committee  on  Finance, 

United  States  Senate,  Washington,  D.  C. 

Dear  Sir:  On  behalf  of  the  tanning  industry  of  the  United  States  we  respectfully 
urge  that  Congress  make  a  slight  amendment  to  sections  204, 214,  and  234  of  the  income 
and  excess-profits  tax  law  relating  to  net  losses.  These  sections  were  designed  to 
afford  relief  on  account  of  losses  in  business,  but  were  restricted  to  the  year  1918,  and 
consequently  Treasury  officials  have  had  no  authority  to  apply  this  principle  to  any 
other  year  or  period.  An  examination  of  the  sections  referred  to  snows  that  it  was 
clearly  the  intention  of  Congress  to  afford  taxpayers  relief  at  the  time  when  readjust- 
ment of  prices  actually  took  place,  and  to  enable  them  to  file  claims  in  abatement 
based  on  a  substantial  loss  sustained  by  them,  whether  actually  realized  by  sale  or 
other  disposition  of  this  merchandise,  resulting  from  a  general  net  loss  in  business  or  a 
material  reduction  in  value  of  inventory. 

As  is  well  known,  reduction  in  prices  did  not  occur  in  the  year  anticipated  by  Con- 
gress when  making  the  above-named  provision  in  the  tax  law,  but  started  in  a  ^neral 
readjustment  early  in  1920  and  has  continued  up  to  the  present  time.  Quantities  in 
inventories  at  the  close  of  1919  were  very  high — representing  the  highest  priced  raw 
material  and  manufacturing  cost.  With  sales  dropping  to  almost  nil  it  was  impossible 
to  liquidate  on  a  declining  market,  which  consequently  has  caused  severe  losses  in  in- 
dustry during  the  past  year.  For  example,  10  tanners  producing  calf  and  cattle  upper 
shoe  leather  sustained  losses  in  1920  amounting  to  about  $9,499,992  as  against  profits 
in  1919  of  about  $6,960,849;  five  glazed  kid  firms  suffered  losses  of  approximately 
$3,439,8^2  against  profits  of  the  preceding  year  of  about  $3,945,231;  and  five  sole- 
leather  tanners  lost  approximately  $734,883,  while  the  preceding  year's  profits  wer* 
about  $588,195. 

Heaver  taxes  were  accordingly  levied  and  paid  for  the  year  1919  on  paper  profits 
which,  m  the  final  analysis,  were  never  actually  received  by  the  taxpayer. 

We  therefore  earnestly  hope  that  Congress  will  amend  tne  law  in  question  bo  ihat 
its  original  intention  may  be  carried  out  and  relieve  taxpayers  in  a  serious  situation. 

Respectfully  submitted. 

Harry  I.  Thayer,  President, 

STATEMENT  OF  H.  ARCHIBALD  HABBIS,  BEPBE SEATING  Zin>IANA 
ASSOCIATION  OF  CERTIFIED  PUBLIC  ACCOUNTANTS  AND  THE 
HAMILTON  CLUB. 

The  Chairman.  You  reside  in  Chicago  ? 

Mr.  Habris.  Yes,  sir. 

The  Chairman.  Do  you  desire  to  speak  on  the  excess-profits  taxes 
on  corporations  ? 

Mr.  Harris.  Well,  on  corporation  taxes  in  general. 

The  Chairman.  What  is  vour  business  ? 

Mr.  Harris.  Certified  pubUc  accountant;  president  of  the  Indiana 
Association  of  Certified  rublic  Accountants,  who  have  asked  me  to 
represent  them;  counselor  on  Federal  taxation  and  accountancy  for 
probably  250  associations  of  commerce  and  industrial  bodies  in  the 
United  States,  among  them  the  Hamilton  Club,  and  associations 
strung  from  coast  to  coast  and  from  Canada  down  to  the  Gulf,  which 
have  asked  us  to  appear  on  various  matters. 

The  Chairman.  Do  you  represent  any  one  particular  association  I 

Mr.  Harris.  The  Indiana  Association  of  Certified  Public  Account- 
ants on  general  tax  matters,  and  the  Hamilton  Club,  with  reference 
to  the  deduction  by  corporations  of  charitable  gifts. 

The  Chairman.  The  Hamilton  Club  of  Chicago  ? 

Mr.  Harris.  Yes,  sir. 

The  Chairman.  I  thought  that  was  a  political  organization. 

Mr.  Harris.  It  is  a  civic  organization  also,  Senator,  which  is  inter- 
ested in  better  taxes. 
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The  Chaieman.  Go  on,  Mr.  Harris.   • 

Mr.  Harris.  I  have  a  brief  here  of  important  points  that  I  would 
like  to  file  with  the  committee,  and  there  are  copies  of  it  if  you  would 
care  to  have  them. 

The  Chairman.  If  you  will  leave  a  number  of  copies  with  the  clerk 
of  the  committee  they  will  be  distributed. 

Mr.  Harris.  I  will  be  very  glad  to.  If  you  care  to  have  me,  I  am 
going  to  make  comments  on  this  as  I  go  along. 

The  Chairman.  Are  you  going  to  read  a  paper  ? 

Mr.  Harris.  No,  sir.  I  am  going  to  make  comments  on  it  as  I  go 
along. 

The  first  recommendation  that  I  have  to  offer  is  that  section  214  of 
the  revenue  act  of  1918  be  amended  to  include  contributions  and 
gifts  by  individuals  to  certain  associations  in  addition  to  those  already 
provided  by  law. 

In  that  I  think  we  should  include  patriotic  and  memorial  purposes 
of  chambers  of  commerce  and  civic  bodies,  in  addition  to  those  that 
have  already  been  stipulated. 

The  same  thing  should  be  done  as  to  corporations.  Corporations 
are  not  allowed  to  deduct  anything  for  contributions. 

I  want  to  say  to  the  committee  right  now  that  there  are  several 
thorns  that  are  in  the  sides  of  the  taxpaying  public.  They  are  minor 
and  do  not  amount  to  a  great  deal,  but  if  those  little  thorns  are  re* 
moved  or  extracted  there  will  be  less  opposition  to  the  present 
methods  of  taxation 

The  Chairman.  I  want  to  tell  you  right  here  that  gifts  by  corpora- 
tions led  to  the  gravest  abuses  and  frequently  to  scandlals,  and  the 
committee  deliberately  declined  to  exempt  gifts  from  corporations 
for  that  reason. 

Mr.  Harris.  I  appreciate  that,  Senator. 

The  Chairman.  And  I  doubt  very  much  whether  Congress  could 
ever  be  induced  to  permit  them  to  be  tax-free. 

I  wish  you  would  explain  to  this  committee  why  a  copper  company, 
for  instance 

Mr.  Harris.  What  kind  of  a  company,  Senator  ? 

The  Chairman.  Anv  industrial  concern;  an  automobile  company, 
for  instance.  Why  snould  the  board  of  directors  of  that  company 
make  a  contribution  to  the  starving  people  of  Poland,  for  instance, 
or  of  Hungary  ?  I  do  not  pick  out  those  nationalities  in  an  invidious 
sense,  miat  right  have  they  to  use  my  money  or  your  money  in- 
vested in  the  corporation  for  purposes  that,  in  the  estimation  of 
twelve  men,  arejinilanthropic  ? 

Mr.  Harris.  Gentlemen,  there  is  a  condition  back  of  all  this  that 
I  think  is  necessary.  The  Middletowii  Association  of  Commerce, 
representing  about  20,000  people  in  the  city  of  Middletown,  raised 
$1,000,000  lor  a  civic  fund.  Any  corporation  that  refused  to  con- 
tribute to  that  fund  would  be  ostracised.  If  there  had  been  a  shoe 
store  or  a  clothing  store,  for  instance,  that  did  not  contribute,  I  pre- 
sume that  not  a  person  in  Middletown  would  go  inside  the  doors  of 
that  store. 

Hie  Chairman.  The  answer  to  that  is  that  the  stockholders  can 
contribute  individually.     They  have  that  right. 

Mr.  Harris.  How  about  a  large  corporation  such  as  the  American 
T.  &  T.  that  have  about  140,000  stockholders  ? 
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The  Chairman.  I  am  only  telling  you  before  you  go  along- 


Mr.  Harris.  I  appreciate  that;  I  know  just  exactly  what  the 
reason  was.  I  was  in  the  revenue  service  in  Washington  and  also  in 
Chicago.  I  was  the  only  certified  public  accountant  in  the  division 
here  and  in  the  division  in  Chicago  and  I  know  this  great  discom- 
fiture which  causes  a  great  deal  oi  antagonism  toward  the  law  with 
reference  to  these  donations.  They  pay  a  tax  upon  a  gift.  A  dona- 
tion to  a  policemen's  benefit  is  a  business  expense.  You  have  tojrive 
it.  A  man  comes  into  your  office,  or  a  woman  comes  into  your  office, 
and  you  have  to  give  them  $5  or  $10  or  $25.  If  you  do  not  you  are 
discriminated  agamst  by  those  people.  You  have  to  give  it.  It  is  a 
necessary  expense. 

I  suggest  and  I  recommend  that  that  matter  be  seriously  considered. 

I  recommend  that  you  allow  deductions  the  same  as  on  individuals, 
up  to  10  per  cent  on  corporation  incomes. 

Take  the  flood  conditions.  It  was  considered  a  necessary  expense 
to  contribute  in  that  case;  and  then  they  were  not  allowed  to  deduct 
that,  and  it  was  put  back  into  their  income  and  a  tax  paid  upon  it. 

The  same  with  the  Salvation  Army  in  Chicago  and  the  Young  Men's 
Christian  Association.  I  give  in  my  brief  a  list  of  corporations  who 
contributed  to  our  association  during  the  war  work  campaign. 

Senator  Simmons.  If  the  witness  will  pardon  me,  I  think  the  com- 
mittee gets  his  point  and  I  suggest  that  he  go  on  to  the  enumeration 
of  some  other  objection. 

Mr.  Harris.  All  right. 

Senator  Simmons.  Some  of  us  can  not  remain  and  hear  you  indefi- 
nitely, and  we  want  to  get  the  substance  of  what  you  have  to  say 
without  any  elaboration  or  argument.    We  get  your  point. 

Mr.  Harris.  I  want  to  bring  out  just  one  pomt,  and  that  is  that 
the  Salvation  Army  says  that  corporations  have  fallen  off  in  their 
contributions  to  this  organization  from  600  to  2,000  per  cent  since 
the  year  1918. 

I  have  another  recommendation,  and  that  is  that  section  204  of 
the  revenue  act  of  1918  be  amended  to  extend  to  any  taxable  year 
beginning  on  or  after  February  1,  1919,  but  that  the  net  loss  be  always 
carried  forward,  never  backward.  That  is,  if  a  corporation  has  lost 
this  year  it  can  take  that  loss  and  offset  the  profit  of  the  following 
year,  so  that  if  the  corporation  is  not  earning  and  the  capital  stock 
IS  impaired  the  loss  can  be  offset  against  subsequent  pront  and  the 
capital  restored  before  there  is  any  tax.  Otherwise  you  are  taxing 
the  capital  of  your  organization  and  your  tax  is  solely  upon  income. 

Senator  Simmons.  In  other  words,  you  mean  that  if  you  sustain 
a  loss  one  year  and  it  is  not  taken  up  that  year  you  should  pay  no 
more  tax  until  it  is  taken  up  ? 

Mr.  Harris.  Not  exactly.  Senator;  No.  Limit  that  to  two  years. 
Deduct  it  only  for  the  next  two  years.  You  can  not  have  an  indefinite 
deduction,  but  allow  the  corporation  two  years  in  which  to  make 
that  loss  good. 

Senator  Simmons.  I  think  I  understand  it. 

Mr.  Harris.  The  next  recommendation  is  that  corporate  dividends 
be  exempted  from  surtax  in  the  hands  of  the  recipient  shareholders. 

Senator  Simmons.  Corporate  dividends? 

Mr.  Harris.  Be  exempted  from  surtax  in  the  hands  of  the  recipient 
shareholders. 
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I  underBtand  that  there  has  been  presented  in  the  House  a  bill  which 
will  result  in  an  amendment  to  the  Constitution  which  will  make  the 
States  give  up  their  sovereign  rights  and  allow  their  securities  to  be 
taxed.  I  do  not  think  it  wul  ever  go  through,  and  the  only  thing  is 
to  make  your  tax-free  securities  in  some  way  negligible  and  unde- 
sirable. The  average  business  man  to-day,  when  ne  begins  to  draw 
heavily  on  his  income  from  dividends  and  other  sources,  gets  tired  of 
paying  a  heavy  tax  and  he  withdraws  from  business.  Successful 
men  are  withdrawing  from  business,  and  we  need  them  in  the  financial 
and  industrial  world  to-dav. 

If  jou  will  withdraw  tne  tax  on  dividends  in  the  hands  of  the 
recipients — ^in  other  words,  if  you  will  put  a  heavier  tax  upon  the 
corporation,  upon  the  net  income  of  the  corporation — and  allow  the 
dividends  when  they  are  received  by  the  recipients  to  be  tax  free,  a 
larger  part  of  those  dividends  fall  into  the  hands  of  people  that  are 
exempt  entirely.  They  practically  fall  into  the  hanas  oi  thousands 
that  do  not  pay  very  much  surtax,  so  that  when  you  get  through 
there  is  not  very  much  that  result^  in  the  way  of  revenue  to  tne 
Government. 

There  are  a  great  many  close  corporations.  The  majority  of  them 
are  close  corporations.  You  will  find  that  a  man's  main  objection  is, 
''I  do  not  like  to  pay  these  Qovemment  taxes  and  then  turn  around 
and  pay  a  tax  when!  get  dividends  from  that  corporation.  I  do  not 
believe  in  that  kind  oi  taxation.'' 

That  is  what  the  average  man  says.  If  you  will  relieve  that  tax 
on  the  dividends  and  increase  it  on  the  corporation,  the  tendency 
will  be  to  revert  into  the  common  stock  or  the  active  capital  of  the 
business  and  you  will  not  need  to  pass  any  amendment  to  the  Con- 
stitution. A  man  is  perfectly  willing  to  pay  an  additional  tax  on  the 
corporation,  but  he  aoes  not  like  this  reaction  on  his  own  personal 
income. 

Senator  Watson.  We  understand  that. 

Mr.  Hakbis.  I  recommend  that  the  law  should  specifically  provide 
that,  for  the  purpose  of  computing  invested  capital,  depreciation 
should  be  charged  off  ratably  from  the  date  of  acquisition  of  the 
assets. 

This  is  recommendation  No.  6.  There  is  a  provision  in  the  regula- 
tions that  provides  for  the  manner  in  whicn  depreciation  shall  be 
computed,  but  there  is  nothing  in  the  law  that  requires  it.  I  pre- 
sume that  there  are  98  per  cent  of  our  corporate  returns  filed  that 
are  erroneous.  I  made  that  statement  in  a  speech  not  long  ago  before 
a  certain  association  of  commerce,  and  a  man  said,  ^^  I  object  to  that." 
I  said,  *'  Why  ? ''  He  said, ''  I  was  two  years  in  the  bureau  and  I  never 
found  a  return  correct.'' 

If  100  per  cent  are  erroneous,  I  believe  there  are  75  per  cent  that 
are  erroneous  because  of  depreciation.  There  is  nothing  in  the  law 
that  tells  a  man  how  to  figure  his  depreciation,  and  he  has  never 
accrued  it. 

Therefore  I  think  that  the  law  should  set  it  out  clearly  just  how  to 
figure  it  out,  and  embody  a  provision  in  the  law  that  it  should  be 
figured  from  the  date  of  acauisition  of  the  assets. 

Senator  Watson.  Does  that  make  very  much  difference  ? 

Mr.  Harris.  It  is  the  practice  of  the  department.  The  depart- 
ment is  working  on  that.     They  are  correcting  every  return  that 
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comes  in  to  them.  The  average  man  has  not  figured  that.  When 
you  come  back  and  ask  for  an  additional  assessment  he  goes  straight 
up  in  the  air  and  says,  *'  Where  do  you  find  it  in  the  law'^?  He  says, 
''What  am  I  going  to  do  ?  If  they  tell  me  how  they  want  it,  I  am 
willing  to  do  it,  but,  great  heavens,  I  do  not  know  hoV  to  do  it."  If 
you  make  an  amenoment  to  that  effect  you  are  going  to  eliminate 
one  of  the  greatest  objections  there  is  to  the  tax  conditions  to-day, 
because  I  maintain  that  75  per  cent  of  the  erroneous  corporation 
returns  are  due  entirely  to  depreciation. 

The  courts  have  ruled  on  it  in  that  manner,  the  department  is 
basing  its  returns  in  that  manner,  and  the  accountants  are  agreed 
on  it,  but  still  it  has  never  been  in  the  law.  The  law  is  90  per  cent 
administration,  anyway. 

Senator  Watson.  Yes;  you  are  right  about  that. 

Mr.  Harris.  I  recommend  that  the  prohibition  enforcement  divi- 
sion be  taken  from  the  Internal  Revenue  Bureau. 

Senator  Watson.  What  difference  does  that  make  on  a  questicm 
of  taxation  ? 

Mr.  Harris.  It  is  taking  the  time  of  the  commissioner  from  his- 
duty  in  administeringthe  other  portions  of  the  law 

Senator  Watson.  We  are  all  in  favor  of  that. 

Mr.  Harris.  That  is  very  good. 

Senator  Watson.  So  far  as  the  tax  is  concerned  I  do  not  think  it 
makes  any  difference. 

Mr.  Harris.  I  recommend  that  the  law  be  specific  in  taxing  the 
dues  and  fees  of  clubs  and  societies,  and  that  the  amount  oi  anj 
money  paid  by  the  members  of  any  such  organization  for  permanent 
improvements  should  not  be  taxed,  because  of  its  nature  as  a  capital 
expenditure. 

Gentlemen,  how  many  of  you  belong  to  clubs  that  have  put  in  a 
new  golf  link  or  made  any  other  permanent  improvement  and 
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cent  for  a  tax  upon  that  due?  That  is  administration.  It  is  not 
in  the  law.     The  department  has  administered  it  in  that  manner. 

What  I  am  saying  is  this,  that  the  Hamilton  Club,  or  a  dozen  other 
clubs  around  Chicago,  have  all  been  in  that  same  category. 

I  know  of  one  or  two  clubs  that  have  never  assessed  that  10  per 
cent  tax,  and  now  they  have  got  to  go  back  and  pay  it.  Some  of 
them  have  sold  their  holdings  in  the  meantime. 

There  should  be  something  in  the  law  to  exempt  a  capital  expendi- 
ture, because  the  income  tax  is  not  based  on  capital  but  on  income; 
and  for  permanent  improvements,  whether  there  are  additional  assess- 
ments or  dues  in  the  nature  of  an  assessment  of  the  members,  it  does 
not  make  any  difference,  it  is  capital  and  should  be  exempted.  It  is 
a  capital  expenditure. 

Is  there  anything  that  you  want  to  ask  ? 

Senator  Watson.  No.  I  see  that  your  recommendation  No.  5  is 
against  the  repeal  of  the  excess-profits  tax.  I  wish  you  would  give 
your  reasons  why  the  excess-profits  tax  should  not  be  repemed. 
That  seems  to  me  to  be  the  most  important  of  your  propositions  as 
they  are  laid  down  in  vour  book. 

Mr.  Harris.  I  think  one  of  the  most  important  is  that  dividend 
situation,  too.  Senator. 

The  excess-profits  tax,  I  believe  to  be  perfectly  fair  and  just,  and 
I  think  that  the  excess-profits  tax  is  going  to  cfie  out.     It  is  going 
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to  become  smaller  and  smaller.  The  excess-profits  tax  of  the 
ordinary  corporation  is  dwindling,  because  the  corporation  is  build- 
ing up  its  investment,  and  it  is  building  up  its  investment  no  matter 
how  it  increases  its  earnings.  The  excess-profits  tax  is  not  going 
to  be  of  much  value.  It  is  going  to  be  more  and  more  negligible, 
as  to  the  older  corporations.  I  say,  pay  an  excess  tax  basedon  the 
privil^e  and  the  support  and  the  protection  that  is  given  them  by 
their  Sovemment,  and  pay  in  proportion  to  their  excess  earnings. 
I  am  a  firm  supporter  of  tne  excess-profits  tax. 

Senator  Watson.  What  advantage  is  it  if  it  is  not  going  to  pro- 
vide any  revenue  ?    You  say  we  wifl  not  get  any  revenue  from  it. 

Mr.  Harris.  We  are  going  to  get  the  revenue  from  the  newer 
corporations.  From  the  old  ones  you  will  not.  For  the  next  two 
years  you  can  get  more  revenue  than  out  of  a  sales  tax,  and  that 
is  by  going  down  to  the  Bureau  of  Internal  Revenue  and  getting 
those  returns  adjusted,  audited,  and  passed.  There  are  to-day  in 
the  bureau  here  over  4,000,000  1918  returns  upon  which  the  bureau 
is  assessing  about  $50,000,000  a  month,  or  will  assess  that  when  they 
strike  the  1918  returns.  In  three  years  you  are  going  to  collect  be- 
tween $2,300,000,000  and  $3,300,000,000  over  and  above  the  amount 
originally  paid.  If  you  increase  the  force,  ^ve  them  an  appropria- 
tion to  let  them  get  those  returns  out  of  their  system  and  get  them 
through  with,  you  are  going  to  bring  that  money  right  bacK  in  and 
at  a  lower  cost  of  operation  than  if  you  string  it  out.  By  so  doing 
you  are  also  going  to  relieve  the  credit  situation  of  the  country. 

There  is  not  a  Bank  that  wiU  to-day  loan  money  and  there  is  not 
a  large  credit  company  that  will  loan  credit  unless  there  is  some- 
thing done  to  estimate  the  Federal  taxes  for  1918,  1919,  and  1920. 
When  they  do  that  it  means  that  they  must  go  back  andpay  large 
fees  to  get  those  cases  adjusted.  The  bankers  tell  me,  ^' We  do  not 
know  where  we  stand  to-day,  and  when  we  loan  money  we  do  not 
know  whether  we  are  loaning  it  on  a  bankruptcy  or  not,  because 
the  1918,  1919,  and  1920  returns  have  not  yet  been  reviewed.'' 

Senator  Watson.  We  understand  that  thoroughly.  What  I  am 
trying  to  get  at  is,  what  has  that  got  to  do  with  the  excess-profits  tax  ? 

Mr.  Harris.  It  has  this,  that  they  are  talking  about  sales  tax,  un- 
restricted earnings  tax,  and  other  taxes  to  take  the  place  of  excess 
profits.  If  you  will  allow  the  excess-profits  tax  to  remain  as  it  is  and 
put  in  the  department  more  money  to  collect  the  tax,  you  are  going 
to  make  up  tne  deficit  right  there  for  the  next  two  years;  and  then 
by  that  time  let  us  hope  that  the  Government's  expenditures  wiU 
drop  a  little  bit,  so  that  the  excess-profits  tax  as  then  administered, 
as  now  on  the  books,  will  go  ahead  and  provide  sufficient  revenue  to 
run  the  Government. 

Senator  McCumbbr.  What  have  you  to  say  with  reference  to  the 
inducement  of  a  new  corporation  to  enter  into  business,  which  is 
always  uncertain  where  anything  above  15  per  cent  of  profit  will  be 
excessively  taxed?  Will  it  tend  to  induce  people  to  go  into  new 
business  ii  you  retain  this  excess-profits  tax,  or  wul  it  exclude  a  great 
many  that  otherwise  would  take  the  chance  ? 

Mr.  Harris.  Senator,  it  is  not  a  question  of  chance;  it  is  a  question 
of  necessity,  and  a  question  of  continuing  and  working  that  out  in 
practice.  A  man  came  into  my  office  the  other  day  and  said,  ''Mr. 
Harris,  I  have  a  problem  now.  Shall  I  incorporate  my  partnership 
or  let  it  remain  as  it  is  ? "     I  said,  ''  What  are  your  conditions  ? "     He 
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said,  ''We  are  making  $160,000  a  year  on  about  $60,000  investment. 
But,  here  is  my  condition:  If  I  pay  that  money  out  and  am  taxed 
upon  it  as  a  partnership,  I  am  gomg  to  be  taxed  heavier  than  if  I  am 
taxed  as  a  corporation,  because  I  want  to  accumulate  my  money  in 
that  business. 

Senator  McCumber.  I  do  not  beheve  you  imderstood  at  least  the 
purport  of  my  question.  It  is  not  a  question  of  a  business  in  existence 
already,  whether  it  be  a  partnership  or  otherwise.  But  here  I  am 
contemplating  going  into  business.  I  have  my  entire  capital  in  that 
business.  I  may  make  quite  a  little  above  the  8  per  cent;  I  may  lose; 
and  unless  there  is  an  inducement  to  make  more  than  the  8  per  cent, 
I  would  never  think  of  going  into  that  business  at  all.  You  say  there 
is  no  element  of  chance.  But  it  is  a  chance  of  placing  my  entire  capi- 
tal that  I  invest  as  against  a  possibilitv  of  entire  loss  or  against  makmg 
the  promise  of  at  least  making  more  than  the  8  per  cent.  What  effect 
would  it  have  upon  new  busmess,  upon  people  who  want  to  go  into 
business  in  retaining  this  excess-pronts  tax  ? 

Mr.  Harris.  I  can  not  see  that  it  makes  a  bit  of  difference,  if  a  man 
is  going  into  business  and  the  opportunities  are  there,  the  excess- 
profits  tax  gives  you  the  privilege  of  fair  return  upon  the  capital  in- 
vested; and  with  that  in  view  he  knows  that  the  amount  ot  money 
he  makes  over  and  above  that  is  taxed  at  a  graduated  rate,  not  a  rate 
that  is  taking  everything,  but  simply  a  graduated  rate  that  is  based 
on  the  difference,  and  I  can  not  see  that  it  will  make  a  bit  of  difference. 

I  have  had  that  put  before  me  several  times  in  just  about  that  way, 
and  men  will  say.  Shall  we  go  into  a  partnership,  or  shall  we  go  into 
a  corporation"?  I  have  replied,  '*If  you  are  going  to  retain  jrour 
money  in  the  corporation  to  build  up  capital,  go  into  a  corporation ; 
if  you  are  going  to  distribute  your  earnings  to  a  great  extent,  go  into 
a  partnersnip.  But  it  is  not  going  to  have  any  retarding  effect  upon 
business  in  general,  and  none  upon  business  embarking. 

Senator  McCumber.  Of  course,  if  it  was  true  that  any  person 
contemplating  organizing  a  business  would  be  assured  he  would 
make  8  per  cwit,  it  would  not  make  any  difference.  But  when  he 
places  the  possibility  of  loss  of  his  capital  entirely,  and  his  placing 
it  against  a  possibility  also  of  a  gain  much  in  excess  of  8  per  cent, 
that  is  a  real  question  that  confronts  the  average  man  when  he  goes 
into  business,  it  seems  to  me. 

Mr.  Harris.  The  average  man  will  tell  you.  Senator,  when  he 
contemplates  entering  business,  ^*If  I  can  make  enough  to  pay 
excess-profits  tax  I  am  tickled  to  death,  and  I  will  go  ahead  and  do 
it";  and  that  is  the  idea  of  the  average  man  to-day,  and  I  want  to 
tell  this  committee,  too,  that  as  far  as  the  idea  of  handing  down  to 
excess  profits  is  concerned,  I  have  never  known  where  it  could  be 
handed  down,  except  in  one  or  two  instances,  in  all  the  experience 
we  have  had.  And  your  sales  tax,  I  am  afraid,  is  going  to  be  handed 
down,  and  I  do  not  believe  in  takiag  the  taxes  off  of  a  corporation 
where  the  excess  earnings  are  taxed  and  pulling  that  off  and  dis- 
tributing it  over  to  individuals  and  corporations  to-day,  and  making 
the  individual  pay  more  than  he  is  already  paying. 

Senator  McCumber.  You  do  not  think  there  is  anything  in  the 
proposition  which  has  been  put  up  to  us  by  several  witnesses  and 
those  claiming  to  be  competent  to  testify,  that  the  excess-profits 
taxes  are  handed  down  to  us  and  pyramided  until  they  add  about 
20  or  23  per  cent  1 
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Mr.  Harris.  If  they  could;  why  does  a  concern  like  Sears-Roebuck 
make  a  loss.  If  they  could  have  recovered  excess  profits  they  would 
not  have  made  a  loss,  and  other  concerns  are  m  that  same  condition. 
You  will  find  the  average  man  will  tell  you,  *^I  do  not  know  what 
the  taxes  are  ^oing  to  be.  But  I  am  goin^  to  figure  on  it  and  I  am 
^oing  to  set  aside  a  half  million  dollars  ana  let  it  go  at  that^  because 
m  many  an  industry  they  can  only  get  so  much  for  their  goods,  and 
it  is  a  case  of  sale  and  producing  for  that  sale,  and  it  is  not  a  question 
of  price,  excent  in  a  monopoly,  and  there  they  are  goinc  to  put  the 
price  on,  whether  it  is  the  excess-profits  or  sale  tax.  I  do,  however, 
want  to  voice  the  objection  and  my  protest  about  imdistributed 
earnings  tax  on  corporations,  because  I  do  think  that  that  will  put 
a  peniuty  on  conservatism;  and  I  believe  you  know  what  I  mean — 
the  undistributed  earnings  ? 

8TATEMBNT  OF  FBANX  E.  SEIBHAN,  OF  SBIDHAK  A  SBIDMAN, 
OEBTXFIBD  PTJBLIC  ACCOUNTANTS  AND  TAX  EXPERTS,  OF 
NEW  YOBK,  CHICAQO,  WASHINGTON,  AND  GBAND  BAPIDS. 

Mr.  Seidman.  I  am  a  certified  public  accountant  of  New  York  and 
Michigan. 

Senator  McCumber.  And  you  want  to  discuss  the  tax  on  undis- 
tributed earnings  of  corporations  particularly  ? 

Mr.  Seidman.  Yes,  sir. 

Senator  McCumber.  Very  well,  the  committee  will  be  very  glad  to 
hear  you. 

Mr.  Seidman.  It  is  becoming  apparent  that  sentiment  is  definitely 
against  the  continuation  of  the  excess-profits  tax.  President  Harding, 
Secretary  Mellon,  and  many  of  the  leaders  of  the  Senate  and  House 
have  publicly  announced  their  attitude  in  this  respect.  I  will  not 
at  present  hold  a  brief  for  or  against  the  excess-profits  tax,  but  I  will 
assume  in  the  coui'se  of  my  discussion  that  the  excess- profits  tax  will 
be  eliminated. 

One  of  the  main  objections  to  the  excess-profits  tax  law  is  the  arti- 
ficial method  used  in  taxing  different  forms  of  organizations.  The 
{present  law  taxes  one  form  of  organization  on  one  basis  and  another 
orm  on  another  basis;  as  a  result,  two  business  institutions  may  have 
the  same  profit  for  a  year,  the  same  capital  invested  for  a  year,  and 
yet  one  may  be  taxed  ten  times  as  much  as  the  other,  just  because  one 
IS  organizea  as  a  corporation  and  the  other  is  organized  as  a  partner- 
ship or  as  an  individual.  This  inequity  is  largely  brought  anout  by 
the  fact  that  the  individual  as  a  taxable  unit  is  not  definitely  estab- 
lished. 

The  present  law  taxes,  in  cases  of  individuals  and  partnerships, 
the  individual  as  a  unit,  whereas  in  the  case  of  corporations,  which 
are  nothing  but  an  aggregation  or  association  of  individuals,  it  taxes 
the  business  as  a  imit.  It  is  obvioua.  that  no  matter  under  what 
form  business  is  carried  on  it  is  the  individual  and  not  the  business 
that  makes  the  profit  or  the  loss.  While  a  corporation  consisting  of 
a  thousand  stocldiolders  may  make  a  million  dollars  in  profit,  the 
corporation,  as  such,  makes  nothing  for  itself,  but  all  of  its  earnings 
go  directly  or  indirectly  to  its  owners.  If,  therefore,  we  desire  to 
get  the  most  equitable  results  in  the  prospective  taxation  program, 
it  is  my  opinion  that  the  individual  should  throughout  be  the  taxable 
unit.  It  is  only  in  this  way  that  we  will  overcome  the  one  great 
inequality  of  the  present  revenue  law. 
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Senator  Watson.  Do  you  object  to  all  tax  on  corporation  income  t 

Mr.  Seidman.  No,  sir.     I  will  come  to  that,  Senator. 

It  is  apparent  that  if  the  excess-profits  tax  is  removed  some  method 
must  be  devised  for  taxing  corporate  profits.  If  no  substitute  is 
provided  for  the  taxation  of  corporate  profits,  and  the  income  tax 
on  individuals  and  partnership  continues,  as  it  surely  will  and  ought 
to,  an  inequaUty  will  result  even  more  flagrant  than  under  the 
present  taxation  scheme. 

Furthermore,  it  will  be  but  a  very  short  time  before  the  income 
tax  would  lose  its  productivity,  for  everybody  in  the  position  to  do 
so  would  incorporate,  and  thus  escape  income  tax  liability. 

Not  only  must  corporations  be  taxed,  but  they  must  oe  taxed  at 
approximatelv  the  same  rates  as  the  individuals  owning  the  corpo- 
rations would  be  taxed  on  their  proportionate  shares  oT  the  profits 
of  the  business. 

Two  plans  for  taxing  corporate  profits  have  been  suggested: 
First,  a  straight  income  tax  oi  from  10  to  16  per  cent  on  tne  total 
net  income  of  corporations;  second,  a  tax  on  the  profits  made  by  the 
corporation  and  undistributed  to  its  stockholders. 

The  straight  income  tax  on  corporations  is  conclusively  open  to 
both  objections  stated  before:  First,  that  of  taxing  the  business  as  a 
unit  without  relation  to  the  incomes  of  the  individuals  for  whom  the 
corporate  earnings  are  made;  and,  second,  that  it  will  place  an 
arbitrary  tax  rati  on  corporate  profits  not  commensurate  with  the 
tax  rates  applicable  to  businesses  conducted  as  partnerships  or 
individuals. 

Senator  Watson.  Your  theory  is,  then,  broadly  speaking,  that  the 
individual  should  be  made  the  unit  of  taxation  ? 

Mr.  Seidman.  Absolutely,  throughout,  because  it  is  the  individual 
only  that  makes  profit  or  loss,  no  matter  what  form  of  organization 
you  run  your  busmess  under. 

Senator  McCuMBER.  You  are  getting  a  double  taxation:  First, 
taxing  the  corporation  and  then  taxing  what  is  left  in  the  hands  of 
the  individual  m  his  income  tax,  of  course. 

Mr.  Seidman.  No  :  if  you  wiU  allow  me,  Senator,  you  will  find  it  will 
be  equitably  washed  out. 

The  present  law  taxes  individuals  and  members  of  partnerships  on 
their  total  income,  whether  or  not  such  income  is  withdrawn  from 
the  business.     If  this  principle  could  be  extended  to  apply  to  cor- 

? orate  profits  made  for  shareholders,  full  equality  would  be  realized, 
'o  accomplish  that  end,  I  propose  the  following  taxation  plan: 

Corporations  shall  not  be  required  to  pay  any  income  tax  whatso- 
ever as  such  on  profits  made  and  distributed  to  its  shareholders  out 
of  current  profits.  On  all  such  profits  distributed  the  individual 
should  be  required  to  include  the  total  dividends  in  his  income  and 
pay  the  full  normal  tax  and  surtaxes,  thus  paying  in  full  for  the 
corporate  profits  by  the  individual  stockholder  for  that  proportion 
which  has  been  distributed  to  him. 

If  the  corporation  distributes  all  the  current  profits  in  dividends, 
then  the  corporation  will  pay  no  tax  whatsoever  on  income. 

Senator  Watson.  What  do  you  do  with  the  undistributed  profits  ! 

Mr.  Seidman.  I  am  coming  to  that,  Senator. 

If  the  individual  will  have  received  his  full  proportion  of  the  total 
profits  made  for  by  him  by  the   corporation,    and   therefore    the 
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Government  will  have  received  the  full  tax  on  account  of  the  profits 
made  for  him  by  the  corooration.  then  the  norDoration  x>av8  no  tax; 
on  the  other  hand,  if  the  corporation  retains  any  of  its  profits,  and 
as  a  result  withholds  the  income  from  the  individual,  thus  with- 
holding the  tax  from  the  Government,  then  the  corporation  shall  be 
required  to  pay  a  tax  on  such  undistributed  profits  at  rates  approxi- 
mately equivalent  to  the  rates  that  the  individual  stocknolders 
would  have  had  to  pay  if  they  had  received  the  income. 

Senator  McCumber.  How  on  earth  will  you  get  at  that,  because 
if  a  very  small  stockholder  with  a  very  small  income,  he  pays  noth- 
ing; ana  if  he  is  a  very  large  stockholder  with  a  very  large  income, 
he  pays  both  the  regular  income  tax  and  the  surtax. 

Mr.  Seidman.  Senator,  our  firm  has  tried  to  give  thorough  con- 
sideration to  just  that  element,  because  it  is  the  mainstay  of  the 
undistributed  tax  program.  The  only  way  that  that  can  be  accom- 
pli8hed  is  to  amve  at  averages,  from  studies  of  the  present-income 
tax  reports  to  determine,  first,  the  proportion  of  corporate  income 
so  distributed:  second,  what  is  the  average  income  of  the  average 
of  all  stockholders  in  all  stock  corporations.  From  such  a  study 
we  have  constructed  a  rate  schedule. 

Senator  Reed.  Let  me  ask  you  this:  We  will  take  a  corporation 
that  has  $10,000,000  capital  and  I  own  it  all,  except  one  or  two 
shares  that  are  parceled  out  for  the  purpose  of  preserving  the  corpo- 
ration. In  that  event,  if  you  took  the  average  of  all  corporations,  I 
could  make  a  great  deal  of  money,  could  I  not,  by  the  process  ? 

Mr.  Seidman.  No,  sir. 

Senator  Heed.  I  could  not  in  that  case,  because  I  would  have  to 
pay  it  on  my  income.  However,  suppose  there  were  a  very  large 
number  of  stockholders,  and  I  was  still  the  principal  stockholder? 

Mr.  Seidman.  I  have  a  plan  whereby  you  will  pay  your  full 
taxes  before  we  get  through  with  you. 

Senator  Reed.  All  right.    I  did  not  want  to  interrupt  you. 

Mr.  Seidman.  We  have  prepared  a  rate  schedule,  based  upon  the 
average  corporation — the  average  individual  income,  and  the 
average  portion  of  undistributed  profits  in  the  past  retained  by  cor- 
porations. I  will  just  hand  you  one  of  these  schedules  so  that  you 
can  follow  me  in  your  computations. 

Mr.  Seidman.  I  will  submit  a  copy  of  my  brief,  which  contains  the 
schedule. 

We  will  assume  that  a  corporation  makes  a  profit  of  $100,000  and 
distributes  during  the  year  1921  $75,000  of  that  profit.  I  would 
construct  a  rate  schedule  based  upon  what  the  tax  woidd  be  if  no 
profit  was  distributed  at  all,  on  this  basis :  The  first  5  per  cent  of  the 
total  profit  would  bear  4  per  cent  tax,  which  is  the  minimum  under 
the  present  income-tax  schedule;  the  next  10  per  cent  possibly  a  6 
per  cent  rate,  the  next  15  per  cent  of  the  total  corporate  profits  9 
per  cent,  etc.,  as  shown  by  the  schedule.  That  simply  means  this: 
That  if  a  corporation  distributes  none  of  its  income  it  will  have 
to  pay  a  tax  oased  upon  these  rates,  which  are  equivalent  to  the 
average  tax  that  the  individual  stockholders  would  have  had  to 
pay  if  they  had  received  this  income. 

I  do  not  submit  this  schedule  as  definite  or  final;  it  can  be  con- 
structed scientifically  by  the  Treasury  Department,  which  has 
plenty  of  records  to  develop  a  proper  rate  schedule  from.    The  theory. 
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howorer,  is  this,  that  the  proportion  of  corporate  profits  retained  in 
the  corporation  shall  pay  a  tax  on  the  same  basis  as  the  individual 
who  received  that  income  would  have  paid;  so  that  if  a  corporation 
made  $100,000  a  year  and  paid  out  $75,000  a  year,  that  $75,000 
should  be  applied  against  the  lowest  rates  first;  that  is,  the  first 
bracket  shall  absorb  the  first  5  per  cent,  because  if  the  individual 
gets  that  it  comes  in  on  his  lowest  bracket;  the  next  10  per  cent  shall 
absorb  the  next  highest  bracket,  etc.,  so  that  what  remains  of  cor- 

E orate  imdistributed  profits  is  taxed  at  the  maximum  brackets, 
ecause  if  the  individual  had  received  it  it  would  come  on  top  of  all 
his  other  income. 

So  that  the  basic  principle  in  this  rate  schedule  is,  first,  that  the 
tax  rates  are  progressive  m  proportion  to  the  individual  tax  rates; 
second,  that  the  first  earnings  are  applied  against  dividends,  so  thai 
the  balance  of  the  earnings  are  taxed  at  the  higher  rates. 

Even  at  that  stage,  you  might  say,  an  individual  owning  a  corpora- 
tion entirely  tmder  this  scheme  would  be  taxed  about  20  per  cent,  yet 
if  he  conducted  it  as  a  partnership  or  individual  he  might  be  taxra  as 
high  as  40  or  50  per  cent.  What  then  ?  My  method  of  taking  care 
of  that  inequality  is  as  follows — and  I  will  exemplify  that  by  con- 
tinuing the  example  which  I  have  given  before: 

Suppose  in  1922  this  corporation  that  had  retained  this  $25,000 
of  income  decides  to  distribute  the  balance  of  that  $25,000.  Now, 
the  corporation  has  already  paid  an  undistributed  profits  tax  on  that 
at  an  average  of  about  28  per  cent  of  that  portion  of  the  income 
which  has  been  withheld.  If  the  individual  receiving  that  has  to 
put  that  into  his  tax  return  and  compute  the  tax  aU  over  again, 
there  would  be  double  taxation. 

My  plan,  then,  for  taking  care  of  that  inecjuality  is  this:  To  include 
all  corporate  dividends  received  by  individuals  upon  which  an 
undistnbuted  profits  tax  had  h^etofore  been  paid  as  income  taxable 
both  for  normal  taxes  and  surtax  purposes,  but  to  allow  individuals, 
to  deduct  from  their  total  tax  due  as  a  credit  the  average  percentage 
of  tax  paid  for  them  on  such  undistributed  profits  by  the  corporation. 
In  that  way  any  corporation  that  retains  part  of  the  profit  because 
of  the  fact  that  some  individual  controlling  that  corporation  might 
get  a  benefit  will  not  get  very  far,  for  the  individual  will  have  U> 
pay  his  additional  surtaxes  when  he  withdraws  those  dividends, 
tecause  of  the  fact  that  he  will  have  to  include  all  of  his  dividends 
as  taxable  income  and  only  be  allowed  whatever  percentage  the 
corporation  paid  for  him  on  that  income. 

Does  that  answer  your  question,  Senator  ? 

Senator  Reed.  It  is  too  complicated  for  me  to  follow  in  that  way- 
Mr.  Seidman.  While  it  may  sound  complicated.  Senator,  when 
put  down  in  black  and  white  it  is  very  simple.     It  certainly  will  be 
vastly  simpler  than  the  excess-profits  tax  or  the  determination  of 
invested  capital  under  the  present  law. 

So  that  by  this  method  tne  individual  taxpayer  will  automatically 
adjust  the  tax  paid  for  him  by  the  corporation  to  the  actual  taxes 
due  from  him  based  upon  his  own  income  and  his  own  tax  class. 

Senator  McCumber.  Suppose  that  $25,000  is  not  drawn  in  the 
next  five  years  ? 

Mr.  Seidman.  I  have  a  limitation  on  that. 
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For  the  practical  application  of  the  tax  credit  principle  suggested, 
it  will  be  necessary  to  umit  the  period  within  which  individuals  will 
be  entitled  to  take  credit  for  undistributed  taxes  paid  for  them.  If 
•credit  were  allowed  for  an  indefinite  period;  too  many  complications 
and  uncertainties  would  result. 

It  is  suggested,  therefore,  that  stockholders  be  allowed  to  credit 
undistributed  profits  taxes  paid  for  them  by  corporations  only  if  the 
-corporation  distributed  such  profits  within  three  years  after  the  close 
•of  me  year  during  which  such  profits  were  earned. 

Senator  McCitmber.  Assuming  that,  this  corporation  after  paying 
the  $75,000  in  the  first  year  it  earned  it,  and  the  $25,000  in  the  subse* 
^uent  year;  assuming  it  pays  an  additional  amount  over  and  above 
tnose  earnings;  in  other  words,  earnings  that  come  out  of  a  year 
prior  to  the  establishment  of  the  proposed  undistributed  profits  tax, 
"what  then  ? 

Mr.  Seidman.  Any  tax  paid  out  of  earnings  from  years  prior  to  the 
establishment  of  the  undistributed  profits  tax  should  be  taxed 
•exactly  the  same  way  as  they  are  at  present;  that  is,  for  surtax 
purposes  only;  in  other  words,  they  should  be  taxed  in  the  same 
"way  as  when  the  existing  law  at  the  time  the  profits  were  earned 
required  it  to  be  taxed.  In  this  way  it  will  not  allow  taxpayers  to 
.get  advantage  at  the  present  time  because  of  change  in  the  laws. 
Ciertain  taxpayers  or  certain  corporations  have  withheld  the  distribu- 
tion of  pronts  in  order  that  the  individuals  shall  save  taxes.  There 
-ought  to  be  nothing  done  under  the  proposed  laws  to  give  those 
corporations  an  advantage  by  excluding  or  diminishing  any  tax  that 
i;he  individuals  would  have  to  pay  on  such  distribution. 

In  the  determination  of  the  order  in  which  earnings  are  distributed, 
the  law  should  provide  that  dividends  be  distributed  out  of  the  earliest 
profits  first;  also  all  dividends  distributed  within  four  months  after 
the  close  of  any  taxable  year  shall  be  treated  as  if  the  distribution 
took  place  during  the  previous  taxable  year. 

B}^  this  principle  a  corporation  will  have  three  years  in  which  to 
•distribute  any  one  year's  earnings  before  the  tax  credit  right  elapses. 
In  that  way  it  will  give  corporations,  first,  an  incentive  to  distrinute 
profits  as  nigh  as  they  can;  and,  second,  it  wiU  give  them  time 
enough  to  distribute  all  their  profits  without  forcing  imdue  distribu* 
tion.  That  is  based  on  the  principle  of  distributing  at  least  33^  per 
<>ent  of  the  total  profits  each  year,  which  statistics  show  is  certainly 
the  minimum  distribution. 

In  the  same  way  individuals  reporting  profits  for  any  given  year 
^all  be  required  to  include  all  dividends  received  by  them  within 
iour  months  after  the  close  of  their  taxable  year  as  mcome  for  the 
prior  taxable  year.  This  four-month's  provision  is  put  in  so  that  a 
-corporation  will  have  time  to  determine  what  its  earning  were  for 
the  year,  what  the  proportion  of  profits  they  wish  to  distribute  in 
-dividends,  and  to  decide  the  entire  stockholders  distribution  pohcy 
'before  the  stockholder  is  estopped  from  taking  whatever  dividend 
the  company  may  make,  in  the  year  in  which  the  earnings  were  made. 

There  are  a  number  of  questions  that  come  up  in  connection  with 
this  plan: 

First,  what  to  do  with  tax-exempt  income.  The  corporation 
making  $100,000  a  year,  $10,000  of  that  amount  might  be  income 
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from  Liberty  bonds  or  from  .municipal  bonds.  That  is  a  necessary 
evil  which  has  got  to  be  contended  with.  The  present  law  is  noto- 
riously inconsistent  in  this  regard :  It  recognizes  tax-exempt  corporate 
income,  but  only  while  that  income  remains  in  the  corporation. 
As  soon  as  distributions  of  corporate  profits  are  made,  however,  it 
deems  the  tax-exempt  income  to  have  oeen  merged  with  the  taxable 
income.  It  then  taxes  the  stockholders  on  the  total  distribution, 
even  though  originally  tax  exempt.  Thus  the  stockholders  are 
required  to  pay  a  tax,  as  such,  on  tax-exempt  income,  notwithstand- 
ing the  fact  that  the  income  was  originally  nontaxable  to  the  corpora- 
tion. 

In  order  to  eliminate  this  inequity,  I  propose  that  corporations  be 
required  to  distribute  the  tax-exempt  income  firsts  and  that  indivi- 
duals receiving  such  tax-exempt  income  exclude  it  from  their  taxable 
income.  In  this  way  the  inequity  now  existing  in  the  treatment  of 
tax-exempt  income  will  be  eliminated. 

It  should  be  noted  that  the  rate  schedule  submitted  by  me  is  based 
on  taxable  income  only;  hence,  the  undistributed  profits  tax  calcula- 
tion will  not  be  aflFected  by  this  question  of  tax-exempt  income. 

Now,  from  my  plan  so  far  explained,  it  is  apparent  that  what  I 
am  trying  to  accomplish  is  to  tax  corporations  m  exactly  the  same 
manner,  with  exactly  the  same  results  as  if  the  business  was  carried 
on  by  an  individual  or  by  a  partnership.  The  intent  of  the  plan  is 
to  equalize  the  tax  on  profits  so  that  there  will  be  no  advantage  or 
disadvantage  of  one  form  of  organization  as  compared  with  anodier 
in  so  far  as  the  taxation  of  profits  is  concerned. 

Now,  in  order  to  brin^  tnat  about,  an  important  point  must  be 
taken  into  consideration,  m  addition  to  those  that  I  have  mentioned, 
and  that  is,  how  corporate  losses  shall  be  treated  in  relation  to  the 
individual  stockholders. 

Under  the  income-tax  law  individuals  incurring  losses  from  one 
source  may  deduct  them  from  profits  derived  from  other  sources, 
and  report  the  net  difference  between  such  profits  and  losses  in 
taxable  incomes. 

Since  corporations  can  not  declare  negative  dividends,  a  method 
must  be  found  to  allow  corporate  stockholders  the  equivalent  benefit 
on  account  of  losses  incurred  by  corporations  in  which  they  are  stock- 
holders. Otherwise,  we  will  again  have  the  inequahty  of  taxing 
income  to  individuals  and  members  of  partnerships  on  a  different 
basis  than  individuals  participating  in  corporate  profits. 

To  accomplish  this  end,  I  suggest  that  corporate  losses  during  any 
year  be  applied  against  the  corporate  profits  of  the  immediately 
previous  year  upon  which  an  undistributed  profits  tax  has  be^ti  paid. 

Senator  McCcjmber.  That  the  losses  of  one  year  should  be  applied 
to  the  previous  year's  profits  ? 

Mr.  Seidman.  Yes;  and,  further,  if  such  losses  do  not  absorb  the 
entire  profits,  they  shall  be  applied  to  the  immediately  succeeding 
year  on  which  an  undistributed  profits  tax  is  paid.  By  this  method 
corporations  will  be  permitted  to  apply  losses  against  previous  and 
subsequent  taxable  profits.  Thus,  in  effect,  the  stockholders  will  be 
given  credit  for  such  losses,  by  having  refunded  to  them  taxes  paid 
on  profits,  or  having  abated  subsequent  taxes  payable  on  profitsi. 
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Another  very  important  factor  to  determine  in  connection  with 
any  undistributed  profits  tax  is,  what  constitutes  distribution  ?  In 
order  to  give  corporations  a  wide  latitude  in  the  method  of  dis- 
tributing their  profits,  it  is  suggested  that  all  forms  of  distribution 
made  to  stockholders,  whether  they  be  through  paid-in  surplus, 
preferred  stock,  interest  or  noninterest  bearing  indebtedness,  or  any 
other  form  of  distribution  which  will  be  recognized  by  the  law  and 
held  by  the  courts  to  be  taxable  to  the  individual,  be  treated  as  a 
distribution  of  corporate  income.  In  this  way  corporations  will 
be  given  credit  in  tne  computation  of  the  undistributed  profits  tax, 
for  all  distributions  on  which  individuals  will  be  taxed. 

Before  leaving  the  subject  of  corporate  taxation,  it  should  be 
emphasized  that  the  Federal  Government  ought  to  obtain  a  larger 
revenue  from  corporations,  as  such,  merely  for  the  privilege  of 
doing  business  as  a  corporation.  That  is  an  advantage  which  a 
corporation  has  over  a  partnership  or  individual,  and  that  advant- 
age ought  to  be  taxed.  That  advantage  is  taxed  now,  but  in  my 
opinion  at  an  insufficient  rate  to  yield  the  Government  sufficient 
revenue  for  the  advantage  gained  by  the  corporation.  This  can 
best  be  done,  perhaps,  By  mcreasing  the  capital-stock  tax.  In 
this  connection,  however,  a  more  definite  method  should  be  laid 
down  for  the  determination  of  "fair  value  of  capital  stock." 

The  capital-stock  tax  is  based  upon  the  fair  value  of  the  capital 
stock  as  of  a  given  date.  Fair  value  is  not  defined  by  the  law. 
It  is  left  to  administration.  The  method  of  arriving  at  fair  value 
as  laid  down  by  the  Treasury  Department  regulations  is  open  to 
serious  objection. 

I  have  written  an  article  on  this  subject  a  short  while  ago,  of 
which  I  have  a  reprint  here,  which  points  out  the  shortcomings 
of  the  present  capital-stock  tax  law  and  provides  for  certain  reme- 
dies to  be  included  I  recommend  a  change  in  the  revenue  act  to 
eliminate  such  inconsistencies  and  inequalities  as  now  exist  in  the 
law,  and  suggest  the  recommendations  made  in  this  article  as  a 
guide  for  the  new  law. 

Senator  McCumbeb.  It  will  be  inserted. 

Mr.  Seidman.  To  summarize,  then,  in  a  few  words,  my  proposed 
plan  provides: 

First.  That  corporations  pay  no  taxes  whatsoever  on  profits  made 
during  any  taxable  year  and  distributed  within  four  months  there- 
after. 

Second.  That  for  all  current  profits  remaining  undistributed,  the 
corporation  pav  a  tax  at  rates  approximating  the  rates  which  the 
individual  stocfeholders  would  have  had  to  pay  if  they  had  received 
the  profits  undistributed.  Such  rates  I  have  calculated  roughly  in 
the  schedule  submitted. 

Third.  That  individuals  receiving  corporate  dividends  include  th« 
entire  amount  as  taxable  income,  and  that  they  be  allowed  to  de^ 
duct  from  their  total  tax  paid  by  them  that  proportion  of  taxes 
which  the  corporation  has  paid  on  the  income  which  they  would 
have  received. 

Fourth.  In  the  determination  of  the  order  in  which  earnings  are 
distributed  the  law  should  provide  that  dividends  be  distributed  out 
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of  the  earliest  profits  first;  also,  all  dividends  distributed  within  four 
months  after  the  close  of  any  taxable  year  shall  be  treated  as  if  dis- 
tributions took  place  during  the  previous  taxable  year. 

Fifth.  That  a  time  limit  of  three  years  be  placed  on  the  right  to 
take  the  undistributed  profits  credit  by  the  stockholders. 

Sixth.  That  all  dividends  paid  out  of  profits  prior  to  the  inaugura- 
tion of  the  undistributed  profits  tax  law  be  included  as  taxable 
income  for  surtax  purposes  only,  which  would  be  in  accord  with  the 
law  as  existing  when  tiie  profits  were  made. 

Seventh.  That  corporations  be  required  to  advise  stockholders  as 
to  which  year's  earnings  are  distributed  and  the  average  undistributed 
profits  tax  rate,  if  any,  paid  on  such  earnings  by  the  corporation. 

Eighth.  That  stockholders  include  in  income  for  then:  previous 
taxaole  year  all  dividends  received  from  corporations  within  four 
months  after  the  close  of  such  taxable  year. 

Ninth.  That  all  tax-exempt  corporate  income  be  deemed  to  be 
distributed  first  and  that  individuals  receiving  such  tax-exempt 
income  exclude  it  from  their  taxable  income. 

Tenth.  That  corporate  losses  during  any  year  be  applied  to  cor- 
porate profits  of  tne  year  immediatdy  preceding,  upon  which  an 
undistriouted  profits  tax  has  been  paid,  and  that  losses  in  any  one 
year  over  and  above  the  undistributed  profits  of  the  immediately 
previous  year  be  applied  against  undistributed  profits  of  the  im- 
mediate succeeding  year. 

Eleventh.  For  the  purpose  of  determining  distributed  profits,  there 
shall  be  construed  as  a  distribution  of  earnings  all  oividends,  in 
whatever  form  made,  which  shall  be  defined  by  the  law  and  sustained 
by  the  courts  as  taxable  to  the  individual. 

Twelfth.  That  corporations  be  required  to  file  undistributed  profits 
tax  returns  within  six  months  after  the  close  of  their  taxable  years, 
reporting  in  conformity  with  the  proposed  plan,  and  that  individuals 
be  required  to  file  their  individual  income-tax  returns  within  six 
months  after  the  close  of  their  taxable  year. 

It  is  necessary  to  shift  that  tax  date  to  six  months  instead  of  the 
present  75  days,  in  order  to  be  able  to  take  in  these  dividends  that 
would  be  distributed  subsequent  to  the  close  of  the  year  out  of  the 
previous  year's  earnings,  within  four  months  of  the  close  of  the  year. 

Thirteenth.  That  the  capital  stock  tax  provision  of  the  revenue 
act  be  remodeled,  and  that  the  rate  be  increased  in  order  to  produce 
additional  revenue  for  the  Government. 

I  have  made  an  estimate  of  the  revenue  that  this  plan  will  pro- 
duce, in  so  far  as  the  undistributed  profits  tax  is  concerned.  It  has 
been  estimated  that  the  total  corporate  income  in  the  year  1919  was 
$10,000,000,000.  For  the  purpose  of  arriving  at  this  year's  probable 
corporation  profits  I  have  assumed  a  decrease  of  $2,000,000,000  in 
the  net  profits,  leaving  $8,000,000,000  as  probable  profits.  It  is  esti- 
mated tnat  corporations  declare  in  dividends  on  an  average  65  per 
cent  of  their  net  profits,  thus  leaving  35  per  cent  of  $8,000,000,000 
taxable  to  the  corporation  under  the  proposed  undistributed-profits 
tax.  Such  35  per  cent  would  be  taxed  at  the  rate,  as  shown  in  my 
schedule,  ranging  from  28  per  cent  to  30  per  cent,  or  an  average  of 
approximately  27  per  cent.  Twenty-seven  per  cent  of  the  35  per 
cent  of  $8,000,000,000  income  will  yield  a  revenue  of  about 
$750,000,000. 
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Now^  the  Question  might  arise  that  in  the  face  of  having  to  pay  an 
undistributed-profits  tax  the  corporations  would  distribute  aU  their 
income  and  pav  no  tax.  Then  the  Government  would  get  the  equiv- 
alent revenue  from  the  individual,  because  the  individual  would  nave 
to  include  it  on  top  of  his  other  income,  and  therefore  pay  approx- 
imately the  same  rate  as  the  corporation  would  have  haa  to  pay. 

I  believe  that  is  all,  Mr.  Chairman.  I  should  like  to  insert  this 
brief  in  the  record. 

« 
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AOOOUVTAKTS. 

Capital-Stock  Tax  Shortcomings — Some  Proposed  Remedies. 

THE  CAPITAlrSTOCK  TAX. 

Considerable  has  been  written  in  the  last  few  years  on  the  question  of  taxation. 
Discussion  has  centered  laigely,  however,  on  the  income  and  excess-profits  taxes 
apparently  because  of  thoir  hiffh  ratns.  and  the  fact  that  they  come  closer  to  th^ 
general  public.  As  a  result,  the  so-called  minor  methods  of  taxation  have  received 
very  Uttle  analysis  or  publicity.  One  of  the  important  taxes  affecting  corporations 
that  have  been  so  overlooked  is  the  capital-stock  tax. 

While  the  amount  of  this  tax  is  comparatively  small,  in  the  light  of  present  day 
taxes,  yet,  in  many  cases,  the  tax  is  levied  out  of  proportion  to  the  corporation's 
ability  to  pay  it. 

The  Question  is  of  especial  interest  at  this  time,  for  the  law  requires  all  corporations 
to  file  tneir  tax  reports,  valuing  their  capital  stock,  in  the  coming  month. 

Section  1000  of  the  revenue 'act  of  1918  provides  that: 

"Every  domestic  corporation  shall  pay  annually  a  special  excise  tax  with  respect 
to  carrying  on  or  doing  business,  eauivalent  to  $1  for  each  11,000  of  so  much  of  the 
air  average  value  of  its  capital  stock  lor  the  preceding  year,  ended  June  30  as  in  excess 
of  $5,000.  •' 

Business  men  will  readily  recognize  that  in  the  three  words  "Fair  average  value" 
^not  the  par  value)  of  stock  is  tied  up  an  interpretation  of  our  entire  economic  and 
nnancial  laws.  The  determination  of  fair  value  has  been  the  subject  of  more  con- 
troversy than  almost  any  other  factor  in  business  life.  Our  courts,  public  utilities 
commissions,  and  stock  markets  are  continually  attempting  to  determine  fair  value. 

*         THE  PROBLEM  OP  "PAIR  VALUE. " 

Before  the  fair  value  of  a  share  of  stock  can  be  determined  many  factors  must  be 
analyzed:  The  asset  value,  earning  power,  dividends  paid,  the  value  of  money,  the 
local  political  situation,  the  foreign  situation  as  related  to  the  general  ecomomic 
structure  and  as  related  to  the  particular  business  of  the  company  in  question,  the 
question  of  supply  and  demand  of  the  particular  product,  past  nistory  of  the  business 
and  future  prospects,  the  liauidity  of  its  assets,  the  amount  it  has  expended  to  create 
good  will  for  the  future  at  tne  exx>ense  of  the  past,  the  history  of  its  growth  of  sales, 
and  the  personal  equation  of  the  organization.  These  are  a  few  of  the  general  factors 
which,  in  all  cases,  must  be  thoroughly  gone  into  before  any  idea  can  be  gained  as  to 
the  fair  value  of  a  given  security. 

The  complexity  of  the  determination  of  fair  value  is  apparent  when  one  considers 
that  all  the  above  factors  must  be  studied,  analyzed,  developed,  and  weighted  so 
that  they  will  be  reflected  in  the  value  arrived  at.  Yet,  the  Treasury  regulations 
ask  corporations  to  place  a  value  on  their  securities  by  rule  of  thumb  methods. 

In  attempting  to  administer  the  law,  the  Internal  Revenue  Department  has  issued 
the  following  regulation: 

"Art.  102.  Fair  value  of  capital  stock. — The  fair  average  value  of  capital  stock  for 
the  purpose  of  determining  the  amount  of  the  capital  stock  tax  must  not  be  confused 
with  the  market  value  of  the  shares  of  stock  where  it  may  be  necessary  to  determine 
«uch  value  under  other  provisions  of  the  revenue  laws.  The  fair  average  value  of 
capital  stock,  the  statutory  basis  of  the  tax,  is  not  necessarily  the  book  value,  or  a 
value  based  on  prices  realized  in  current  sales  of  shares  of  stock,  or  even  the  earning 
value,  although  it  is  often  more  directly  dependent  upon  the  last.  It  should  usually 
be  capable  of  appraisal  by  officers  of  the  corporation  having  special  knowledge  of  the 
affairs  of  the  corporation  and  general  knowledge  of  the  line  of  business  in  which  it  is 
ongaged. 
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"Proviflion  la  accordingly  made  in  Exhibit  C  of  Form  707  (pevised)  for  the  tentative 
determination  of  the  fair  value  of  the  capital  stock  by  capitalizing  the  net  earnings  of 
the  corporation  on  a  percentage  basis  nxed  by  its  officers  as  fairly  representing  the 
conditions  obtaining  in  the  trade  and  in  the  locality.  If  possible » illustrations  drawn 
from  similar  corporations  should  be  cited  in  support  of  the  percentage  adopted.  But 
such  fair  value,  except  in  the  case  of  insurance  companies,  must  not  be  set  at  a  sum 
less  than  the  reconstructed  book  value  shown  by  Esmibit  A  unless  the  corporation  is 
mateiially  affected  by  extraordinary  conditions  which  support  a  lower  figure,  which, 
however,  under  any  conditions  could  only  be  slightly  less  than  such  reconstructed 
book  value.  In  any  case  a  full  explanation  must  accompany  the  return.  The  com- 
missioner will  estimate  the  fair  value  of  the  capital  stock  in  cases  regarded  as  involving 
anv  understatement  or  undervaluation.'' 

To  determine  the  book  value,  earning  value,  or  market  value  the  department 
reouests  three  exhibits,  known  as  Exhibits  A,  B,  and  G. 

Under  Exhibit  A  the  department  requires  a  balance  sheet  of  the  company,  as  shown 
by  the  books  at  the  end  of  the  year,  and  provides  for  the  reconstruction  of  all  items  of 
asset  and  liability,  so  as  to  reflect  their  true  value  if  these  values  differ  from  that  shown 
by  the  books. 

Exhibit  B  provides  for  a  record  of  market  value  of  the  company's  securities  if  they 
were  listed  on  an  exchange  or  traded  in  during  the  year. 

Exhibit  C  provides  for  a  5-year  history  of  the  net  profits  of  the  company  imme- 
diately prior  to  the  date  of  the  rettim .  A  valuation  is  tnen  required  to  be  placed  upon 
the  earnings  so  determined  by  capitalizing  the  average  earnings  so  shown  by  this 
exhibit  at  such  a  rate  as  will,  imder  the  conditions  existing  at  the  time  the  report  is 
made,  command  par  for  the  securities  on  which  these  earnings  are  applicable. 

OOVBRNUBNTAL  INCONSISTENCIES. 

Let  US  analyze  just  what  these  comparative  bases  mean.  It  will  be  noted  that  in 
reporting  the  balance  sheet  (Exhibit  A)  the  tax  form  and  reflations  require  a  balance 
sheet  as  at  the  end  of  the  year,  yet  the  law  specifically  requires  ^at  the  tax  be  assessed 
upon  the  '^fair  average  value  during  the  year.  If,  for  instance,  a  corporation  has 
not  distributed  its  profits  during  the  year,  or  if  it  has  acquired  additional  capital  during 
the  year,  it  will  be  taxed  on  the  basis  of  its  status  at  the  end  of  the  year.  Thus  the 
regulations  entirely  ignore  the  fact  that  the  corporation's  status  during  the  year  may 
have  been  considerably  different  from  that  at  the  close  of  the  year. 

In  determining  the  value  of  the  stock  based  upon  the  earning  power  of  the  company 
the  department  goes  to  the  other  extreme.  It  determines  the  fair  average  value  of 
stock  for  the  year  upon  the  basis  of  the  average  earnings  of  the  com|)any  during  the 
last  five  years.  Further,  it  does  not  require  that  the  five  years'  earnings  be  analyzed 
in  order  to  note  whether  the  earnings  of  the  company  are  declining  or  increasing, 
whether  they  are  fluctuating  or  constant,  whether  they  are  due  to  abnormal  conditions 
at  one  period  or  normal  at  another^  but  merely  reauires  an  arithmetical  average.  It  is 
obvious  that  a  material  difference  in  valuation  will  result  where  the  factors  enumerated 
above  vary,  notwithstanding  that  the  average  earnings  for  five  years  are  the  same. 

When  the  result  of  capitalizing  the  average  five  years'  earning  as  outlined  above 
is  arrived  at,  the  department  asks  that  this  result  be  compared  with  the  asset  value  as 
shown  by  Exhibit  A,  and  unless  extraordinary  conditions  prevail,  the  higher  of  these 
two  valuations  must  be  taken  as  a  basis  for  taxation. 

We  see.  therefore,  that,  on  the  one  hand,  the  net  asset  value  on  a  given  date  is 
used,  ana,  on  the  other  hand,  the  earning  value  as  reflected  by  a  5-year  history. 
Yet  a  comparison  is  made  between  these  two  results  and  a  basis  of  ^  ^Mr  average  value  " 
for  the  year  arrived  at.    The  inconsistency  is  obvious. 

In  addition  to  the  comparison  of  these  two  factors  (the  asset  value  and  the  earning 
value)  the  department  prescribes  a  third  method  for  determining  fair  average  value, 
i.  e.,  the  market  value.  Id  this  case  the  average  selling  price  of  a  corporation's  securities 
during  the  preceding  year  must  be  determined  and  tnis  value  used  as  the  &tir  value 
of  its  stock. 

Unquestionably,  this  method  of  valuation  is  the  most  direct  and  practical  way  of 
determining  '^air  average  value."  It  is  on  an  open  market  that  every  factor  of  valua- 
tion finds  effect.  So,  unquestionably,  as  a  general  rule,  market  value  reflects  fair 
value.  The  department  has,  in  most  cases,  recognized  tnis  fact,  as  it  seldom  takes 
exception  to  fair  value  determined  through  a  real  market  value,  even  tiiough  such 
value  is  below  either  the  asset  or  the  earning  value. 
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WIDE  VARIANCB  OP  VALUES. 

A  study  of  market  values  compared  with  asset  values  shows  conclusively  that  in 
nearly  all  cases  stock  prices  are  largely  below  asset  values,  unless  earnings  support 
tile  assets.  The  present  stock  market  quotations  of  public  utility  and  railroad  se- 
curities are  excellent  illustrations.  Railroad  and  utility  securities  to-day  are  selling 
at  from  40  to  60  per  cent  of  their  asset  values.  Yet,  under  the  department's  rulings,  a 
railroad  or  public  utility  that  does  not  have  the  benefit  of  having  its  securities  on  a 
market  is  taxed  on  the  basis  of  its  full  asset  value,  notwithstanding  tnat  this  is  far  above? 
the  fedr  value. 

Even  in  cases  where  earnings  are  very  large  we  Bnd  that  rarely,  if  ever,  will  ''fair 
value  "  as  reflected  by  market  prices  approach  asset  values.  The  following  compari- 
son of  stock  market  prices  (New  York  Stock  Exchange)  and  asset  values  of  representa- 
tive successful  industrial  companies  brings  out  this  fact: 


American  Agricultural  Chemical 

American  Car  and  Foundry 

Amorican  Locomotive 

American  Sugar  Refining 

American  Woolen 

Atlantic  Gulf  <Sc  West  Indies. . . . 

Central  Leather 

General  Electric 

International  Harvester , 

National  Biscuit 

Pressed  Steel  Car 

Railway  Steel  Spring 

RepubucIronA  Steel 

United  States  Rubber 

United  States  Steel 

Virginia-Carolina  Chemical 


Net  assets 
per  share 

at  Dec. 

31, 1910. 


Market 

value 

June?. 


S85 

135 

96 

125 

lOO 

165 

65 

144 

123 

110 

95 

95 

90 

95 

92 

75 


Unfortunately,  only  a  small  proportion  of  our  corporations  have  securities  listed  or 
traded  in.  As  a  result,  every  close  corporation  in  this  country  that  has  not  the  ben- 
efit of  a  market  for  its  securities  is  taxed  on  the  basis  of  its  asset  value  if  in  excels  of 
earning  value,  notwithstanding  the  fact  that  this  asset  value  may  not  in  any  way 
reflect  the  fair  average  value  of  the  stock  as  would  be  interpreted  by  a  true  market. 

As  provided  hy  the  law  the  tax  is  imposed  upon  every  corporation  that  is  "carrying 
on  or  doing  busmess."  In  interpreting  which  corporations  are  carrying  on  or  doing 
business  the  department  holds  tnat  practically  every  corporation  is  doing  business 
unless  its  activities  are  reduced  to  the  holding  and  owning  of  property,  the  distribu- 
tion of  its  avails,  and  the  performance  of  only  the  acts  necessary  to  continue  that  status. 

While  this  interpretation  is  fair  where  a  corporation  either  is  or  is  not  active,  yet, 
where  a  corporation  is  but  '* partially'*  doing  business  a  very  ^rave  injustice  results. 
A  case  came  to  the  attention  of  the  writer  recently  which  brinp's  out  forcefully  the 
injustice  of  this  interpretation  of  the  law.  A  large  timber-holding  corporation  own- 
ing millions  of  dollars  of  timber  lands  all  over  the  country  began  operations  on  a  very 
small  tract,  possibly  not  more  than  1  per  cent  of  its  entire  timber  holding.  As  a 
result  of  this  minor  operation  of  the  company  it  laid  itself  open  to  taxation  as  an 
operating  company  based  upon  the  entire  valuation  of  its  property,  in  spite  of  the 
fact  that  it  really  was  only  I  per  cent  an  operating  company  and  99  per  cent  a  non- 
operating  company.  In  valuing  the  stock  for  tax  purposes  the  de])artment  insisted 
that  present  value  of  timber  lands  be  used  as  a  basis  for  arriving  at  its  fair  value, 
even  though  the  company  had  neither  real  nor  potential  earnings  to  justify  such  a 
valuation.  As  a  result  this  company  was  required  to  pay  a  very  large  tax  for  the 
privilege  of  operating  a  very  small  proportion  of  its  assets. 

This  factor  also  exists  in  the  case  of  partial  holding  companies.  The  department 
rules  that  where  a  company  does  nothing  but  hold  the  stock  of  another  company  it 
is  not  an  operating  company.  Where,  however,  the  holding  company  is  partially 
operating,  the  entire  corporate  value  is  taxed  as  an  operating  company,  notwith- 
standing the  fact  that  only  a  portion  of  its  assets  are  operating  assets.    The  subsidiary 
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companies  are  taxed  on  the  basis  of  their  earninff  ]>ower  and  their  asset?.  Thi*  boldinj^ 
company  whose  income  in  part  consists  of  the  income  of  subsidiarv  company  and 
whose  assets  in  part  reflect  the  assets  of  the  subsidiary  through  its  stock  ownership 
is  also  taxed,  thus  causing  a  duplication  in  tax. 

SOME  CHANGKS  PROPOSED. 

How  then,  in  face  of  the  above  diflficultics,  should  the  capital  stock  tax  be 
determined? 

As  indicated  heretofore,  it  is  impossible  to  establish  an  absolute  niethod.  The 
following  Pu^e=!tion8  are  made  in  an  attempt  to  come  as  close  to  an  equitable  tax  as 
po«ible  without  making  the  process  impracticable: 

First,  that  the  various  corporations  reporting  under  the  capital  stock  tax  law  be 
-cU'sified  hy  trades  or  induFtries. 

Second,  that  the  Internal  Revenue  Department  study  the  financial  statements  of 
till  companies  whose  securities  are  listed  on  any  stock  exchange  for  the  purpose  of 
makinj^  comparisons  of  marketpnce,  asset  value,  and  earning  value  of  representative 
securities  in  each  industry.    This  relation  between  earning  value,  asset  valne,  and 

5 rices  commanded  by  the  securities  of  these  representative  corporations  should  be 
etermined  annually. 

Third,  that  all  close  corporations  whose  securities  are  not  sold  on  any  exchange 
receive  the  benefit  of  being  taxed  on  the  basis  of  these  representative  corporations 
'wherever  it  is  apparent  that  it  is  unfair  or  impractical  to  base  the  value  ot  a  given 
corporation  upon  its  own  financial  statements  or  operating  history. 

Fourth,  in  all  cases  where  the  asset  value  and  earning  value  are  widely  apart  that 
the  remedy  suggested  under  the  above  paragraph  be  applied  in  order  to  determine 
the  true  tax  liability  of  the  corporation.  By  asset  value  as  used  in  this  paragraph  is 
meant  the  average  value  during  the  year  and  not  the  value  at  the  end  of  the  year.  By 
earning  value  is  meant  the  true  earning  value  based  upon  the  result  of  operations  of  a 
corporation  as  it  reflects  present  or  futiu'e  conditions  rather  than  past  conditions. 

The  writer  has  found  tnat  in  a  good  many  cases  a  close  approximation  of  true  value 
as  reflected  by  market  value)  is  arrived  at  by  taking  the  average  between  the  asset 
value  and  the  earning  value,  where  the  asset  value  is  considerably  higher  than  the 
earning  value.  In  other  words,  where  a  corporation  has  a  Ime  asset  value  and  a 
consistently  small  earning  power,  it  has  been  found  that  the  market  valuation  of  such 
a  security  will  closely  approach  the  average  between  the  asset  and  the  earning 
valuation. 

Fifth,  with  respect  to  cori)oration8  that  are  only  partially  doing  bumness  it  is  bu^- 
jested  that  where  a  corporation  uses  only  a  small  portion  oi  its  capital  investment  in 
its  business  operations,  such  corporation  should  be  taxed  as  doing  business  only  on 
that  portion  of  its  plant  or  property  which  is  being  used  for  operating  purposes.  In 
other  words,  if  a  corporation  owns  $100,000  of  timber  lands^  and  operates  only  $1,000 
of  it,  the  corporation  should  be  taxed  on  only  I  per  cent  of  its  valuation  arrived  at  on 
the  basis  outlined  above  and  not  on  the  entire  100  per  cent. 

Sixth,  in  the  case  of  partial  holding  companies  it  is  suggested  that  stocks  held  in 
other  corporations,  and  dividends  received  from  such  stocks  (which  are  themselves 
subject  to  tax)  should  be  excluded  in  determining  the  fair  value  of  its  outstanding 
stock. 

If  these  methods  were  embodied  in  clear-cut  regulations,  it  is  the  writer's  opinion 
that  taxation  of  capital  stock  would  be  put  on  a  sounder  base. 

The  above  suggestions  are  made  with  the  knowledge  that  they  are  not  a  ''cure-all" 
for  the  entire  shortcomings  of  the  present  capital  stock  taxation  methods,  but  with  the 
belief  that  they  will  help  lessen  the  existing  inequity  in  the  assessment  of  the  tax. 

A  Plan  for  Taxation  of  Corporate  Proftts. 

It  is  apparent  that  sentiment  is  definitely  against  a  continuation  of  the  excess- 
profits  tax  on  corporations.  President  Harcun^,  Secretary  Mellon,  and  a  numher  of 
the  leaders  of  the  Senate  and  House  have  publicly  announced  that  they  are  in  favor 
of  the  repeal  of  the  excess-profits  tax. 

We  may  take  it  for  granted,  therefore,  that  the  tax  will  be  eliminated.  A  question 
arises  as  to  what  substitute  should  be  provided. 

One  of  the  main  objections  to  the  present  income  and  excess-profits  tax  law  is  the 
artificial  method  used  in  taxing  different  forms  of  business  organizations.  The  present 
law  taxes  one  form  of  organization  on  one  basis  and  another  form  on  another  ba^e.    As 
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a  rej;ult  two  business  institutiona  may  have  the  same  profit  for  a  year  and  the  same 
capital  employed  in  the  business;  yet  one  may  have  to  |)ay  ten  times  as  much  in  taxes 
as  the  other,  dep»ending  wholly  upon  whether  the  business  is  carried  on  as  an  indi- 
vidual, a  partnership,  or  a  corporation. 

This  inequity  is  brought  about  largely  by  the  fact  that  the  individual  as  a  taxable 
unit  is  not  definitely  established.  The  present  law  taxes,  in  the  case  of  individuals 
and  pajrtnerships,  the  individual  as  the  unit,  whereas  in  the  case  of  a  corporation, 
which  is  nothing  more  than  an  association  of  individuals,  it  taxes  the  business  as  the 
unit. 

.It  is  ubx-ious  that  no  matter  under  what  form  a  business  is  carried  on,  it  is  the  indi- 
vidual and  not  the  business  as  a  unit  that  makes  the  profit  or  loss.  While  a  corpora- 
tion consisting  of  a  thousand  stockholders  may  earn  a  million  dollars,  the  corporation 
as  such  earns  nothing  for  itself,  but  all  of  its  earnings  go  directly  or  indirectly  to  the 
owners  of  the  corporation.  If,  therefore,  we  desire  to  get  the  moHt  equitable  results  in 
the  prospective  taxation  program,  it  is  my  opinion  that  th  individual  should  through- 
out be  tiie  taxable  unit.  It  is  only  in  this  way  that  we  will  overcome  the  one  great 
inequality  in  the  present  taxation  scheme. 

SUGGESTED  TAX  CHANGES. 

It  is  apparent  that  if  the  excess-profits  tax  is  removed  some  method  must  be  devised 
for  taxing  corporate  profits.  If  no  substitute  is  provided  for  the  taxation  of  corporate 
profits  and  yet  the  income  tax  on  individuals  and  partnership  continues,  as  it  surely 
will,  an  inequality  will  result,  even  more  flagrant  than  under  the  present  taxation 
scheme.  Furthermore,  it  would  be  but  a  very  short  time  before  the  income  tax  would 
lose  its  pioductivitv,  for  everybody  in  a  position  to  do  so  would  incorporate,  and  thus 
escape  income-tax  liability.  Not  only  must  corporate  profits  be  taxed,  therefore,  but 
they  must  be  taxed  at  approximately  the  same  rates  as  the  individuals  owning  the 
Gorporaiions  would  be  taxed  on  their  proportionate  share  of  the  corporate  income. 

Two  plans  for  taxing  corporate  profits  have  been  suggested: 

1.  A  straight  income  tax  of  from  10  per  cent  to  16  per  cent  on  the  total  net  income 
of  corporations. 

2.  A  tax  on  all  profits  made  by  the  corporation  and  undistributed  to  its  stockholders. 
The  straight  income  tax  on  corporations  is  conclusively  open  to  both  objections 

noted  abo\^;  i.  e. — 

First,  that  of  taxing  the  business  as  a  unit  without  relation  to  the  income  of  the 
individuals  for  whom  the  corporate  earnings  are  made,  and 

Second,  that  it  will  be  placing  an  arbiUury  tax  rate  on  corporate  profits  not  com- 
mensurate with  the  tax  rates  applicable  to  businesses  conducted  as  partnenships  or 
indi^  iduals. 

TKE   UNDISTBIBUTSD  PROFriB  TAX. 

The  present  law  taxes  individuals  and  members  of  partnerships  on  their  total 
income  whether  or  not  such  income  is  withdrawn  from  the  business.  If  this  prin- 
ciple could  be  extended  to  apply  to  corporate  profits  made  for  shareholders,  full  equal- 
ity would  be  realized  in  the  taxation  of  income  from  various  forms  of  business  organ- 
izations. 

To  accomplish  that  end,  I  propose  the  following  taxation  plan: 

Corporations  shall  not  be  required  to  pay  any  income  tax  whatsoever,  as  such,  on 
profits  made  and  distributed  to  its  stocKholders  out  of  current  profits.  On  all  such 
profits  distributed,  the  individual  should  be  required  to  include  the  total  dividends 
m  his  income  and  pay  the  full  normal  and  surtaxes. 

If  the  corporation  distributes  all  of  its  current  profits  in  dividends,  then  the  cor- 
poration will  pay  no  tax  whatsoever.  On  the  other  hand,  if  the  corporation  retains 
any  of  its  profits  and  as  a  result  withholds  the  income  from  the  individual,  thus  with- 
holding the  tax  from  the  Government,  then  the  corporation  shall  be  required  to  pay 
a  tax.  The  tax  on  such  undistributed  profit  should  be  at  rates  approximately  eouiv- 
alent  to  the  rates  that  the  individual  stockholders  would  pay  if  they  had  received  the 
balance  of  the  profits. 

UNDISTRIBUTBD  TAX   RATES  AS  APPLIED  TO  THE  CORPORATION. 

The  best  method  of  arriving  at  rates  to  be  imposed  against  the  corporation,  in  order 
to  make  them  closely. approximate  to  those  applying  against  the  individuals,  is  a 
debatable  matter.    I  give  below  a  suggested  tax-rate  schedule  which  I  applied  to  a 
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corporation  that  made  a  taxable  income  of  $100,000  for  the  year  1921  and  distributed 
f  75,000  in  dividends. 


Per  cent 
of  total 
taxable 
income. 

Amount. 

Tax  rate. 

Amount 
of  tax  on 
total  in- 
come. 

Deduc- 
tion of 

tax  on 
account 

of 
amount 
dlstrib- 

uted. 

Balance 
of  tax 
due  on 
undis- 
tributed 
profits. 

First 

Percent. 
5 
10 
15 
15 
15 
20 
20 

S5,000 
10,000 
15,000 
15,000 
15,000 
20,000 
20,000 

PerceiU. 

4 

6 

9 

12 

17 

23 

30 

1200 
600 
1,350 
1,800 
2,500 
4,600 
6,000 

$200 
600 
1,350 
1,800 
2,550 
3,450 
None. 

None. 

Next 

None. 

Next 

None. 

Next 

None. 

Next 

None. 

Next 

11.150 

Next 

6,000 

Total 

100 

100,000 

17,150 

1  Total  undistributed  profits  tax  payable  by  corporation. 

The  above  method  of  computation  of  the  undistributed  profits  tax  accomplishes  two 
things: 

First:  The  tax  rates  increases  progressively  similiar  to  the  increase  in  rates  on 
individual  incomes,  and. 

Second:  The  lowest  rates  are  applied  against  the  distributed  portion  of  the  profits 
of  the  corporation  since  that  portion  of  the  profits  which  remain  undistributed  would 
come  on  top  of  the  distributed  income  if  received  by  tlie  individuals  and,  therefore, 
would  bear  the  increased  surtax  rates. 

While  the  suggested  rates  and  method  of  computation  are  not  presented  as  absolute 
yet  I  believe  they  contain  the  basis  for  the  development  of  a  tax  schedule  which  will 
accomplish  equitable  results. 

For  the  purpose  of  establishing  equitable  rates,  it  may  be  advisable  that  a  study  be 
made  to  ascertain  the  proportion  of  total  corporate  earnings  usually  distributed  in 
dividends  and  what,  on  the  average,  the  tax  rates  would  be  on  profits  undistributed,  if 
the  individuals  had  received  them.  Such  a  study  should  yield  a  fairly  definite 
check  on  the  rate  schedule  submitted. 

It  should  be  noted  that  the  rates  suggested  above  take  into  consideration  the  approx- 
imate personal  income  tax  rate  schedule  suggested  in  Secretary  Mellon's  letter  on 
this  matter.  Any  revision  in  income  tax  rates  would  necessarily  mean  a  change  in  the 
corporate  tax  rate  schedule. 

EFFECT  ON   8T0CKH0LDBRS. 

Assuming  that  in  the  example  heretofore  given  at  the  end  of  1922  the  corjxtration 
distributes  its  1922  earnings  and  in  addition  distributes  the  remaining  1921  earnings 
of  $17,^50  (which  is  the  $25,000  less  tax  paid  of  $7,150)  the  Question  arises  as  to  bow 
the  stockholder  receiving  such  1921  earnings  would  treat  tnem  in  his  income  tax 
report  for  the  year  1922. 

Since  the  corporation  has  already  paid  a  tax  on  the  $25,000  of  income  undistributed 
in  the  year  1921,  the  individual  taxpayer  receiving  his  proportion  of  the  balance  of 
distributable  profit  should  be  allow^ed  to  deduct  his  iK)rtion  of  the  tax  paid  for  him 
by  the  corporation.  In  other  words,  the  corporation  in  1921  paid  a  tax  of  $7,150  on 
undistributed  profits  of  $25,000  or  an  average  rate  of  approximately  28  per  cent.  The 
individual  taxpayer  should,  therefore,  be  reciuired  to  mclude  in  his  taxable  income 
for  the  year,  for  both  normal  and  surtax  calculation,  the  total  amoimt  of  the  dividend 
received  on  account  of  1921  undistributed  earnings,  (plus  his  proportion  of  tax  ptad 
for  him  by  the  corporation.)  but  on  the  other  hand  he  should  be  allowed  to  deduct  as 
a  credit  from  the  total  tax  due  from  him  for  the  year  1922,  28  per  cent  on  the  dividends 
included  in  his  taxable  income  on  account  of  which  the  corporation  had  previously 
paid  a  tax.  By  this  method  the  individual  taxpayer  will  automatically  adjust  the 
tax  paid  for  him  bv  the  corporation,  to  the  actual  taxes  due.  from  him,  baaed  upon 
his  own  income  and  his  own  tax  class. 
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LIMITATION  OF  TAX  CBEDIT. 

For  the  practical  application  of  the  tax  credit  principle  here  suggested  it  will  be 
necesssury  to  limit  the  period  within  which  individuals  will  be  entitled  to  take  credit 
for  undistributed  taxes  paid  for  them.  If  credit  were  allowed  for  an  indefinite  period, 
too  many  complications  and  uncertainties  would  result.  It  is  suggested,  therefore, 
that  stockholders  be  allowed  to  credit  undistributed  profits  taxes  paid  for  them  by 
corporations  only  if  the  corporation  distributes  such  profits  within  three  years  after 
the  close  of  the  year  during  which  such  profits  were  earned. 

TAXES  PAID  FROM   INCOME  PRIOR  TO   1921 

If  the  corporation  previously  referred  to  distributed  an  additional  $25,000  from 
profits  of  a  period  prior  to  the  inauguration  of  the  undistributed  profits  taxes,  what 
then?  In  that  case  the  individual  taxpayer  receiving  such  dividend  should  be 
required  to  include  it  in  his  taxable  income  for  surtax  purposes  only — ^that  is,  he  would 
be  allowed  an  exemption  in  the  computation  of  his  normal  taxes  in  exactly  the  same 
manner  as  is  required  under  the  present  law. 

The  law  should  specifically  proyide  that  corporations  officially  advise  all  stock-, 
holders  when  paying  dividends  as  to  the  year  out  of  which  dividfends  are  paid  and 
the  average  undistributed  profits  t-ax,  if  any,  paid  on  such  dividends  by  the  corporation 

EARLIEST  PROFITS  DISTRIBUTED  FIRST. 

In  the  determination  of  the  order  in  which  earnings  are  distributed  the  law  should 
provide  that  dividends  be  distributed  out  of  the  earliest  profits  first.  Also,  all  divi-. 
dends  distributed  within  four  months  after  the  dose  of  any  taxable  year  (fiscal  or 
calendar)  shall  be  treated  as  if  distribution  took  place  during  the  previous  taxable 
year. 

In  this  way  corporations  wiU  be  given  four  months  in  which  to  determine  the 
profits  of  any  taxable  year  and  make  such  distributions  within  that  time  as  it  desires. 

In  the  same  way  inclividuals  in  reporting  profits  for  any  given  year  shall  be  required 
to  include  all  di\^dend8  received  by  them  within  four  months  after  the  close  of  their 
taxable  year,  as  income  for  the  prior  taxable  year. 

TREATMENT  OF  TAX-EXEliPT  INCOME. 

A  question  arises  as  to  the  method  of  treating  corporate  tax-exempt  income.  The 
present  law  is  notoriously  inconsistent  in  this  re^rd.  It  recognizes .  tax  exempt 
corporate  income  but  only  while  that  income  remains  in  the  corporation.  As  soon 
as  distributions  of  corporate  profits  are  made,  however,  it  deems  the  tax-exempt 
income  to  have  been  merged  with  the  taxable  income  and  unidentifiable.  It  then 
taxes  the  stockholders  on  the  total  distribution  even  though  originally  tax-exempt 
income  is  part  of  what  he  is  receiving.  Thus  the  stockholders  are  required  to  pay  a 
tax  on  such  income  notwithstanding  the  fact  that  the  income  was  originally  not 
taxable. 

In  order  to  eliminate  this  inequity  I  propose  that  corporations  be  required  to  dis- 
tribute pU  tax-exempt  income  first  and  that  individuals  recei^'ing  such  tax-exempt 
income  exclude  it  from  their  taxable  income.  In  this  wpy  the  inequity  now  existent 
in  the  treatment  of  tax-exempt  income  will  be  eliminatea. 

Jtshould  be  noted  that  the  tax  rate  schedule  herein  submitted  is  based  on  taxpble 
income  to  corporations.  Hence  the  undistributed  profit  tax  calculation  ^ill  not  be 
affected  by  this  question  of  tax-exempt  income. 

UNALLOWABLE  DEDUCTIONS. 

The  present  corporate  tax  law  does  not  permit  the  deduction  ^or  tax  calcualtion, 
of  certain  classes  of  expenses  and  reserves,  prominent  among  which  are  donations, 
arbitrary  reserves  for  future  contingencies  and  future  depreciation,  etc. 

It  is  my  opinion  that  in  so  far  as  donations  and  similar  expenses — unallowable  under 
the  present  law — are  concerned,  they  should  be  allowable  as  deductions  in  the  com- 
putation of  taxable  income  under  the  undistributed  profits  tax. 

Such  items  as  reserves  for  contingencies,  reserve  for  bad  debts,  excessive  depre- 
ciation, and  the  like  are  really  nothing  but  allocations  of  surplus  and  as  such  should 
be  included  in  income,  subject  to  the  undistributed  profits  tax. 
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CORPORATE  LOSSES. 

Under  the  individual  income  tax  law  taxpayers  incurring  losses  from  one  source 
may  deduct  them  from  profits  derived  from  otner  sources  and  report  the  net  di£Ference 
between  such  profits  and  losses  as  taxable  income. 

Since  corporations  can  not  declare  negative  dividends,  a  method  must  be  found  to 
allow  corporate  stockholders  the  equivalent  benefit  on  account  of  losses  incurred  by 
corporations  in  which  they  are  stockholders.  Otherwise,  we  will  again  have  the 
inequality  of  taxing  income  to  individuals  and  members  of  partnerships  on  a  different 
basis  than  individuals  participating  in  corporate  profits. 

To  accomplish  this  end  I  suggest  that  corporate  losses  during  Any  year  be  applied 
against  corporate  profits  of  the  immediately  previous  year  upon  wmch  an  undistrib- 
uted profits  tax  has  been  paid,  and  further,  that  losses  in  any  one  year  over  and  above 
the  undistributed  profits  of  the  previous  year  be  applied  against  undistributed  profits 
of  the  immediately  subsequent  year.  By  this  metnod  corporation  will  be  permitted 
to  apply  losses  against  previous  and  subsequent  taxable  profits.  Thus  in  effect  the 
stocknolders  will  be  given  credit  for  such  losses. 

WHAT  CONSTITUTES    DISTRIBUTION. 

Distributions  of  corporations  need  not  necessarily  be  made  in  cash  and  thus  deplete 
working  capital.  In  order  to  give  corporations  a  wide  latitude  in  the  method  of 
distributing  their  profits  it  is  suggested  that  all  forms  of  distribution  made  to  stock- 
holder, whether  they  be  through  paid-in  surplus,  preferred  stock,  interest  or  non- 
interest  bearing  indebtedness,  or  any  other  form  of  distribution  which  will  be  recog- 
nized by  the  law  and  held  b}[  the  courts  to  be  taxable  to  the  individual,  be  treated 
as  a  distribution  of  corporate  income.  In  this  way  corporations  will  be  given  credit 
in  the  computation  of  the  undistributed  profits  tax  for  all  distributions  on  which 
individuals  will  be  taxed. 

COIIPORATION    EXCISE  TAX. 

Before  leaving  the  subject  of  corporate  taxation  it  should  be  emphasized  that  the 
Federal  Government  ought  to  obtain  a  lai^er  revenue  from  corporations,  as  such, 
merely  for  the  privilege  of  doing  business  as  a  corporation.  This  can  be  done  best 
perhaps  by  increasing  the  capital  stock  tax.  In  this  connection,  however,  a  more 
definite  method  should  be  laid  down  for  the  determination  of  "fair  value  of  capital 
stock. "  The  method  of  arriving  at  fair  value  as  laid  down  by  the  Treasury  Depart- 
ment regulations  is  open  to  serious  objection.  I  have  here  a  reprint  of  an  article  on 
this  subject  Written  by  me  sometime  ago  pointing  out  the  shortcomings  of  the  present 
capital  stock  tax  provision  and  some  proposed  remedies. 

SUMMARY. 

To  summarize,  my  proposed  plan  provides: 

1.  That  corporations  pay  no  taxes  whatsoever  on  profits  made  during  any  taxable 
year  and  distributed  withm  four  months  thereafter. 

2.  That  for  all  current  profits  remaining  undifitributed  the  corporation  pay  a  tax 
at  rates  approximating  the  rates  which  the  individual  stockholders  would  have  had 
to  pay  if  they  had  received  the  remaining  profits. 

3.  That  individuals  receiving  corporate  dividends  include  the  entire  amount  as 
taxable  income  (except  as  hereinafter  noted)  and  that  they  dedtict  from  their  total 
tax  the  amount  of  taxes  paid  for  them  by  tne  corporation  for  profits  that  were  pre- 
viously subject  to  an  undistributed  profits  tax.  In  this  way  there  will  be  adjusted 
the  difference  between  the  tax  paid  for  them  by  the  corporation  and  the  tax  that 
they  should  pay  based  on  their  individual  incomes. 

4.  In  the  determination  of  the  order  in  which  earnings  are  distributed,  the  law 
should  provide  that  dividends  be  distributed  out  of  the  earliest  profits  first;  also,  all 
dividends  distributed  within  four  months  after  the  close  of  any  taxable  year  shall  be 
treated  as  if  distributions  took  place  during  the  previous  taxable  year. 

5.  That  a  time  limit  of  three  years  be  placed  on  the  right  to  take  the  undistributed 
profits  credit  by  the  stockholders. 

6.  That  all  dividends  paid  out  of  profits  prior  to  the  inauguration  of  the  undistributed 
profits  tax  law  (except  dividends  from  earnings  prior  to  Mar.  1,  1913),  be  included  in 
taxable  income  for  surtax  purposes  only. 

7.  That  corporations  be  required  to  advise  stockholders  as  to  which  year's  earnings 
are  distributed  and  the  average  undistributed  profits  tax  rate,  if  any,  paid  on  sudi 
earnings  by  the  corporation. 


IKCOME  TAX.  521 

8.  That  stockholders  include  in  income  for  their  previous  ta^rahle  year  all  dividends 
received  from  corporations  within  four  months  after  the  close  of  such  taxable  year. 

9.  That  all  tax-exempt  corporate  income  be  deemed  to  be  distributed  first  and  that 
individuals  receiving  such  tax-exempt  income  exclude  it  from  their  taxable  income. 

10.  That  corporate  losses  during  any  year  be  applied  to  corporate  profits  of  the 
year  immediately  preceding  upon  which  an  undistributed  profits  tax  has  been  paid, 
and  that  Josses  in  any  one  year  over  and  above  the  undistributed  profits  of  the  im- 
mediately previous  year  be  applied  against  imdiatributed  profits  of  the  immediate 
succeeding  year.  ^ 

11.  For  the  purpoee  of  determining  distributed  profits  there  ehall  be  construed  as  a 
distribution  of  earnings  all  dividends,  in  whatever  form  made  which  shall  be  defined 
by  the  law  and  sustained  by  the  courts  as  taxable  to  the  individual. 

12.  That  corporations  be  required  to  file  undistributed  profits-tax  returns  within 
six  months  after  the  close  of  their  taxable  years,  reporting  in  confcimity  with  the 
proposed  plan,  and  that  individuals  be  required  to  file  their  individual  mccme-tax 
returns  within  six  months  after  the  close  of  their  taxable  year,  and  include  the  ele- 
ments as  herein  outlined. 

By  the  adoption  of  the  above  method  of  taxation,  the  inequalities  and  incon- 
sistencies of  the  present  tax  laws  will  be  largely  overcome.  The  tax  will  be  levied 
in  proportion  to  the  taxpayer's  ability  to  pay  and  the  desired  revenue  will  be  pro- 
duced for  the  Government. 

STATEICBNT     OF    HON.     JAKES    B.    GAB7IELB,     BEPBESENTINa 
CLEVELAND  FOUNDATION  COlOaTTSE^   CLEVELAND,  OHIO. 

Mr.  Garfield.  Mr.  William  Greenough,  of  New  York  (120  Broad- 
way), represents  with  me  36  foundations  or  commimity  trusts 
scattered  from  Maine  to  Honolulu.  These  various  foundations 
have  been  created  for  the  purpose  of  administering  funds  given  to 
these  foundations,  either  by  direct  gift  inter  vivos  or  by  will.  We 
will  leave  with  the  committee  a  list  of  those  foundations. 

Mr.  Greenough  particularly  represents  the  New  York  Community 
Trust  and  I  particularly  the  Cleveland  Foundation,  and  because  of 
the  questions  that  have  arisen  regarding  the  interpretations  of  the 
statutes  having  to  do  with  gifts  for  charity,  education,  and  other 
purposes  of  that  character,  these  foundations  are  presenting  to  you 
a  request  for  a  clarification  of  the  four  sections  of  the  act  having  to 
do  with  charitable  bequests. 

The  purpose  of  our  amendments  is  to  clarify  these  four  sections 
and  make  them  harmonious,  and  to  make  perfectly  clear  the  defini- 
tion of  the  organizations  coming  within  the  provisions  of  those  sec- 
tions. The  sections  of  the  statute  to  which  we  call  attention — section 
214  (a),  subdivision  (11),  section  219  (b),  and  section  231,  subdivi- 
sion (6),  of  the  Federal  revenue  act  of  1918,  and  section  403  (a), 
subdivision  (3),  and  section  403  (b),  subdivision  (3) — having  to  do 
with  estates  tax. 

Under  these  sections  as  they  now  stand  contributions  made  to 
charitable  corporations  organized  exclusively  for  charity  and  other 
purposes  defined  in  the  statute  are  entitled  to  certain  exemptions. 

Senator  Reed.  Have  you  a  copy  of  the  act  ? 

Mr.  Gabfibld.  I  have  a  copy  of  these  proposed  amendments. 

Senator  Reed.  I  would  like  to  see  that,  and  I  would  like  to  see 
the  act. 

Mr.  Garfield.  Under  the  statute  as  it  stands  to-day  it  has  been 
held  by  the  Internal  Revenue  office  that  donations  inter  vivos  to 
foundations  as  such  are  not  to  be  included  in  the  15  per  cent  exemp- 
tion to  which  donors  are  entitled. 
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Now,  for  a  moment,  to  explain  the  foundation.  The  Cleveland 
Foundation  was  organized  some  years  ago  by  Mr.  Goff,  the  presi- 
dent of  the  Cleveland  Trust  Co.  its  purpose  is  to  afford  a  means  by 
which  individuals  may  give,  in  small  amounts  or  in  large  amounts, 
funds  for  charitable,  educational,  scientific,  and  other  similar  puT" 
poses,  to  a  permanent  committee  called  the  ''Foundation."  The 
foundation  committee  is  created  by  a  resolution  of  the  board  of 
directors  of  a  trust  company.  Under  the  terms  of  that  resolution, 
the  members  of  the  committee  for  the  distribution  of  income  are 
appointed,  one  by  the  Federal  court  in  the  district,  one  by  the 
mayor,  one  by  the  probate  court  of  the  county  and  two  by  the 
trust  company  which  acts  as  custodian  for  the  funds  that  will  be 
given. 

Senator  Reed.  Are  you  speaking  of  any  particular  foundation 
now,  or  of  all  foundations  ? 

Mr.  Garfield.  I  am  speakine  now  of  the  original  foundation, 
the  Cleveland  Foundation,  which  uses  the  Cleveland  Trust  Co.  as 
its  trustee. 

The  members  of  this  committee  are  appointed  for  five  years  eaeh. 
They  administer  the  funds. 

Senator  Smoot.  By  whom  appointed  ? 

Mr.  Garfield.  One  by  the  Federal  judge  of  the  district,  one  by 
the  mayor  of  the  city,  one  by  the  probate  court  of  the  county,  and 
two  by  the  trust  company  which  acts  as  custodian  and  which  holds 
the  funds. 

The  trustee  has  no  power  whatever  other  than  to  hold,  invest, 
and  reinvest  the  principal  and  turn  over  either  to  the  committee, 
or  upon  orders  of  the  committee,  the  entire  net  income  derived  from 
those  funds,  and  the  committee  expends  the  income  each  year  for 
charitable,  educational,  scientific,  literary,  and  other  purposes 
known  as  social  purposes  commg  within  the  definitions  laid  down 
in  the  internal  revenue  act. 

Senator  Watson.  Have  you  a  list  of  its  benefactions  ? 

Mr.  Garfield.  We  have.  We  can  submit  to  the  committee  the 
complete  reports  of  what  has  been  done  by  these  various  organi- 
zations. 

The  principal  of  the  fund  may  likewise  be  used  upon  the  vote 
of  the  committee  and  the  trustee.  So  that  it  avoids  any  question 
of  perpetuity,  and  avoids  the  accumulation  of  great  funds  in  the 
hands  of  the  foundation.  The  purpose  is  to  enable  men  of  small 
means,  as  well  as  large,  to  have  an  available  instrument  for  the 
distribution  of  their  excess  wealth  or  funds  that  they  desire  to  g^ve 
to  charity.  They  may,  if  they  desire,  designate  particular  sureties; 
if  they  do  not  designate  them,  then  the  committee  exercises  its  dis- 
cretion as  to  distribution  among  the  charitable  organizations  of  the 
community. 

Senator  Smoot.  Does  the  foundation  make  any  examinations  as 
to  scientific  problems  and  questions  ? 

Mr.  Garfield.  I  will  come  to  that  point — ^it  does.  It  likewise 
conducts  such  examinations  in  order  to  be  sure  that  the  expend- 
itures of  these  funds  are  made  for  worthy  purposes  and  for  purposes 
that  will  meet  the  social  welfare  and  needs  of  the  community  which 
they  serve. 

Senator  Reed.  But  these  gentlemen  determine  what,  in  their 
discretion,  are  worthy  purposes  ? 
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Mr.  6arfi£LD.  They  do;  yes. 

Senator  Reed,  What  happens  if  they  determine  wrongly? 

Mr.  Garfield.  If  they  determine  wrongly,  their  reports  are  sub- 
ject to  public  inspection.  They  must  be  filed  periodically  with  the 
proper  pubhc  authorities,  and  either  the  attorney  general  of  the 
State  or  the  law  officer  of  the  municipality  is  authorized  to  institute 
action  at  any  time  to  correct  any  maladministration,  if  there  be  any, 
of  the  funds  in  the  hands  of  this  committee. 

Senator  Reed.  I  will  ask  you  further  about  that.  I  do  not  want 
to  interrupt  the  thread  of  your  discourse. 

Senator  Smoot.  Then,  as  I  understand  it,  the  foundation  wants 
the  expenditure  for  the  money  for  the  investigation  of  scientific 
questions  and  problems  to  be  considered  as  charitable  expenditures  ? 

Mr.  Garfield.  As  coming  under  the  definition  of  either  charity, 
if  it  be  an  investigation  of  charitable  matters,  of  scientific  or  literary 
if  coming  within  the  general  definition  of  such  charitable  and  other 
uses. 

Senator  Watson.  Mr.  Garfield,  what  amount  of  money  do  they 
distribute  in  the  course  of  a  year  ? 

Mr.  Garfield.  It  is  a  new  thing,  Senator.  The  Cleveland  Founda- 
tion has,  so  far  distributed  only  about  $17,000  in  a  year,  at  the  most. 
The  Boston  Foundation,  a  very  much  larger  sum,  because  they 
have  had  larger  bequests  that  have  fallen  due;  the  Chicago  Founda- 
tion in  the  neighborhood  of  $100,000. 

The  matter  is  comparatively  new. 

Senator  Reed.  How  about  the  Carnegie  Foundation? 

Mr.  Garfield.  We  have  nothing  to  do  with  the  Carnegie  Founda- 
tion; it  is  entirely  outside. 

Senator  Reed.  Are  these  other  foimdations  associated  with  the 
Carnegie  ? 

Mr.  Garfield.  Not  at  all.  As  a  residt  of  the  Cleveland  Founda- 
tion organization,  various  commimities,  now  numbering  35,  have 
adopted  the  same  method,  and  certain  trust  companies  in  those 
communities  have  adopted  resolutions  similar  to  that  adopted  by 
the  Cleveland  Trust  Co.  in  Cleveland  for  the  organization  of  the 
Cleveland  Foundation.  There  are  variations,  oi  course,  in  the 
•different  communities  to  meet  the  special  needs  of  those  communi- 
ties. For  example,  in  New  York  there  was  organized  the  New  York 
Community  Trust,  with  several  trust  companies  as  trustees.  There 
are  how  many  trust  companies,  Mr.  Greenough  ? 

Mr.  Greenough.  Fourteen  trust  companies,  three  national  banks, 
and  two  State  banks. 

Mr.  Garfield.  They  have  organized  so  that  an  individual  may 
select  any  one  of  those  companies  as  the  trustee  to  administer  the 
fund.  In  Harrisburg  they  have  a  multiple  trustee;  in  Indianapolis 
they  have  multiple  trustees.  In  other  words,  each  community  has 
taken  the  method  that  was  best  suited  to  the  needs  and  conditions 
in  that  community.  They  are  known  either  as  foimdations  or  as 
community  trusts,  using  different  language  in  accordance  with  the 
habit  of  thought  of  the  people  in  those  communities. 

Of  course,  much  the  larger  amount  of  money  will  come  to  these 
foimdations  from  bequests  rather  than  gifts  inter  vivos.  There  have 
been  some  instances  of  the  latter,  however. 

Senator  Watson.  Then  your  theory  is  that  these  funds  should  not 
be  taxed  ? 
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Mr.  Garfield.  That  they  should  not  be  taxed;  that  a  gift  to  a 
foundation  should  be  considered  the  same  as  a  gift  to  an  associated 
charity  organization,  a  gift  to  a  humane  society,  a  gift  to  a  specific 
college,  for  example;  anything  of  that  character.  In  other  words, 
this  money,  while  given  to  the  foundation,  is  held  by  the  trust  com- 
pany as  trustee,  and  each  year  the  entire  net  income  is  distributed 
Dv  the  foundation  committee  for  charitable  and  other  social  uses, 
thus  making  it  possible  for  the  donor  to  be  assured  that  his  gifts 
will,  in  the  years  to  come,  be  wisely  distributed  in  accordance  with 
the  then  existing  needs  of  each  community. 

One  of  the  reasons  for  this  form  of  gift  is  that  in  so  many  instances 
special  charitable  and  similar  organizations,  in  the  course  of  a  few 
years,  have  either  gone  out  of  existence  or  their  funds  have  been 
maladministered,  and  it  is  believed  that  by  this  method  of  creating 
a  committee  and  having  it  under  constant  public  supervision  and 
having  its  membership  changed  periodically  by  the  selection  of  men 
and  women  in  each  community  who  are  thoroughly  conversant 
with  the  social  needs  of  that  community,  that  there  will  be  a  wiser 
distribution  of  the  funds  donated  for  these  purposes. 

The  point  where  we  found  difficulty  under  the  present  statute  was 
that  tne  Internal  llevenue  Office  held  that  a  foundation  did  not 
come  within  the  definition  of  a  corporation  or  association  organized 
and  operated  exclusively  for  charity,  for  the  reason  that  a  trust 
company  was  nominated  as  the  trustee  to  hold  the  title.  However, 
the  trust  company,  as  trustee,  simply  holds  these  funds  and  derives 
no  pecuniary  advantage  other  than  the  charge  made  for  the  actual 
handling  of  the  funds;  it  is  merely  the  custodian  for  investment  and 
reinvestment;  it  derives  no  pecuniary  advantage  by  reason  of  such 
relationship.     It  is  in  exactly  the  same  situation  that  a  trust  com- 

{)any  would  be  in  if  a  college  turns  over  to  that  trust  company  its 
uncls  for  investment  and  handlinjg,  which  is  often  done.  It  does 
not  change  the  character  of  the  fund,  but  the  college  employs  a  certain 
bank  or  trust  company  to  administer  and  hold  its  funds  subject  to. 
the  orders  of  its  officers. 

Senator  Reed^  Allow  me  to  interrupt,  for  my  information  ? 

Mr.  Garfield.  Yes. 

Senator  Reed.  Your  suggested  amendment  is  the  part  in  italics,, 
representing  the  new  matter  ? 

Mr.  Garfield.  The  part  in  italics  is  the  new  matter  and  the 
parts  in  brackets  are  the  parts  to  be  omitted.  The  balance  is  as  the 
sections  now  stand. 

Section  403  of  the  present  law,  which  is  the  statute  governing 
estates,  does  permit  the  deduction  of  gifts  to  trustees.  Now,  there- 
fore, we  have  used  section  403,  which  is  the  last  one  on  this  memoran- 
dum, and  which  already  has  in  it  words  '*to  trustee  or  trustees," 
as  the  basis  of  the  proposed  amendments.  The  change  we  ask  in 
that  is  in  the  fifth  line;  it  definitely  includes  '^community  chest, 
fund  or  foundation,"  so  that  there  may  be  no  misunderstanding 
that  that  character  of  organization  is  included,  and  that  the  words 
*'to  be  used'^  be  inserted  after  the  word  'trustees"  in  order  to 
clarify  the  language. 

Senator  McCumbee.  I  wish  you  would  explain  a  little  more 
definitely  the  reasons  for  the  holding  of  the  department  that  a  gift 
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made  to  an  organization  for  charitable  and  educational  purposes  is 
taxable  if  the  organization  deposit  the  proceeds  of  that  gift  to  a 
certain  bank  or  employs  that  oank  to  invest  it  for  them,  or  that 
trust  company  to  invest  it  for  them.  I  can  not  quite  understand 
the  basis  of  their  holding. 

Mr.  Gakbteld.  The  case  arose  in  this  manner,  Senator:  The 
Detroit  Trust  Co.  had  offered  it  a  sum  of  money  for  the  Detroit 
Foundation,  to  be  given  during  the  life  of  the  individual  offering  it, 
providing,  he  said,  he  could  deduct  that  gift  as  part  of  his  15  per  cent 
deduction. 

Senator  McCumber.  That  gift  did  not  go  to  the  organization 
but  went  to  the  trust  company  ? 

Mr.  Gabfield.  It  went  to  the  organization,  but  the  title  of  the 
property  would  vest  in  the  trust  company  as  the  trustee.  The  In- 
ternal Kevenue  Office  held  that  because  the  word  ''trustee"  was  not 
in  section  214  (a)  subdivision  (II),  therefore  a jrift  to  the  trustee  for 
the  use  of  the  foundation  was  not  deductible.  Tnat  matter  was  taken 
up  on  appeal,  but  it  is  still  held  that,  because  the  word  ''trustee" 
is  not  in  that  section,  although  it  is  in  the  estate  section,  the  gift 
to  the  foundation  is  not  deductible,  even  though  the  purpose  is  wholly 
charitable.  Therefore,  we  want  to  meet  that  lack  of  harmony 
between  the  two  sections  of  the  statute.  If  the  gift  had  come  under 
a  will  to  the  foundation,  there  would  have  been  no  question. 

Then  there  are  other  points  in  connection  with  his  holding  which  are 
still  uncertain,  and  we  want  to  have  those  uncertainties  cleared  up. 

Then  the  other  sections,  214,  219,  and  231 

Senator  Smoot  (interposing).  Is  this  the  usual  phrase  used  in 
relation  to  these  conamunity  centers?  In  your  suggested  amend- 
ment you  say  "including  any  community  chest,  fxmd,  or  foundation." 

Mr.  Garfield.  We  used  those  words  to  cover  the  various  names 
used  in  different  communities. 

Senator  Smoot.  Then  the  real  reason  for  the  ruling  of  the  depart- 
ment was  that  the  trust  company  had  two  of  the  members  of  the 
board  of  the  foundation  ? 

Mr.  Garfield.  No,  not  that  they  had  two  members  of  the  board, 
but  that  the  title  of  the  property  was  held  in  the  trust  company  for 
the  benefit  of  the  organization. 

Senator  Curtis.  Organized  for  profit? 

Mr.  GcARFiELD.  As  the  trust  company  was  organized  for  profit  it, 
therefore,  could  not  come  within  the  exception  of  the  statute, 
although  they  admit  that  all  the  funds  were  to  be  used  for  charitable 
purposes. 

We  have  suggested  that  the  same  wording  be  used  in  all  four 
sections,  so  that  the  interpretation  will  be  the  same  in  all  sections. 

Senator  Smoot.  Why  did  you  include  literary  organizations  ? 

Mr.  Garfield.  Because  that  was  included  in  the  original  section 
403  and  was  not  included  in  the  other  sections. 

Senator  McCumber.  " Literary ''  must  be  education;  is  supposed 
to  be,  at  least. 

Mr.  Garfield.  The  language  of  section  403,  which  we  have  used 
as  the  basis,  is  "organized  and  operated  exclusively  for  religious, 
charitable,  scientific,  literary,  or  eaucational  purposes,  including  the 
encouragement  of  art  and  the  prevention  of  cruelty  to  children  or 
animals. 
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That  is  the  original  section,  and  we  have  simply  used  that  language 
throughout  the  other  sections.  Mv  understanding  is  that  these  two 
sections  of  the  statute  were  drafted  at  different  times. 

I  will  ask  Mr.  Greenough  to  speak  on  that  question,  as  he  has  some 
particular  points  that  he  will  present  to  you. 

Suggested  amendments  to  section  214  (a),  subdivision  (11)^  section  il9  (6),  and  section  SSl^ 

subdivision  (6),  of  the  Federal  revenue  ajct  of  1918,  which  will  harmonize  the  sections 

dud  with  section  40S  (o),  subdivision  (3),  and  403  (6),  subdivision  (3),  ivith  amendments 

suggested. 

[New  matter  in  italics,  matter  to  be  omitted  in  [  ]  brackets  .] 

Section  214  (a),  subdivision  (11),  refers  to  allowable  deductions  from  net  income. 

It  should  be  amended  so  as  to  read  as  follows: . 

(11)  Contributions  or  gifts  made  mthin  the  taxable  year  to  or  for  the  use  of  the 
United  States,  any  State,  Territory,  any  political  subdivision  thereof,  or  the  District 
of  Columbia,  for  exclusively  public  purjjoses,  or  to  or  for  the  use  of  any  corporation 
[s],  including  any  community  chest,  fund,  or  foundation  organized  and  operated 
exclusively  for  religious,  charitable,  scientific,  literary,  or  educational  purposes, 
including  the  encovragement  of  art  and  [or  for]  the  prevention  of  cruelty  to  chil- 
dren or  animals,  no  |NU>t  of  the  net  earnings  of  which  inures  to  the  benefit  of  any 
private  stockholder  or  individual,  or  to  a  trustee  or  trustees  to  be  used  exclusivebf 
or  such  relioious,  charitable,  sdentiflc,  literary,  or  educational  purposes,  or  to  the 
special  fund  for  vocational  rehabilitation  authorized  by  section  7  of  the  voca- 
tional rehabilitation  act,  to  an  amount  not  in  excess  of  15  per  centum  of  the 
taxpayer's  net  income  as  computed  without  the  benefit  of  this  ^ragraph. 
Sucn  contributions  or  ^fts  shall  be  allowable  as  deductions  only  if  verified 
under  rules  and  regulations  prescribed  by  the  commissioner,  with  the  approval 
of  the  Secretary.  In  case  of  a  nonresident  alien  individual  this  deduction  shall 
be  allowed  only  as  to  contributions  or  gifts  made  to  domestic  corporations,  or  to 
domestic  trustees,  or  to  such  vocational  rehabilitation  fund; 
Section  231  refers  to  conditional  and  other  exemptions  and  should  be  amended  bo 

as  to  read  as  follows: 

Sec.  231.  That  the  following  organizations  shall  be  exempt  from  taxation 
under  this  title: 

(6)  Corporations,  including  any  community  chest,  fund,  or  foundation  oiganized 
and  operated  exclusively  for  religious,  charitable,  scientific,  literary,  or  edu- 
cational purposes,  including  the  encouragement  of  art  and  [or  for]  the  prevention 
of  cruelty  to  children  or  animals,  no  part  ot  the  net  earnings  of  whicn  inures  to 
the  benefit  of  any  private  stockholder  or  individual  or  a  trustee  or  trustees  of 
funds  to  be  used  exclusively  for  such  religious.  Charitable,  scientific,  literary,  or 
educatioTval  purposes; 
Section  219  refers  to  estates  and  trusts  and  subdivision  (b),  which  provides  for  the 

deduction  of  income  paid  to  or  permanently  set  aside  for  charitable  corporations  or 

associations,  should  be  amended  so  as  to  read  as  follows: 

(b)  The  fiduciary  shall  be  responsible  for  making  the  return  of  income  for  the 
estate  or  trust  for  which  he  acts.  The  net  income  of  the  estate  or  trust  shall 
be  computed  in  the  same  manner  and  on  the  same  basis  as  provided  in  section 
212,  except  that  there  shall  also  be  allowed  as  a  deduction  (in  lieu  of  the  de- 
duction authorized  by  parafi^aph  (11)  of  subdivision  (^a)  of  section  214)  any 
part  of  the  gross  income  whicn,  pursuant  to  the  terms  of  tne  will  or  deed  creating 
the  trust,  is  during  the  taxable  year  paid  to  or  permanently  set  aside  for  the 
United  States,  any  State,  Territory,  any  political  subdivision  thereof,  o^r  the 
District  of  Columbia,  for  exclusively  public  purposes,  or  to  or /or  the  use  of  any 
corporation,  including  any  community  chest,  fund,  or  foundation  organized  and 
operated  exclusively  for  religious,  charitable,  scientific,  literary,  or  educa- 
tional purposes,  induding  the  encouragement  of  art,  or  for  the  prevention  of 
cruelty  to  children  or  animals,  no  part  of  the  net  earnings  of  which  inures 
to  the  benefit  of  any  private  stockholder  or  individual;  and  in  cases  under 
paragraph  (4)  of  subdivision  (a)  of  this  section  the  fiduciary  shall  include  in 
the  return  a  statement  of  each  beneficiary's  distributive  share  of  such  net 
income,  whether  or  not  distributed  before  the  close  of  the  taxable  year  for  which 
the  return  is  made. 
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Amendments  to  section  403  are  as  follows: 

Sec.  403.  That  for  the  purpose  of  the  tax  the  value  of  the  net  eatate  shall  be 
determined — 

(a)  In  the  case  of  a  resident,  by  deducting  from  the  value  of  the  gross  e^^tate — 

♦  »  »  »*  ♦  * 

(3)  The  amount  of  all  bequests,  legacies,  devises,  or  gifts,  to  or  for  the  uee  of 
the  United  States,  any  State,  Territory,  any  political  subdivision  thereof,  or 
the  District  of  Columbia,  for  exclusively  public  purposes,  or  to  or  for  the  use  of 
any  corporation,  incliiding  any  community  chestj  fund^  or  foundation  organized 
and  operated  exclusively  for  religious,  charitable,  scientific,  literary,  or  educa- 
tional purposes,  including  the  encouragement  of  art  and  the  prevention  of 
cruelty  to  children  or  animals,  no  part  of  the  net  earnings  of  wnich  inures  to 
the  benefit  of  any  private  stockholder  or  individual,  or  to  a  trustee  or  truetees 
to  he  med  exclusively  for  such  religious,  charitable,  scientific,  literary,  or  educa- 
tional purposes.  This  deduction  shall  be  made  in  case  of  the  estates  of  all 
decedents  who  have  died  since  December  31,  1917;  and 
(Remainder  of  section  unchanged.) 

(Sec.  403.  That  for  the  purpose  of  the  tax  the  value  of  the  net  estate  shall  be 
determined — 

(b)  In  the  case  of  a  nonresident,  by  deducting  from  the  value  of  that  part  of 

his  gross  estate  which  at  the  time  of  his  death  is  situated  in  the  Unified  States — 
»«  »  »  «  *  ♦ 

(3)  The  amount  of  all  bequests,  l^ciee,  devises,  or  gifts,  to  or  for  the  use  of 
the  United  States,  anjr  State,  Territory,  any  political  subdivision  thereof,  or 
the  District  of  Columbia,  for  exclusively  public  purposes,  or  to  or  for  the  use 
of  any  domestic  corporation,  including  any  community  cheat,  fuTid^  or  foundation 
otganized  and  operated  exclusively  for  religious,  charitable,  scientific,  literary, 
or  educational  purposes,  including  the  encouragement  of  art  and  the  prevention 
of  cruelty  to  children  or  animals,  no  part  of  the  net  earnings  of  which  inures  to 
the  benefit  of  any  private  stockholder  or  individual,  or  to  a  trustee  or  trustees 
to  he  used  exclusively  for  such  religious,  charitable,  scientific,  literary,  or 
educational  purposes  within  the  United  States.  This  deduction  shall  be  made 
in  case  of  t^e  estates  of  all  decedents  who  have  died  since  December  31,  1917; 
and 
(Remainder  of  section  unchanged.) 


Treatwrer^B  report  of  Permanent  Charity  Fund,  Boston  Safe  Deposit  <t  Trmt  Co,,  trustee, 

July  1, 1919,  to  June  dO,  1920» 


[Charles  M.  Rogerson,  treasurer.] 

RECEIPTS. 


Balance  on  hand  July  1,  1919 $48,428.93 

From  Boston  Safe  Deposit  &  Trust  Co.,  tniBtee  of  Permanent  Charity 

Fimd 216,251.38 

Interest  upon  deposit 633. 67 


265,313.98 


EXPENDITURES. 

Administrative  expenses: 

Salaries $6,431.64 

Offic^e  supplies  and  postage 155. 47 

Equipment 144. 00 

Annual  report 165. 25 

Miscellaneous 204. 46 

Charity  expenses: 

Associated  Charities  of  Boston 3, 500. 00 

Baby  Hygiene  Association S,  250. 00 

Bates  College,  Maine 500. 00 

Bethesda  Society '. 1,050.00 

Boston  Aasociati'on  for  the  Relief  and  Control  of  Tuber- 
culosis (now  Boston  Tuberculosis  Association) 1, 500. 00 

Boston  Children 's  Aid  Society 6, 250. 00 


7, 100. 82 
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Charity  expenses — Continued. 

Boston  Children's  Friend  Society $1,000.00 

I»08ton  City  Hospital,  Pathological  Laboratory oOO.  00 

Boston  City  Hospital,  Social  Service  Department 5, 000.  CO 

Boston  Dispensary 3, 500. 00 

Boston  Industrial  Home 1. 000. 00 

Boston  Legal  A  id  So(!iety 1, 500. 00 

Boston  Tiyinp:-in  Hospital 3, 375. 00 

Boston  Provident  Association 4, 500. 00 

Boston  S'ociety  for  the  Care  of  Girls T,  000. 00 

Boston  Young  Men's  Christian  Association 1, 500. 00 

Boston  Young  Men 's  Christian  Union 750. 00 

Bunker  Hill  Boys'  Club 5, 750. 00 

Bureau  on  Hlegitimacy 4, 4!M.  64 

Cambridge  Country  week 200. 00 

Cambridge  Hospital 2,  500. 00 

Children's  Hospital 5. 000. 00 

Children's  Hospital,  Social  Ser^  ice  Department 2, 250. 00 

Children's  Island  Sanitarium 1,  000.  00 

Children's  Mission  to  Children 1, 000. 00 

Children's  Museum  of  Boston 400. 00 

Church  Home  Society  for  the  Care  of  Children  of  the 

Protestant  Episcopal  Church 3. 000, 00 

Collis  P.  Huntington  Memorial  Hospital 1, 000. 00 

Cooperative  Workrooms .' 500. 00 

Dedham  Temporary  Home  for  Women  and  Children. . .  1, 000. 00 

Denison  House 2.  250. 00 

Dorchester  House 500. 00 

East  End  Christian  Union 780. 00 

Elizabeth  Peabody  House  Association 1, 000. 00 

Ellis  Memorial  and  Eldredge  House  (Inc.) 2, 750. 00 

Farm  and  Trades  School 3, 375. 00 

Frances  E.  Willard  Settlement 4, 250. 00 

General  Theological  Library 750. 00 

Hale  House  Association 3, 000. 00 

Harv' ard  Infantile  Paralysis  Commission 3, 000. 00 

Harv  ard  Medical  School 10, 000. 00 

Har\'ard  Medical  School  (for  Dr.   Porter's  statistical 

report) 1, 000. 00 

Hawthorne  Club 375. 00 

Hillside  School 1, 000. 00 

House  of  the  Good  Samaritan 1, 500. 00 

House  of  Mercy  (Association  for  the  Work  of  Mercy) ...  2, 000. 00 

Household  Nursing  Asscoiation 1, 500. 00 

Industrial  Ai4  Society 875. 00 

Infants'  Hospital 2, 000. 00 

Instructive  District  Nursing  Association 6,  720. 00 

International  Young  Men's  Christian  Association  Col- 
lege   750. 00 

Jamaica  Plain  Neighborhood  House  Association 937. 50 

Ring's  Daughters'  and  Sons'  Home  for  the  Aged  in  Nor- 
folk County 562.  50 

League  for  Preventive  Work — Dietetic  Bureau 6, 500. 00 

Lincoln  House  Association 1,000.00 

Little  House 750. 00 

Massachusetts  Association  for  Promoting  the  Interests 

of  the  Adult  Blind 1,  500.  00 

Massachusetts  Charitable  Eye  and  Ear  Infirmary. 3, 000. 00 

Massachusetts  Charitable  Eye  and  Ear  Infirmary^  Social 

Service  Department 2, 075. 00 

Massachusetts  Council  of  Girl  Scouts 500. 00 

Massachusette  General  Hospital 3,  750. 00 

Massachusetts  General  Hospital,   Social  Service  De- 
partment— In-Patient 1,  500. 00 

Massachusetts  General  Hospital,   Social  Service   De- 
partment—Out-Patient   3, 250. 00 

Massachusetts  General  Hospital,   Social  Service  De- 
partments   1, 500. 00 
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€harity  expeoBes — Continued. 

MaasachuflettB  Home  and  Hospital $812. 50 

Maverick  Dispenflarv 1, 600. 00 

Mental  Hygiene  in  Induatry 1, 000. 00 

New  England  Deaconess  Association 1, 000. 00 

New  England  Hospital  for  Women  and  Children 3, 000. 00 

New  England  Moral  Reform  Society 2,000.00 

Norfolk  House  Centre 1, 875. 00 

North  Bennet  Street  Industrial  School 1, 875. 00 

North  End  Diet  Kitchen 500. 00 

North  End  Union 375.00 

Paine  Fund  of  the  First  Parish  in  Cambridee 1, 000. 00 

Perkins  Institution  and  Massachusetts  School  for  the 

Blind 4,000.00 

Peter  Bent  Brigham  Hospital,  Social  Service  Depart- 
ment   2,500.00 

Psychopathic  Hospital,  Social  Service  Department 2, 000. 00 

Robert  Gould  Shaw  House  (Inc.) 750.00 

Roxbury  Boys'  Club  and  Institute  of  Industry 4, 000. 00 

Roxbury  Neighborhood  House  Association 1, 000. 00 

Rutland  Private  Sanatorium  Association 500. 00 

Saint  Monica's  Home 1, 000. 00 

Sharon  Sanatorium 3, 000. 00 

Simmons  College 2,750.00 

Smith  Collie  l^aining  School  for  Social  Work 1, 500. 00 

South  End  Day  Nursery 300. 00 

South  End  Diet  Kitchen 200. 00 

South  End  Music  School 125. 00 

Sunnyside  Day  Nursery 1,000.00 

Teacher's  Division,    United  States  Employ- 
ment   Service,    Professional    and    Special 

Section $500. 00 

Unexpended  balance  refunded 31. 84 

468. 16 

Tide-0  ver  League 2, 000. 00 

Travelers'  Aid  Society  of  Boston 1, 750. 00 

First  Unitarian  Church  of  Winthrop 50. 00 

Welcome  House 750. 00 

Wonmn's  Seaman's  Friend  Society 760. 00 

Women's  Educational  and  Industrial  Union 500. 00 

Relief  funds: 

Associated  Charities  of  Boston. . .  $7, 023. 79 
Leas  refunds 412. 31 


Boston  City  Hospital,  Social  Serv- 
ice Department 454. 28 

liess  refunds 41.20 


$6, 611. 48 


413.08 

Boston  Legal  Aid  Societv 66.36 

Children's    Hospital,    Social    Ser\dce    De- 
partment   *. . . .  309. 70 

Oollis  P.   Himtington  Memorial   Hospital, 

Social  Service  Department 200. 00 

Dorchester  Relief  Societv 705. 50 

Home  for  Aged  Colored  Women 500. 00 

Instructive    District    Nursing    Association, 

from  Fanny  Wharton  Helping  Fund 100. 00 

Lend  a  Hand  Society 200.00 

Massachusetts  Commission  for  the  Blind ....  53. 15 
Massachusetts  General  Hospital,  Social  Serv- 
ice Department— Out-Patient •. . .  135. 00 

Massachusetts  General  Hospital,  Social  Serv- 
ice Departments 103.83 

Temporary  Home  for  Working  Women 175. 00 


9, 573. 10 
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War  or  emergency  relief  fund: 

Boston  City  Hospital,  Social  Service  De- 
partment       $200. 00 

East  End  Christian  Union 100.00 

Harvard  Medical  School,   for  Dr.   Porter's 

statistical  report 300. 00 

Interdepartmental  Social  Hygiene  Board ...     1, 000. 00 
Psychopathic  Hospital,  Social  Service  De- 
partment         500. 00 

$2, 100. 00 

$206.  573.  40 

Balance  on  hand 51, 639.  76 

265.  313.  98 

STATEMENT    OF    WILLIAM    OREENOUGH,    BEPBESENTXNO    NSW 
TOBK  COMMUNITY  TRUST,  NEW  YORK,  N.  Y. 

Mr.  Greenough.  Section  403  (a)  and  (b),  which  is  a  part  of  the 
estate  tax,  was  passed  in  1916;  sections  214  (a),  subdivision  (11), 
section  219  (b),  and  section  231,  were  part  of  the  income  tax,  and  they 
were  passed  orijginally  in  1913  and  remain  substantially  unchanged. 

There  is  a  difference,  which  is  what  we  are  dealing  with  now 

Senator  Gerry  (interposing).  Section  403  is  the  first  tax  amend- 
ment relating  to  exemption  of  bequests  to  charitable  organizations, 
passed  in  1918. 

Mr.  Greenough.  Was  it  amended  in  1918? 

Senator  Gerry.  Amended  in  1918.  That  was  not  in  the  ori^nal 
1916  bill. 

Mr.  Greenough.  You  will  correct  me.  I  thought  the  original 
part  of  it  was  put  in  in  1916. 

Senator  Gerry.  It  went  in  in  1918. 

Mr.  Greenough.  Then,  it  was  passed  after  the  sections  which  are 
in  the  income  part  of  the  act. 

Senator  Gerry.  The  other  section  was  a  Senate  amendment,  the 
section  in  regard  to  the  exemption  to  the  income  tax.  My  recollec- 
tion is  that  the  amendment  was  introduced  and  went  in  in  1917. 

Mr.  Greenough.  I  think  I  am  correct  in  saying  that  the  income- 
tax  sections  were  not  made  to  conform  with  the  estate  tax  section. 

Senator  Gerry.  They  went  in  before. 

Mr.  Greenough.  My  thought  is  that  section  403  provides  that 
for  the  purpose  of  the  estate  tax  the  value  of  the  net  estate  shall  be 
determined,  first,  in  the  case  of  a  resident,  and,  second,  in  the  case  of 
a  nonresident,  and  that  in  each  case  under  subdivision  3  *' the  amount 
is  determined  by  deducting  from  the  value  of  the  gross  estate  the 
amount  of  all  bequests,  legacies,  devises,  or  gifts,  etc.,  to  or  for  the  use 
of  the  United  States,  any  State,  Territory,  any  political  subdivision 
thereof,  or  the  District  of  Columbia,  for  exclusively  public  purposes, 
or  to  or  for  the  use  of  any  domestic  corporation,  organized  and  opera- 
ted exclusively  for  religious,  charitable,  scientific,  literary,  or  edu- 
cational purposes,  including  the  encouragement  of  art  and  the  pre- 
vention of  cruelty  to  children  or  animals,'*  etc. 

Then  it  goes  on  ''or  to  a  trustee  or  trustees  exclusively  for  such 
religious,  charitable,  scientific,  literary,  or  educational  purposes,"  etc. 

Uur  whole  request  here  is  that  the  sections  of  the  income  tax  be 
made  harmonious  with  this  provision.  There  seems  to  be  no  reason 
in  the  nature  of  things,  if  a  gift  to  a  corporation  organized  exclusively 
for  religious,  charitable,  scientific,  and  these  other  related  purposes 
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should  be  exempt  from  the  estate  tax,  why  a  gift  to  trustees,  either 
individual  or  corporate,  for  precisely  similar  purposes  should  not  also 
be  exempt. 

That  in  itself  is  absolutely  all  we  are  asking  for,  and  we  have  made 
the  language  of  section  214,  subdivision  11,  which  refers  to  allowable 
deductions  from  net  income,  identical;  that  is  to  say,  where  a  donor 
during  his  life  time  wants  to  make  a  charitable  gift  either  to  an 
individual  who  is  trustee  for  some  charitable  purpose  or  to  a  trust 
company  which  is  trustee  for  a  charitable  purpose,  ne  may  do  so  and 
the  deduction  will  be  allowed.  Under  the  existing  law  as  it  stands 
no  such  deduction  can  be  made,  because  the  law  says  that  the  only 
charitable  deductions  are  contributions  or  gifts  made  within  the 
taxable  year  to  a  corporation  organized  and  operated  exclusively  for 
relirious,  charitable,  scientific,  or  educational  purposes. 

Now  there  the  word  *4iterary,"  which  occurs  in  connection  with 
403,  does  not  appear,  and  neither  do  the  words  **  including  the  encour- 
agement of  art.  It  is  simply  a  matter  of  reconciling  the  language  of 
these  sections  so  as  to  provide  in  the  case — I  will  not  particularize^ 
because  I  think  it  is  hardly  necessary.  It  shows  on  the  face  of  it  by  a 
comparison  of  these  sections. 

Senator  Smoot.  All  that  you  intend  to  do  is  to  amend  section  403 : 
'^That  for  the  purpose  of  the  tax  the  value  of  the  net  estate  shall  be 
determined''  including  **  sxiy  community  chest,  fund,  or  foundation  ?'^ 

Mr.  Greenou(}h.  Yes,  sir. 

Senator  Smoot.  And  then  making  the  same  amendment  in  sections 
214,  219,  and  231  of  the  income  tax,  using  the  exact  words  to  conform 
to  section  403  ? 

Mr.  Grebnouoh.  Yes,  sir;  that  is  exactly  it.  We  want  to  amend 
section  214  so  that  a  contribution  or  gift  not  only  to  a  corporation 
which  is  a  charitable  corporation  but  to  trustees  for  charitable 
purposes  shall  be  exempt. 

Senator  Smoot.  You  use  the  words  here  ''  or  to  domestic  trustees, '' 
in  section  214? 

Mr.  Greenough.  Yes;  that  is  for  the  reason  that  the  end  of  that 
section  reads  ''in  case  of  a  nonresident  alien  individual  this  deduction 
shall  be  allowed  only  as  to  contributions  made  to  domestic  corpo- 
rations. " 

We  think  that  necessarily  it  must  be  the  same  with  a  gift  to  do- 
mestic trustees.     That  is  assimilated  to  what  goes  before. 

In  addition  to  that,  I  simply  want  to  say  that  these  community 
trusts  or  foundations  or  chests  which  we  represent  are  all  of  them 
common  law  trusts.  They  consist  first  of  a  trustee;  second,  of  what 
is  generally  known  as  a  distribution  committee,  which  has  the  exclu- 
sive right  of  disposition,  and  selection  of  the  object  of  the  bounty  of 
the  donor  in  eacn  case,  and  the  form  which  the  resolutions  and  decla- 
rations in  each  case  have  taken  is  unimportant;  they  are  all  common 
law  trusts,  and  for  that  reason,  and  rather  than  because  they  are 
trust  companies  or  corporations  and  because  they  are  trustees  is 
why  we  come  here.  Tne  Commissioner  of  Internal  Revenue  has 
held  in  each  case  that  because  these  sections  limit  the  gifts  to  corpo- 
rations, that  the  exemptions  are  not  applicable  to  trustees  for  similar 
purpo8€is. 

Senator  Smoot.  The  Cleveland  Foundation  has  been  paying  taxes, 
has  it,  on  all  gifts  ? 
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Mr.  Grebnouoh.  I  do  not  think  they  have  yet,  because  bequests 
and  gifts  have  not  materialized  to  an  extent  where  it  has  been  necea* 
sary,  and  that  is  so  generally  with  all  of  these  foundations. 

Senator  Smoot.  is  there  a  dispute  now  about  the  tax ) 

Mr.  Garfield.  No  returns  have  been  made. 

Senator  Smoot.  Has  there  been  any  claim  on  the  part  of  the  Gov- 
ernment for  the  back  taxes? 

Mr.  Garfield.  No,  there  has  not;  and  the  matter  came  up  b^ 
reason  of  the  request  of  the  Detroit  Foundation  to  receive  this 
direct  gift. 

Senator  Smoot.  Do  you  know  hqw  much  would  be  involved  in 
this  principle  in  the  United  States  ? 

Mr.  Greenough.  We  do  not  ask  that  this  be  made  retroactive. 

Mr.  Garfield.  Not  at  all.  We  can  not  tell,  Senator.  It  depends 
upon  how  widely  gifts  are  made  to  these  foundations. 

Senator  Smoot.  I  thought  maybe  you  had  some  idea  ? 

Mr.  Garfield.  We  have  no  idea,  because  it  is  all  so  new.  For 
instance,  in  Cleveland,  we  anticipate  from  what  we  know  at  present 
of  wills  that  have  been  made,  somewhere  from  $30,000,000  to 
$40,000,000,  unless  those  wills  be  changed,  and,  of  course,  it  would  be 
very  difficult  to  find  out  just  what  there  is  ahead  of  us  on  those  foun- 
dations. But  it  is  supposed  it  would  amount  to  a  large  amoimt  in 
each  community.  It  wdl  not  take  propertv  that  otherwise  would  be 
subject  to  taxation  away  from  the  taxable  possibilities,  but  will 
enaole  donors  to  ^ve  to  tms  general  fund  to  be  utilized  in  this  fashion 
instead  of  particular  charities. 

Mr.  Greenough.  I  would  like  to  say  just  one  thing  more,  if  I  may, 
Senator.  We  appear  here — Mr.  Garfield  and  I  primarily — ^repre- 
senting, he  the  Cleveland  Foundation,  I  the  New  xork  Community 
Trust,  which  consists  of  some  18  banks  and  trust  companies  which  are 
contained  in  this  pamphlet  which  I  would  like  to  file. 

We  also  represent  the  other  community  trusts  throughout  the 
United  States,  which  have  been  formed  in  more  than  38  cities,  and 
we  have  the  authority  to  speak  for  the  trust-company  section  of  the 
American  Bankers'  Association,  which  gave  its  approval  to  the 
presentation  of  this  request  at  the  last  convention;  and  I  have  been 
asked  by  Mr.  Thomas  B.  Paton,  the  general  counsel  of  the  American 
Bankers'  Association,  to  state  tliat  he  would  have  come  here  with  us 
to  urge  this  amendment,  but  he  was  prevented  by  other  matters. 

Mr.  Garfield.  Mr.  Chairman,  I  want  to  leave  this  statement  of 
the  Cleveland  Foundation,  which  gives  the  history  of  this  organiza- 
tion, the  exact  language  of  the  resolution,  and  a  ust  of  all  the  foun- 
dations throughout  the  country. 

Senator  McCumber  (presiding) .  Do  you  wish  that  printed  as  a 
part  of  your  testimony  ?  If  not,  you  can  mark  such  portions  as  you 
would  like  to  go  into  the  record. 

Mr.  Garfield.  I  would  ask,  then,  that  there  be  printed  in  the 
record  only  the  list  of  foundations,  unless  the  committee  desires  the 
full  resolution  under  which  these  organizations  are  created. 

Senator  McCumber.  I  do  not  think  that  is  necessary. 

Senator  Smoot.  I  suggest  that  you  send  about  25  copies  of  that 
down  to  the  committee,  and  then  if  any  members  of  the  committee 
want  them  they  can  get  copies  from  the  clerk  of  the  committee. 

(The  matter  referred  to  by  Mr.  Garfield  is  as  follows:) 
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OTHKR  OOMMUNITT  FOUNDATION M. 

Tne  vitality  of  the  community  trust  idea  is  indif:ated  bv  the  number  of  similar 
trusts  organized  since  the  establishment  of  the  Cleveland  iF^oundation  in  1914.  So 
fiir  as  is  known  the  following  list  ip  complete  up  to  March  1, 1920.  In  every  oaee  the- 
name  of  the  trust,  the  date  of  its  establishment,  the  home  city,  and  the  trustee  aro 
set  forth: 

The  Cleveland  Foundation,  Cleveland,  Ohio  January  2,  1914;  The  Cleveland 
Trust  Co.   trustee. 

St.  Louis  Community  Trust,  St.  Louie,  Mo.  January  21,  1915;  St.  Louis  Union 
Trust  Co..  trustee. 

Spokane  Foundation,  Spokane,  Wash.,  March  23,  1915;  Union  Trust  &  Savings 
Bank,  trustee. 

Chicago  Community  TruRt,  Chicago,  111.,  May  12,  1915;  Harris  Trust  A  Savdngs 
Bank,  trustee. 

Milwaukee  Foundation,  Milwaukee;  Wis.,  May  24,  1915;  First  Wieconsin  Trust 
Co.,  trustee. 

Los  Angeles  Community  Trusi.  Los  Angeles,  Calif.,  June  1,  1915;  Security  Trust 
A  Savings  Bank,  truRtee. 

Attleboro  Foundation,  Attleboro,  Maes  ,  June  15.  1915;  Attleboro  Trust  Co.,  trustee. 

Minneapolis  Foundation,  Minneapolis,  l^finn..  June  25,  1915;  Minneapolis  Trust 
Co.,  trustee. 

Permanent  Charity  Fund,  Boston.  Mass.,  September  7,  1915;  Boston  Safe  Deposit 
&  Trust  Co.,  tiustee. 

Houston  Foundation,  Houston.  Tex.,  October  5,.  1915;  Department  of  City  estab- 
lished hy  Ordnance. 

Detroit  C'Ommunity  Foundation,  Detroit,  Mich.,  December  7.  1915;  Detroit  Trust 
Co..  trustee. 

The  Seattle  Foundation,  Seattle,  Wash.,  December  20,  1915;  Seattle  Trust  Co., 
tru'<tee. 

Sioux  City  Common  Fund.  Sioux  City,  Iowa.,  December  28,  1915;  Farmers  I/>an 
&  Trust  Co.,  trustee. 

IndianapoUs  Foundation,  Tndianapoli.<^.  Ind.,  January  5  1916;  Fletcher  Saving? 
A  Trust  Co.,  Indiana  Triifit  Co..  Union  Trust  Co.,  tnirtees. 

The  Louisville  Foundation,  Louisville,  Ky.,  May  10,  1916;  The  Tjouisville  Trust 
<V>.,  trustee. 

Rhode  Island  Foundation,  Providence,  K.  I.,  June  13,  1916;  Rhode  Island  Hos- 
pital Trust  Co.,  trustee. 

The  WillianiBport  Foundation,  WiUiamsport,  Pa.,  November  20,  1916;  Northern 
Central  Trust  Co.,  trustee. 

The  Hawaiian  Foundation,  Honolulu,  Hawaii,  December  29,  1916;  The  Hawaiian 
Trust  Co.,  trustee. 

Peoria  Community  Trust,  Peoria,  111.,  February  6,  1918;  Dime  Savings  &  Trust 
Co.,  trustee. 

New  Orleans  Community  Trust,  New  Orleans,  La.,  June  13,  1918;  Intentaie  Trust ' 
A  Banking  Co.,  trustee. 

Worcester  County  Charitable  Foundation,  Worcester,  Mass.,  October  26,  1918; 
Worcester  Bank  &  Trust  Co.,  trustee. 

Philadelphia  Foundation,  Philadelphia,  Pa.,  December  20,  1918;  Fidelity  Trust 
Co.,  trustee. 

Fittsbuigh  Community  Foundation,  Pittsburgh,  Pa.,  August  22,  1919;  Common- 
wealth Trust  Co.,  trustee. 

The  Buffalo  Foundation,  Buffalo,  N.  Y.,  September  30,  1919;  The  Marine  Trust 
Co^  trustee. 

The  Winston-Salem  Foundation,  Winston-Salem,  N.  C,  Asheville,  N.  C,  Salis- 
bury, N.  0.,  High  Point,  N.  C,  October  14,  1919;  Wachovia  Bank  &  Trust  Co., 
trustee. 

The  Richmond  Foundation,  Richmond,  Va.,  October  23,  1919;  Virginia  Trust 
Co.,  trustee. 

Community  Trust  for  Newaris:  and  Essex  County,  Newark,  N.  J.,  November,  1919; 
Fidelit^r  Trust  Co.,  trustee. 

Washington  Foundation,  Washington,  D.  C,  December,  1919;  The  Washington 
Loan  &  Trust  Co.,  trustee. 

Cincinnati  Foundation,  Cincinnati,  Ohio,  Union  Savings  Bank  &  Trust  Co..  trustee. 

New  York  Community  Trust,  New  York  City,  February,  1920;  Equitable  Trust 
Co.j  Columbia  Trust  Co.,  New  York  Trust  Co.,  United  States  Mortage  <&  Trust  Co., 
Irving  Trust  Co.,  Title  Guarantee  &  Trust  Co.,  Hudson  Trust  Co.,  Metropolitan 
Trust  Co.,  Manufacturers'  Trust  Co.,  Franklin  Trust  Co.,  Kings  County  Trust  Co., 


634  INTEBNAL  BEVEKUE. 

Mercantile  Trust  Co.,  Fidelity  Trust  Co.,  American  Trust  Co.,  Hamilton  Trust  Co,^ 
Commercial  Trust  Co.,  trustees. 

Delaware  Ec^uitable  Trust  Co.,  of  Wilmington. 

Harrisbuz]^  I«oundation,  Harrisbuiig  Trust  Co.  Pennsylvania. 

Permanent  Commercial  Trust  Fund,  Exchuige  Tmst  Co.,  of  Tulsa,  OUa. 

Plainfield  Foundation,  Plainfield  Trust  Co.,  New  Jeisey. 

The  Youngstown  Foundation,  Dollar  Savings  Bank,  Ohio. 

(Mr.  Greenough  also  submitted  the  following:) 

THE   NEW   YORK  COMMUNmr  TRUST. 

Alvin  W.  Krech,  chairman  trustee?'  committee. 

Trusteet. — The  Equitable  Trust  Co.  of  New  York,  Columbia  Trnst  Co.,  The  New- 
York  Trust  Co.,  United  States  Mortgage  &  Trust  Co.,  Metropolitan  Truett  Co.,  Titfe- 
Guarantee  &  Trust  Co.,  Manufacturers  Trust  Co.,  Kings  County  Trust  Co.,  Lsw^'em 
Title  &  Trust  Co.,  Mercantile  Trust  Co.,  Fidelity-International  Trust  Co,,  Amencxn 
Trust  Co.,  The  Commercial  Trust  Co.  of  New  York,  Hudson  Trust  Co,,  Irving  National 
Bank,  The  American  Exchange  National  Bank,  Harriman  National  I^ank,.  The  Bank 
of  America,  Metropolitan  Bank. 

Frank  J.  ParHons,  director,  55  Cedar  Street,  New  York. 

L8TATEMBNT   OF  FBEDEBIOK  B.   KELLOOQ.   ATTOBZ^T  AT  LAW^ 

NEW  TOBK,  N.  Y. 

Senator  McCumber.  Give  your  name,  address,  your  business,,  and 
whom  you  represent. 

Mr.  Kellogg.  My  name  is  Frederick  R.  Kellogg;  lawyer;  52 
Broadway,  New  York;  appearing  personally.  I  do  nat  represent 
any  organization  or  individual  in  this  matter,  but  I  did  represent  a 
number  who  were  affected  by  the  point  I  want  to  raise. 

Senator  McCi^mber.  We  will  oe  glad  to  hear  from  you^  Mr* 
Kellogg. 

Mr.  Kellogg.  The  (juestion  to  which  I  would  like  to  ask  the 
attention  of  the  conunittee  is  as  to  the  way  in  which  profits  d«ived 
from  the  sale  or  exchange  of  capital  assets — a  term  which  I  want  to 
define  in  just  a  moment — ought  to  be  treated. 

The  present  method,  of  course,  taxes  any  profit  derived  from  the 
sale  of  a  capital  asset  by  anyone,  or  an  exchange  of  it,  just  as  though 
it  were  from  an  ordinary  earning  or  an  ordinarvday-by-day  transaction 
in  a  man's  business.  I  want  to  state  baldly  the  points  I  desire  to 
make  and  afterwards  elaborate  them  slightly,  if  I  may. 

Very  briefly,  the  points  that  I  want  to  make  are  these:  First, 
the  present  method  of  taxation  of  such  profits  is  injurious  to  the 
Treasury  of  the  United  States  because  it  kills  transactions  which 
would  be  made  if  the  taxation  were  reasonable.  In  a  great  many 
cases  the  people  who  would  make  those  transactions  can  not  stand 
the  burden  of  the  tax  which  would  be  imposed  upon  the  profits 
resulting  from  them  in  addition  to  such  taxes  as  are  leviable  upon 
their  ordinary  income ;  hence  the  Treasury  receives  no  income.  That 
is  the  first  point.     I  want  to  elaborate  that  in  a  moment. 

The  second  point  is  that  the  present  method  is  bad  for  the  country, 
economically  considered,  because  it  tends  to  augment  the  condition 
of  what  I  may  call  frozen  capital  which,  it  seems  to  me,  is  one  of  the 
serious  things  with  which  we  have  to  contend  in  our  econmic  condi- 
tion. 

In  the  third  place,  it  is  an  injustice  to  the  taxpayer  to  tax  him 
upon  such  transactions  in  the  way  in  which  he  is  now  taxed. 
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In  the  next  place,  the  general  thesis  that  I  want  to  urge  is,  I  think, 
recognized  bv  the  House,  because  they  have  passed  two  bills  which 
show  that  tney  think  something  should  be  done.  I  am  wrong  in 
saying  they  have  passed  two  bills.  One  was  passed  two  sessions  ago, 
H.  R.  14198,  and  one  was  submitted  at  the  last  session,  known  as 
H.  R.  16146,  showing  that  there  was  a  recognition  of  the  fact  that 
something  ought  to  be  done.  It  seems  to  me  that  those  two  bills 
are  inadequate  for  reasons  that  I  will  state  in  just  a  moment. 

I  want  to  come  now  to  the  point  that  I  want  to  make,  so  that  you 
will  see  what  I  am  trying  to  direct  my  argument  to  before  I  indulge 
in  the  sUght  argument  that  I  want  to  make. 

My  proposition  is  that  the  way  to  treat  those  transactions  in  the 
interest  oi  the  Nation,  of  the  Treasury  Department,  and  of  the  tax- 
payer is  to  segregate  them,  set  them  apart,  in  a  way  of  which  I  will 
speak  in  just  a  moment,  and  to  submit  those  pronts  to  a  straight 
fiat  tax  01  a  small  amoimt,  comparatively  spealdng.  In  other  words, 
I  think  that  if  Mr.  A  sells  a  hundred  shares  of  stock  of  a  certain  con- 
cern he  ought  to  pay  just  the  same  tax  as  Mr.  B  will  pay,  even 
though  his  mcome  might  be  much  larger  than  Mr.  B's.  I  think 
there  should  be  a  definite  knowledge  on  the  part  of  every  man  who 
deals  in  property  as  to  just  what  he  has  got  to  pay  out  oi  additional 
profits  he  makes,  in  case  he  makes  profits  as  the  result  of  such  trans- 
actions. 

Senator  Curtis.  He  should  not  be  subject  to  the  surtax  provision? 

Mr.  Kbllogo.  No;  I  think  there  should  be  a  straight,  nat  tax  on 
these  transactions. 

Senator  MgCumber.  What  transactions  especially  do  you  refer  to  ? 

Mr.  KJBLLooo.  What  I  will  call  capital  transactions,  and  I  am  now 
going  to  define  to  you  what  I  mean  by  capital  transactions. 

First,  I  would  like  to  allude  to  the  fact  that  in  England  and,  I 
think,  still  in  Canada,  there  never  has  been,  despite  their  income-tax 
provisions,  a  tax  upon  the  profits  derived  from  the  sale  of  capital 
assets,  and  there  they  do  not  draw  any  distinction  at  all.  If  a  man 
who  is  an  investor,  who  is  not  in  the  Dusiness  of  buying  and  selling 
stock,  buys  100  shares  of  stock  to-day,  or  a  piece  of  property,  and 
sells  it  to-morrow,  he  is  not  taxed  on  his  promt  as  he  would  oe  if  it 
were  in  connection  with  ordinary  business  or  earnings. 

That  doctrine  in  the  case  of  the  United  States  does  not  seem  to  me 
to  be  fair  to  the  Government.  I  do  not  think  it  would  produce  a 
good  effect.  I  do  not  advocate  it  at  all,  but  I  do  want  to  advocate 
this,  that  you  should  call  capital  transactions  a  certain  arbitrarily 
defined  class  of  cases  which  I  would  limit  by  considerations  of  time. 
To  illustrate:  I  would  say  that  if  a  piece  of  property  or  an  asset  has 
been  held  by  a  man  longer  than  blank  months,  leavmg  a  blank  to  be 
filled  in  later,  it  should  be  considered  as  an  investment  and  should 
be  considered  as  an  extraordinary  case  which  should  be  set  aside 
and  subjected  to  a  flat  tax  instead  of  being  included  in  the  general 
taxes,  both  normal  and  surtax,  as  provided  by  the  present  law. 

That  general  view  I  first  suggested  some  years  ago  in  correspond- 
ence with  the  Treasury  officials,  and  it  has  been  adopted  in  both 
these  House  resolutions;  but  they  take  the  period  of  three  years. 
In  other  words,  a  man  must  have  owned  a  piece  of  property  ana  held 
it  for  three  years  continuously.     I  believe  this  period  is  too  long. 
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I  want  to  illustrate  to  you  cases  that  have  come  within  my  per- 
sonal experience  and  show  you  how  I  came  into  this  matter  and  got 
very  interested  in  it.  Durmg  the  years  1917,  1918,  1919,  and  1920 
there  came  to  me  in  my  proiessional  capacity  a  nimiber  of  cases  of 
different  clients  who  wanted  to  make  deals  of  one  sort  or  another. 
Some  were  corporations  and  some  were  individuals.  I  refused  to  allow 
those  deals  because  the  taxation  would  have  been  so  prohibitive  that 
they  simply  could  not  have  stood  it.  In  certain  cases  not  a  dollar  of 
cash  woula  have  been  realized.  In  all  cases  they  would  have  had  to 
pay  actual  money  in  taxes  to  the  United  States  Government,  although 
frequently  they  did  not  receive  any  cash  as  the  result  of  the  transac- 
tion itself. 

In  the  course  of  those  years,  in  my  own  personal  experience,  there 
would  have  been  taxes  amounting  to  a  great  deal  of  money,  I  do  not 
know  how  much,  which  would  have  been  paid  to  the  Umted  States 
Government  if  there  had  been  a  reasonable  straight,  flat  tax  imposed 
upon  the  profit  derived  from  those  transactions;  but  as  a  matter  of 
fact  not  a  dollar  was  paid,  because  the  clients  could  not  stand  the 
burden  of  taxation  which  otherwise  would  have  been  payable. 

Take  this  case:  A  man  invents  something.  He  spends  years  per- 
haps in  working  it  out,  and  suddenly  comes  to  the  realization  of  his 
quest,  and  he  wants  to  sell  it  out  for  a  large  price.  He  would  have 
to  pay  something  like  75  per  cent  of  his  profits  to  the  United  States 
Government.     He  does  not  sell. 

Take  the  case  of  the  farmer  who  in  war  times  saw  the  values  of 
his  lands  increase.     He  does  not  sell. 

Take  the  case  of  a  man  who  owns  a  house.  I  heard  of  this  case: 
It  is  not  anything  with  which  I  was  i)ersonally  connected.  A  sales- 
man in  New  YorR  had  a  house  for  which  he  had  paid,  I  think,  about 
three  or  four  thousand  dollars,  and  dining  the  time  of  the  house 
scarcity  two  or  three  years  ago  it  rose  to  a  value  of  something  like 
$7,500.  He  was  transferred  to  New  England.  He  wanted  to  sell 
his  house.  He  got  what  he  thought  was  a  good  figure  for  it,  $7,500, 
I  believe  the  figure  was.  He  went  to  New  England  and  found  he 
could  not  get  another  house  of  anywhere  near  the  same  kind  for  that 
amoimt,  and  he  had  t6  pay  the  Government  the  difference  between 
the  original  cost  of  the  house  and  what  he  had  sold  it  for. 

Those  things  are  simply  unfair  to  the  individual,  and  in  many 
cases — ^not  in  this  particular  case — ^prevent  transactions  from  going 
through  and  result  m  no  revenue  to  the  Government,  which  is  cer- 
tainly harmful  to  the  Treasury  as  well  as  to  the  individual. 

Here  is  a  case  in  which  I  am  now  actually  professionally  concerned 
and  which  is  pending  before  the  Treasury  Department  to-day.  A 
man  had  some  properties  costing  about  $1,800,000.  He  bought  them, 
let  us  say,  in  IsTovember.  In  June  of  the  next  year  he  oi^anized  a 
$4,000,000  corporation  and  took  those  properties  in  without  paying 
any  attention  to  it,  as  a  matter  of  fact,  without  consulting  counsm 
who  had  made  any  study  of  the  situation.  He  took  all  the  stock 
himself.  He  did  not  sell  a  share;  and  when  the  transaction  was  over 
he  had  exactly  what  he  had  before,  only  the  piece  of  paper  held  by 
him  read  a  little  differently  and  perhaps  was  of  a  different  color,  but 
his  actual  interest  was  identical.  He  had  a  bill  from  the  Treasury 
for  a  tax  of  $1,600,000  for  that  transaction.  I  have  been  fighting  it 
for  11  or  12  months  and  I  have  a  promise  of  a  report  in  my  favor. 


INCOME  TAX.  587 

The  report  was  based  on  other  grounds  than  those  which  I  am  argu- 
ing now. 

Senator  McLean.  Would  the  decision  of  the  Supreme  Court  go  as 
far  as  to  cover  a  transaction  of  that  kind  i 

Mr.  Kellogg.  The  decision  of  the  Supreme  Court  I  think  is  not 
on  this  particular  question. 

Senator  McLean.  It  would  not  go  as  far  as  to  cover  that  question  ? 

Mr.  Kellogg.  You  mean  the  decision  by  which  they  upneld  the 
validity  of  the  tax  f 

Senator  McLean.  Yes. 

Mr.  Kellogg.  That  decision  nominallv  would  permit  such  taxa- 
tion, because,  under  the  rulings  of  the  Treasury  Department,  if  you 
transmute  the  assets  you  have  into  something  else,  even  though 
you  own  100  per  cent  of  the  something  else,  you  are  considered  as 
naving  participated  in  a  closed  transaction  and  you  are  subject  to 
a  tax. 

That  tax  of  $1,600,000  was  reconmiended  to  be  assessed  upon  my 
client.  I  have  been  fighting  it  for  months,  and  though  I  have  no 
doubt  I  shall  get  it  eliminated  finally,  it  shows  you  inU)  what  traps 
a  client  may  fall  under  the  operation  of  thd  present  law. 

Let  me^give  you  another  instance.  This  is  a  case  which  I  knew 
about  though  I  was  not  counsel  in  it.  A  partnership  had  been 
oi^anized  for  many  years  and  they  had  a  reasonable  amount  of 
money  in  their  business  and  were  doing  an  enormous  business  on  a 
comparatively  small  capital.  They  wanted  to  incorporate  and  were 
just  on  the  point  of  doing  it  when  they  learned  that  there  was  a. 
point  which  they  had  better  stop  and  look  into.  Their  good  will 
would  have  been  considered,  under  the  rulings  as  they  now  stand, 
as  a  part  of  the  assets  of  the  partnership  which  had  been  acquired 
and  which  had  grown  up  through  their  course  of  dealing  and  which, 
of  course,  was  of  much  more  value  than  the  original  amount  of 
money  they  had  put  into  the  business.  If  they  turned  that  over  to 
that  corporation  and  took  100  per  cent  of  the  stock  they  would  have 
found  themselves  in  identically  the  same  position  as  my  client  was  in 
when  he  turned  over  his  property  to  the  $4,000,000  corporation. 

That  thing  has  been  neld  up  for  14  months.  It  is  a  perfectly 
legitimate  transaction.  Why  snould  they  not  be  allowed  to  incor- 
porate if  they  want  to  ? 

Those  are  the  excrescences  of  the  main  point  that  I  want  to  make. 
I  want  to  show  you,  first,  that  the  general  policy  was  vicious,  and, 
in  the  second  place,  that  these  regmations  of  the  Treasury  Depart- 
ment lend  additional  horrors  to  life. 

I  claim,  and  I  believe  that  I  am  sound  in  saying  so,  gentlemen,  that 
when  a  tax  law  ceases  to  produce  revenue,  when  it  operates  as  a  full 
stop  to  business  and  not  as  a  revenue  producer,  there  must  be  things 
in  It  that  have  no  business  in  any  tax  law  that  the  United  States  of 
America  should  pass;  and  I  know  from  my  personal  experience  in  the 
cases  I  have  already  mentioned  to  you,  and  many  others,  that  this 
law  has  operated  to  kill  transactions  which,  in  themselves,  are 
perfectly  laudable  and  perfectly  worthy  and  ought  to  go^  on  and  are 
m  line  with  the  general  policy  of  business  and  which,  if  regulated 
by  a  real  tax  law,  would  have  gone  on  and  would  have  produced 
revenue  for  the  United  States  Government  which  has  been  entirely 
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lost  in  those  cases  and  which  never  will  be  produced  in  any  similar 
set  of  cases. 

I  want  to  come  now  to  the  remedy  which  is  suggested  by  these 
two  House  bills.  I  do  not  know  whether  they  have  had  any  con- 
sideration by  this  committee.  The  theory  on  which  these  two 
House  bills  go  is  this:  First,  that  there  is  something  which  must  be 
remedied.  On  that  point  I  wholly  uphold  these  proposed  pieces  of 
legislation  because  they  show  a  recognition  by  the  other  branch 
oithe  Congress  that  there  is  an  evil  that  must  oe  corrected.     They 

Eropose  to  correct  it  in  this  way:  They  say  that  when  a  man  has 
ela  property  for  three  jrears  and  sells  it  or  exchanges  it  and  whenever 
the  profits  which  he  derives  from  that  transaction  are  at  least  20  per 
cent  of  the  total  net  revenue  that  he  has  during  a  whole  year — 
those  are  the  conditions,  all  of  which  are  restrictive  and,  it  seems  to 
me,  useless — then  he  can  have  a  certain  right.  What  is  that  right  ? 
That  he  may  take  the  profit  he  makes  from  this  transaction  and  ap- 
portion it  back  during  the  years  when  he  has  held  this  property, 
which  mustbe  more  than  three  years. 

The  gentleman  that  drew  that  bill  did  not  know,  because  the  facts 
had  not  then  come  into  existence,  that  the  United  States  was  going 
into  a  period  of  comparativelv  low  incomes  after  the  middle  of  the 
year  1920  as  compared  with  the  period  of  hi^h  incomes  during  1917, 
1918,  1919,  and  the  first  half  of  1920.  If  this  apportionment  plan 
had  been  suggested  in  1917,  following  four  years  of  low  Federal 
taxation  and  comine  into  a  year  of  higher  Federal  taxation,  the 
apportionment  woula  have  been  a  benefit,  because  a  man  would  have 
put  part  of  his  profit  into  the  years  of  lower  taxation  and  lower 
incomes,  too. 

Senator  Jones.  You  are  assuming  that  taxation  is  going  to  be 
lower  in  the  next  year  or  two  ? 

Mr.  E^ELLOOG.  No,  sir;  incomes.  I  am  speaking  of  incomes  dur- 
ing this  year,  not  only  my  own  but  those  of  many  people  with  whom 
I  come  in  contact. 

Let  us  suppose  that  a  man  has  owned  property  for  three  years 
past  and  has  had  an  income  in  1918,  1919,  and  1920  of  say  $300,000, 
each  of  those  j^ears.  Let  us  suppose  that  in  this  year,  1921,  his 
general  income  is  $200,000,  but  tnat  in  this  year  he  makes  a  sale  of 
some  assets  which  give  him  a  profit  of  $100,000,  so  that  his  gross 
income  is  the  same  as  it  was  in  the  four  years  previous. 

Let  us  suppose  he  seeks  to  take  advantage  of  this  apportionment 
plan  and  to  take  that  $100,000  and  put  it  back  througn  the  years 
1917,  1918,  1919,  and  1920.  He  actually  will  have  to  pay  $1,900 
more  taxes  by  the  apportionment  plan  because  he  puts  his  profits  of 
1921  back  into  his  returns  on  which  the  taxation  was  high  for  those 
previous  years,  and  he  not  only  gets  no  advantage,  but  actually 
sustains,  in  the  hypothetical  case,  a  loss  of  nearly  $2,000  in  taxes 
by  doing  it. 

Maniftstly,  that  is  no  relief.  It  is  just  a  paper  relief.  It  is  merely 
a  plan  that  nas  not  been  carefully  worked  out;  and  as  long  as  incomes 
are  lower  than  in  the  years  into  which  a  part  of  your  profit  is  put  back, 
so  long,  in  many  cases,  will  you  have  exactly  the  same  phenomena. 
If  the  taxation  had  been  lower  in  the  previous  vears,  or  if  the  incomes 
were  higher  now^  which  they  are  not,  a  dinerent  situation  would 
result.     Under  the  conditions  as  we  find  them  to-day  this  apportion- 
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ment  plan  will  not;  give  the  relief  which  the  situation  requires  from 
the  three  standpoints  of  more  revenue  to  the  Treasury,  more  release 
of  frozen  capital,  and  more  justice  to  the  taxpayer. 

That  can  easily  be  demonstrated  in  a  number  of  hypothetical 
cases.  Of  course  you  can  shift  your  figures  as  to  hypothetical 
incomes  so  as  to  make  it,  in  some  instances,  give  relief;  but  under  the 
facts  as  we  find  them  to-day  it  does  not  gjive  general  relief  and  there- 
fore is  not  the  kind  of  tax  that  the  situation  demands. 

In  the  alternative  I  ask  this  committee  to  consider  what  I  have 
called  the  segregation  plan  which  I  have  already  briefly  explained. 

Fix  a  time  which  seems  to  you  reasonable  as  aistinguishing  between 
ordinary  transactions  and  real  investment  transactions.  It  seems 
to  me  a  short  time  is  ample  for  that — six  months,  for  instance,  but 
call  it  a  year — and  say  that  if  a  man  has  held  property  or  has  rendered 
service — services  probably  ought  to  go  into  it  and  have  been  so 
treated  in  this  proposed  oill — if  a  man  has  held  property  for  more 
than  a  year  ana  sells  or  exchanges  it,  that  shall  be  called  an  extraor- 
dinary  transactioa  or  a  capital  transaction,  or  whatever  name  jon 
please  to  give  it,  so  long  as  it  is  segregated.  Put  that  transaction 
m  one  commn  and  put  any  other  similar  transaction  in  the  same 
column.  Do  not  subject  it  to  the  normal  tax  or  surtax,  but  a  flat 
tax.  It  must  be  a  small  tax.  I  do  not  think  it  ought  to  be  more 
than  10  per  cent  at  the  outside.  A  great  many  people  say  it  should 
be  less  tnan  that,  but  I  will  say  10  per  cent.  Make  everybody  pay 
identically  the  same  tax  on  the  same  class  of  transactions.  Put  all 
the  rest  of  your  income  into  the  general  return,  and  add  this  10  per 
cent  tax  on  this  special  transaction  to  the  total  amount  derived  from 
the  other  taxation  branches  of  income,  and  the  total  will  represent 
the  tax  obligations  to  Uie  Federal  Government  for  that  taxable  year. 

If  you  do  that  even  in  the  present  depressed  condition  of  the 
market — ^which  is  not  going  to  last  long,  I  believe,  for  I  am  a  hearty 
optimist  on  conditions — ^I  personally  Imow.  and  from  having  talked 
with  other  people,  of  a  number  of  different  kinds  of  transactions  that 
would  be  taken  up  again  and  go  through,  doubtless. 

Senator  Jones.  We  limit  the  tax  now  on  oil  wells  to  20  per  cent. 

Mr.  Kellooo.  But  that  is  only  in  case  the  thing  is  not  incorporated. 
That  is  another  one  of  these  ostensible  reliefs  which  do  not  relieve. 
I  happen  to  be  very  familiar  with  the  oil  business,  because  I  represent 
a  number  of  oil  companies.  One  was  affected  by  just  such  an  opera- 
tion as  I  have  explained  to  you.  That  limitation  applies  only  to 
the  particular  individual  who  makes  the  discovery  himself.  That 
is  one  of  those  things  that  is  hedged  about  with  so  many  restrictions 
that  it  does  not  amount  to  anything.     I  have  never  heard  of  a  man 

Sling  into  a  wildcatting  operation  without  incorporating  his  concern, 
e  puts  up  $50,000,  say.  His  drilling  and  his  equipment  are  going 
to  cost  him  that.  He  will  incorporate  a  company  and  put  in  the 
money  that  he  intends  to  put  into  the  company  and  he  puts  his 
leases  into  the  company.  Then  he  can  not  sell  his  stock  and  get 
relief  under  that  provision. 

Senator  Curtis.  I  had  a  letter  from  a  man  in  Butler  County,  who 
refused  to  sell  his  property  because  of  the  amount  of  income  taxes 
he  would  have  to  pay. 

Mr.  Kellooo.  To  corroborate  your  case  I  know  of  at  least  four 
transactions  of  importance  in  the  oil  business  which  have  come  to 
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my  personal  knowledge  during  the  last  four  years  because  of  just 
that  situation.  They  were  all  cases  where  people  held  corporate  stock 
of  oil  companies. 

One  of  tnose  cases  was  a  case  where  the  corporation  held  oil  proper- 
ties which  it  concluded  to  sell  but  would  not  sell  because  the  value 
of  the  oil  property  increased  so  much  above  the  price  paid  for  it  that 
the  tax  was  prohioitive. 

Senator  Jones.  The  reason  I  mentioned  the  oil  situation  was 
because  of  the  20  per  cent.  I  just  wondered  whether  or  not  20  per 
cent  might  be  considered  in  tne  case  you  have  mentioned  rather 
than  10  per  cent. 

Senator  Curtis.  Making  it  a  general  proposition  instead  of  limiting* 
it,  you  mean? 

Senator  Jones.  Yes. 

Mr.  Eellooo.  It  seems  to  me,  if  I  may  say  so — of  course  this  is 
only  the  opinion  of  one  man  after  consultation  and  talk  with  many 
other  men — the  general  feeling  I  iSnd  is  that  if  you  want  to  stimulate 
these  transactions  you  will  get  more  revenue  from  a  low  tax  than  a 
high  tax. 

Senator  Smoot.  There  are  thousands  of  other  cases  in  which  thej 
make  re^ar  profits  and  make  them  within  a  short  time  and  they 
have  paid  the  tax.  But  I  know  what  you  say  is  true  as  to  many,, 
many  special  cases.    In  fact,  I  know  one  that  is  in  my  own  family. 

But  Qo  jou  think  we  ought  to  impose  a  different  tax  upon  a  man 
who  is  doing  a  general  busmess  from  that  which  would  be  imposed 
upon  him  if  he  should  oW  real  estate  and  sell  it,  or  purchase  real 
estate  and  dispose  of  it  ? 

Mr.  Kellogg,  I  think  that  is  the  only  solution,  Senator.  Suppose 
a  real  estate  operating  firm  are  buying  and  selling  real  estate.  Their 
regular  income  is  derived  from  those  transactions.  In  England 
they  would  make  no  distinction  between  real  estate  and  otheT  trans- 
actions. 

Senator  Smoot.  I  am  perfectly  aware  that  it  would  release  a  eood 
manv  transactions  in  real  estate.  In  fact,  there  is  not  a  montn,  I 
thiuK,  but  that  I  get  letters  calling  attention  to  just  such  cases  as 
you  refer  to  now.  1  know  they  exist  and  everybody  else  knows  they 
exist,  but  I  have  had  a  doubt  in  my  mind  whether  we  could  go  to 
work  and  begin  to  segregate  business  and  impose  different  rates  of 
taxation  upon  different  businesses. 

Mr.  Kellogg.  You  would  not  need  to  do  that,  if  you  will  pardon 
me 

Senator  Smoot.  We  would  have  to  do  it  if  we  followed  out  your 
suggestions. 

Mr.  Kellogg.  No;  it  is  only  a  question  of  time.  It  appUes  to  all 
businesses  alike. 

Senator  Smoot.  Oh;  your  recommendation  is  that  it  applies  to  all 

businesses  ? 

Mr.  Kellogg.  Oh,  absolutely.  Take  a  case  where  a  partnership^ 
a  corporation,  or  an  individual  has  held  property  of  any  kind  you 
can  mention  for  whatever  number  of  months  you  decide  to  put  in 
that  blank — a  year  if  you  want  to.  I  think  a  year  is  too  lonj^,  but 
that  covers  every  possible  business.     I  want  to  make  that  plam. 

Senator  Smoot.  Then,  of  course,  we  would  lose  the  revenue  from 
the  income  tax  upon  all  that  business. 
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Mr.  Ejbllogo.  I  have  talked  this  over  with  Mr.  McCoy,  because 
liis  knowledge  of  the  situation  is  so  profound.  I  am  not  authorized 
to  quote  him,  and  I  wish  he  were  here  now.  The  impression  I  had 
from  him  from  the  long  and  very  interesting  talk  I  had  with  him  was 
that  he  felt  the  apportionment  plan  suggested  by  these  two  House 
l>ills  did  not  applv  to  present  conditions  and  he  lelt  that  the  segre- 
gation plan  would  offer  some  relief,  and  he  was  not  prepared  to  say 
out  what  the  relief  would  be  greater  and  the  income  to  the  Treasury 
greater  than  under  present  conditions. 

Senator  Smoot.  1  had  not  given  it  any  thought,  so  I  would  not 
want  to  express  a  definite  opinion,  but  it  seems  to  me,  just  oflFhand, 
that  the  Treasury  would  lose  more  in  dollars  and  cents  than  it  is 
realizing  to-day.  I  do  not  say  that  positively,  but  these  are  special 
-cases  and  they  are  cases  that  come  to  light  where  there  is  a  great 
profit  involved,  and  I  do  not  believe  they  run  into  the  hundreds  in 
the  United  States;  they  may.  Evidently  they  do  not  run  into  the 
thousands. 

Mr.  Kellogg.  I  think  they  run  into  the  hundreds  of  thousands.  If 
you  will  pardon  me,  I  was  recently  a  delegate  to  the  United  States 
'Chamber  of  Commerce  convention  at  Atlantic  Citv,  and  I  did  not 
meet  a  man  there  that  I  talked  to — and  I  talkea  to  a  great  many 
men — ^who  did  not  know  of  a  number  of  transactions  of  tnat  nature 
that  had  been  killed.  I  believe  they  run  into  hundreds  of  thousands 
^very  year,  and  especially  such  years  as  the  good  years  of  1918  and 
1919  and  the  good  years  that  are  going  to  come,  because  this  country 
is  not  going  to  be  a  bear  country.  We  are  not  going  to  stay  at  the 
bottom  of  the  financial  depression.  We  are  going  to  have  a  period 
of  rismg  values.  That  is  United  States  history,  and  we  are  going 
to  have  that  situation  again,  and  the  minute  it  comes  the  condition 
that  I  have  attempted  to  explain  will  be  eniphasized  continuously. 

With  the  greatest  respect  to  you,  sir,  I  want  to  disagree  very 
-earnestly  with  the  thought  that  it  only  applies  in  special  cases. 
When  a  man  in  his  own  practice — and  I  am  just  one  of  some 
10,000  New  York  City  lawyers  and  one  of  some  200,000  United 
States  lawyers — finds  as  many  cases  of  that  sort  that  come  to 
his  personal  knowledge  as  I  nave  found,  and  when  he  compares 
notes  with  his  friends,  members  of  the  bar,  and  people  in  com- 
mercial life,  and  finds  indications  of  so  many  more,  it  must  be 
true  that  the  transactions  which  have  been  actually  killed  in  the  last 
iew  years  are  enormous  in  their  number  and  should  have  produced 
An  enormous  revenue  and  have  produced  none  at  all. 

Senator  Smoot.  Perhaps  I  ought  to  have  qualified  what  I  said,  in 
this  way,  that  if  the  individual  himself  had  no  other  income  and  this 
was  the  only  income  that  he  received,  then  I  think  it  would  be  a 
special  case;  but  the  individual  holding  these  properties;  having  a 
large  income  from  some  other  source  and  being  compelled  to  pay  an 
income  tax  on  the  exceedingly  high  profit  made  upon  this  one  trans- 
action, will  throw  it  all  into  the  higher  brackets  of  the  income-tax  law. 

Mr.  Kellogg.  It  does. 

Senator  Smoot.  I  imagine  that  perhaps  the  cases  would  be  multi- 
plied in  that  way. 

Mr,  Kellogg.  That  happens  very  frequently,  sir. 

Senator  Smoot.  More  tnan  likely  most  of  them  are  that  way. 

Mr.  Keli^ogg.  A  number  of  them  unquestionably  are. 
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But  take  the  man  that  I  spoke  of,  the  New  York  salesman.  He 
did  not  have  a  high  bracket — and  see  the  situation  he  was  in.  It  is 
a  matter  that  I  am  not  personally  familiar  with.  It  was  told  mc  by 
a  friend  of  mine  who  knew  the  situation.  He  had  sold  his  house  and 
made  a  profit  and  he  had  to  pay  tax.  He  could  not  buy  a  new  house 
with  the  proceeds  he  had  left.  That  man  was  more  seriously  hurt 
than  your  multimillionaire  who  makes  a  million-dollar  transaction. 

Senator  Jones.  He  should  have  looked  around. 

Mr.  Kellogg,  He  should,  sir;  but  what  would  he  have  done  ?  He 
was  transferred  by  his  business  into  New  England.  He  had  been  in 
New  York.     What  was  he  to  do  ?     He  had  no  more  use  for  his  house. 

Senator  Smoot.  Could  he  not  rent  the  house  on  the  interest  ? 

Mr.  Kellogg.  I  am  not  familiar  with  his  personal  affairs,  but  I  can 
easily  assume  that  he  had  a  mortgage  coming  due  that  made  it  neces- 
sary to  sell.  Those,  of  course,  are  merely  hypotheses.  The  actual 
fact  was  that  the  man  was  hurt,  and  that  there  was  not  anv  reason 
for  his  being  hurt,  in  the  justice  of  the  situation  or  in  the  advantage 
to  the  Treasury,  because  it  never  does  the  Government  any  good  to 
pass  an  unjust  law. 

I  believe  as  firmly  as  I  can  believe  anything  that  the  United  States 
has  lost  millions  of  dollars  of  revenue  above  what  it  got  from  the 
people  that  did  sell  and  did  pay  the  tax,  because  of  the  transactions 
that  never  went  through. 

Senator  Jones.  I  imagine  that  we  are  all  practically  agreed  on  the 
evil  that  you  have  pointed  out.  It  is  a  question  of  the  remedy. 
I  do  not  think  there  is  any  doubt  in  the  world  but  what  your  general 
position  is  verified  by  the  facts  in  the  country. 

Mr.  Kellogg.  Thank  you,  sir. 

Senator  Jones.  For  one,  at  least,  I  think  we  should  find  some 
remedy  for  the  situation.  It  is  a  question  of  what  the  remedy  should 
be,  so  far  as  I  am  concerned. 

Mi\  Kellogg.  May  I  allude  to  another  point?  I  was  talking^  with 
one  of  my  friends  who  was  a  doUar-a-year  man  in  the  Internal 
Revenue  Commissioner's  office,  with  reference  to  this  House  bill 
which  doubtless  will  come  before  you  after  it  passes  the  House  in  this 
present  session.  He  said, ''  My  God !  The  thing  is  utterly  impossible. 
Those  men  are  driven  to  death.  Think  of  theu*  having  to  revise  all 
these  income-tax  returns  for  previous  years.  It  would  stop  the  busi- 
ness  of  the  Treasury." 

Of  course  that  is  an  exaggeration,  but  he  said  that  adminis- 
tratively the  plan  is  impossible. 

Senator  Jones.  Take  the  property  which  has  been  held  since 
March,  1913.  Does  the  House  bill  propose  to  distribute  that  over 
all  of  the  years  since  1913? 

Mr.  Kellogg.  Yes;  and  as  to  that  there  would  be  some  relief  in 
the  years  of  low  taxes,  1913,  1914,  1915  and  1916.  There  would  be 
some  relief. 

Senator  Jones.  Would  you  think  of  equalizing  the  income  for  the 
various  years  with  this  special  income  ? 

Mr.  Kellogg.  I  am  not  sure  that  I  quite  grasp  your  point,  sir. 

Senator  Jones.  Assuming,  of  course,  that  the  income  of  the  indi-^ 
vidual  has  varied  during  different  years,  how  would  it  do  to  let  him 
apply  that  income  to  the  income  of  the  lean  years  imtil  it  reaches  the 
maxunum  income  of  any  given  year  and  makes  the  amount  of  his. 
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income  as  nearly  as  possible  equal  during  each  of  the  years  during 
which  he  has  held  the  property  ? 

Senator  McLean-.  It  would  not  do  him  much  good. 

Mr.  Kelloog.  I  do  not  think  that  that  would  relieve  him  very 
much. 

Senator  Smoot.  If  we  undertake  to  do  it  we  would  have  to  have 
10,000,000  lawyers  in  every  section  of  the  country  and  about  a 
hundred  million  more  auditors. 

Senator  Jones.  What  I  had  in  mind  was  this:  You  mentioned  a 
case  a  while  ago,  where,  in  1918,  an  individual  had  a  high  income  and 
he  had  a  low  mcome  last  year 

Mr.  Kellogg.  Or  this  year. 

Senator  Jones.  Yes;  this  year.  Apply  his  income  to  the  income 
of  this  year  until  it  equalizes  his  income  for  1918. 

Mr.  Kellogg.  Would  that,  sir,  ^ve  him  the  relief  desired,  or 
would  it  not  involve  the  Treasury  m  an  administrative  difficulty? 
At  first  thought  it  would  seem  to  me  that  it  would  bring  about  the 
latter. 

Senator  Jones.  I  am  suggesting  it  to  get  your  view  about  it. 

Mr.  Kellogg.  I  did  not  grasp  your  point  at  first.  It  is  a  very  inter- 
esting point.  I  think  it  would  require  the  analysis  of  a  number  of  hypo- 
thetical sets  of  figures  to  show  how  it  would  work  out,  and  also  very 
careful  consideration  of  the  administrative  difficulties  with  which  the 
Treasury  Department  is  now  confronted.  All  of  us  who  have  business 
there  know  that  they  are  four  years  behind.  They  have  not  settled 
a  number  of  cases  back  that  long  ago  in  which  I  am  interested.  I 
have  tried  to  get  a  matter  of  the  1917  tax  worked  out.  It  seems  to 
me,  if  I  may  venture  to  say  so,  that  there  is  one  cardinal  point  which 
the  new  revenue  law  has  got  to  keep  in  mind  throughout.  If  we  do 
not  simplify  the  thing  the  United  States  Treasury  Department  and 
the  Income  Tax  Bureau  are  going  to  be  swamped.  They  are  swamped 
to-day,  gentlemen. 

Senator  Smoot.  They  have  said  so. 

Mr.  Kellogg.  Anything  that  adds  to  its  complexities  will  not 
work  out  any  practical  relief  to  the  Treasury  or  practical  justice  to 
the  individual. 

Senator  Curtis.  If  there  were  more  common  sense  there  it  would 
be  a  good  thing. 

Mr.  Kellogg.  A  good  many  thousand  men  have  had  those  posi- 
tions.    Thev  are  most  earnest  and  conscientious. 

Senator  Curtis.  They  add  thousands  of  men  and  make  it  more 
intricate  and  cumbersome. 

Senator  McCumber.  You  have  got  to  apply  a  very  complex  law 
to  a  still  more  complex  character  oi  business  in  the  United  States. 

Mr.  Kellogg.  Tiiat  is  true,  sir. 

Senator  McCumber.  I  think  that  is  some  excuse  for  the  many 
rulings. 

Mr.  Kellogg.  It  is;  and  please  do  not  misinterpret  what  I  was 
saying,  sir.  Nothing  is  furtner  from  my  thought  than  to  criticize 
the  TVeasury  Department,  because  those  men  are  conscientious  and 
hard  workers,  but  they  have  felt  themselves  compelled  always  to 

Erotect  the  side  of  the  Government,  and  in  their  effort  to  do  so  they 
ave  made  rulings  which  simply  are  technical  and  which  do  not  get 
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to  the  merits.     They  are  not  the  rulings  of  men  that  have  discretion. 
Thev  feel  that  thay  are  bound  by  the  Taw. 

If  the  Members  of  Congress  can  simplify  the  law  so  that  there  will 
be  no  doubt  they  will  wonderfully  assist  the  operation  of  the  Treasury 
Department. 

But  I  am  intruding  too  much  on  your  time 

Senator  McCumber.  You  are  givmg  us  very  interesting  testimony, 
sir. 

Mr.  Kellogg.  I  have  only  a  little  more  to  say.  I  would  like  to 
answer  further  the  Senator's  inquiry. 

I  was  about  to  summarize.  The  first  remedy  is  to  adopt  the  Eng- 
lish view  and  cancel  all  taxation  on  such  profit.  This  I  do  not  ad- 
vocate, because  I  believe  the  Treasury  of  the  United  States  needs 
more  money,  not  less  money;  and  I  believe  that  if  the  proposition 
urged  here  to-day  has  any  merit  it  will  give  the  Treasury  much  more 
money.     But  we  will  put  that  to  one  side  for  a  moment. 

The  second  remedy  is  the  apportionment  plan,  which  bristles  with 
practical  difficulties  of  administration  and  also  with  difficulties  in 
the  way  of  actual  relief,  as  I  have  attempted  to  show. 

The  third  remedy  is  the  segregation  plan  which  I  have  attempted 
to  specify  as  the  one  on  which  my  mind  runs  most  strongly.  I 
believe  that  is  the  solution.  While,  of  course,  many  variations  can 
be  mentioned  in  connection  with  these  three  theoretical  remedies,  I 
do  not  know  of  any  other  broad  alternative  than  those  three  that  I 
have  stated. 

The  subject  I  am  discussing,  Senator  Calder,  is  the  subject  of  the 
sale  of  capital  proceeds  and  the  sale  of  capital  assets,  and  I  have 
attempted  to  maintain  the  thesis  that  those  transactions  should  be 
segregated  from  general  taxation  and  subjected  to  a  flat  tax  of  not 
more  than  10  per  cent. 

When  I  appeared  before  the  House  committee  they  asked  me  to 
submit  my  views  in  writing,  and  I  drew  a  proposed  Dili  with  com- 
ments, at  the  request  of  the  committee,  and  I  am  going  to  ask  leave 
to  file  it  with  this  committee. 

Senator  MoCumber.  Yes.  You  may  insert  it  at  the  close  of 
your  testimony. 

Mr.  Kellogg.  I  am  asking  leave  to  insert  in  the  record  my  testi- 

mon^r  before  the  House  Ways  and  Means  Committee,  pages  127  to 

140,  inclusive,  from  the  document  known  as  part  5  of  the  Hearings 

•before  the  Committee  on  Ways  and  Means  on  the  subject  of  revenue 

revision,  December,  1920. 

I  took  as  a  fair  measure  of  elimination  the  $2,000  exemption 
which  is  now  recognized  bv  the  existing  law.  Why  not  say  that  all 
such  transactions,  if  they  do  not  involve  a  profit  of  more  than  S2,000, 
should  be  treated  as  oroinary  transactions,  but  if  they  involve  more 
than  $2,000 — if  they  amount  to  more  than  that  tney  should  be 
considered  as  extraordinary  transactions  or  capital  transactions 
which  should  be  bracketed  separately  and  subjected  to  this  flat  tax? 

Senator  Jones.  Would  you  apply  it  to  a  transaction  on  stock  t 

Mr.  Kellogg.  I  would  apply  it  to  every  kind  of  a  transaction  on 
earth,  if  the  man  has  held  tne  property  longer  than  the  time  which 
Congress  may  fix  as  the  dividing  line  between  day  by-day  transac- 
tions and  investment  transactions.  In  my  mind,  we  should  dassify 
these  things  as  investments  on  the  one  nand,  and  casual  day-by- 
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day  transactions  on  the  other.  The  day^by-day  transaction  could 
be  taxed  in  the  ordinary  way.  The  investment  transaction  should 
be  taxed  in  some  other  way. 

It  seems  to  me  that  if  there  is  any  other  alternative  whatsoever 
than  those  three  general  ones,  aside,  of  course,  from  variations  in 
each  of  those  three,  nobody  with  whom  I  have  talked  has  been  able 
to  suggest  it,  and  my  own  ingenuity,  such  as  I  possess,  has  not  been 
able  to  formulate  it. 

In  this  proposed  bill,  which  I  drew  for  the  House  conmiittee,  I 
outlined  in  detail  what  I  have  attempted  to  explain  in  general  Ian- 

Stage  to-day  and  which,  if  anyone  is  mterested  to  read  it,  will  show 
^  ose  processes  which  were  in  my  mind  at  the  time  I  used  the  par- 
ticular language  in  the  biU. 

1  believe  that  if  this  thing  is  cleared  up  there  will  be  an  immedi- 
ate revival  of  interest  in  a  number  of  perfectly  legitimate  and  worthv 
business  transactions  which  to-day  are  dead,  or  perhaps  moribund, 
and  which  will  always  be  so  unless  a  remedy  is  applied.  In  mv  opin- 
ion, I  believe  that  if  Congress  should  establish  20  per  cent  as  the  tax, 
they  would  be  just  as  dead  as  they  are  to-day.  I  believe  that  from 
the  result  of  my  own  investigation  of  the  subject.  I  believe  that  if 
vou  put  in  anything  more  than  a  moderate  tax,  which  I  say  should 
be  limited  to  10  per  cent,  you  will  simply  perpetuate  the  present 
conditions. 

Mr.  Chairman,  I  thank  you  very  much  for  your  courtesy.  That 
is  all  I  have  to  sav,  but  I  shall  be  more  than  happy,  if  any  question 
exists  in  the  mina  of  any  member  of  the  committee,  to  endeavor  to 
answer  it,  because  I  have  given  the  question  special  study. 

Senator  McCumber.  Suppose  property  was  purchased  m  1914  and 
held  until  1921  and  it  has  increased  in  value  100  per  cent.  A  dollar 
has  decreased  50  per  cent.  The  property  has  incresjsed  mainly  be- 
cause of  the  inflation  and  the  cheaper  dollar  rather  than  from  any 
mor^  income  that  you  could  get  out  of  it.  Is  it  not  unjust  to  say 
that  a  person,  because  he  sells  it  for  the  same  number  of  dollars  that 
he  purchased  it  for  in  the  general  market,  has  got  to  pay  the  Grovern* 
ment  some  money  ? 

Mr.  Kellooo.  I  think  you  have  touched  the  most  vital  point  in 
the  whole  matter. 

Senator  McCumber.  The  fact  is  that  he  has  not  made  a  cent  if 
those  figures  are  correct. 

Mr.  Kellooo.  I  believe  that  is  one  of  the  strongest  reasons.  I 
am  very  sorry  that  I  did  not  think  of  it  myself.  But  it  is  absolutely 
sound,  as  it  appeals  to  me  now. 

Senator  Calder.  I  know  of  a  transaction  where  a  man  bought  a 

Eiece  of  property  that  cost  him  $140,000  in  1913.  In  1920  it  would 
ave  cost  him  $290,000.  He  was  offered  $210,000  for  the  property, 
and  he  was  disposed  to  sell  it,  but  he  discovered  he  would  have  to 
pay  $30,000  of  that  profit  in  taxes  to  the.  Government,  and  he  did 
not  sell  the  property.    He  could  not  afford  to  sell  it. 

Mr.  KeujOGO.  That  is  another  experience  of  exactly  the  same  kind 
that  I  have  given  before  you  came  in.  I  had  given  a  number  of 
similar  illustrations  from  my  own  personal  experience,  and  I  believe 
that  they  can  be  duphcated  by  nearly  everybody  you  come  in  con- 
tact with. 
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Senator  Smoot.  In  many,  many  cases  the  real  estate  does  not  bring 
in  a  single  cent.  The  owner  pays  taxes  on  those  taxes,  and  if  it  is 
8  or  10  years  at  the  rate  of  interest  we  have  been  applying,  for  that 
length  of  time  the  interest  in  the  compounding  of  it  would  amount 
almost  to  the  principid,  and  then  he  would  have  to  pay  taxes  upon 
that. 

Mr.  Kellogg.  There  is  a  little  side  consideration  of  this  general 
topic  which  I  have  not  taken  your  time  to  mention  this  morning,  but 
it  was  alluded  to  in  the  second  bill  which  I  mentioned.  It  has  to  do 
with  corporation  reorganizations. 

One  01  the  compames  which  I  represent  has  some  oil  property.  It 
is  an  isolated  property  which  they  bought  at  x  dollars.  It  is  to-day- 
worth  about  twentv-aj  dollars.  They  wanted  to  organize  a  special 
corporation  to  handle  that,  taking  in  with  them  some  other  interests 
who  were  going  to  contribute  some  money  and  develop  the  thing  as  a 
joint  afPair  unaer  the  ownership  and  management  of  tnis  new  corpoiv 
ation.  I  had  to  kill  it.  They  would  have  paid  a  tax  of  something' 
over  a  million  dollars.  I  can  not  guarantee  the  figures,  but  it  was 
up  in  six  or  seven  figures.  They  would  have  had  to  pay  a  tax  for  the 
privilege  of  organizing  a  new  corporation.  It  simply  ended  the  busi- 
ness.    What  good  did  that  do  the  United  States  ? 

In  connection  with  the  House  resolution  16146,  my  objection  to 
the  clause  that  relates  to  corporate  reorganizations  is  just  the  same- 
as  my  objections  to  the  other.  It  ostensibly  gives  relief,  but  it  does 
not  practically  give  it.  In  the  case  I  had  in  mind  there  would  hav& 
been  under  this  proposed  law  a  large  tax  payable  unless  a  95  per 
cent  interest  were  retained. 

A  Treasurv  ruling  promulgated  in  1918  and  repealed  in  1919  hit  it, 
as  it  seemed  to  me,  fairly  well.  They  said  that  where  there  is  a 
reorganization  or  transfer  of  property  in  which  the  owners  of  the- 
property  retain  more  than  50  {>er  cent  interest,  it  shall  not  be  deemed 
a  closed  transaction  and  no  tax  shall  be  imposed  in  respect  of  it. 

Such  a  clause  as  that  is  the  one  I  have  mentioned  in  my  proposed 
bill.  That  would  stimulate  a  number  of  transactions  wmcn  to-day 
are  held  up  simply  because  of  taxation.  There  is  no  other  reason  in 
the  world  for  holaing  them  up.  It  would  stimulate  general  business 
and  thus  stimulate  the  total  volume  of  revenue. 

Senator  Jones.  Have  you  considered  the  point  raised  by  the 
Senator  from  Utah  ?  It  is  a  matter  that  I  have  thought  about  some- 
what— allowing  an  exemption  equal  to  a  reasonable  return  on  the 
investment  for  the  period  that  the  property  has  been  held. 

Mr.  Kellogg.  I  nave  not  considered  that  particular  thing;  but  aU 
of  those  provisions  which  involve  a  judicial  determination  by  the 
Treasury  Department  are,  to  my  mind,  objectionable.  I  do  not  think 
it  is  possible  to  apply  them  pri^ctically. 

Senator  Jones.  I  do  not  think  this  would  necessarily  involve  a 
judicial  determination  by  the  department.    Where  a  person  has  held 

Eroperty  for  a  number  of  years  without  any  income  from  it,  and  then 
e  sells  at  a  high  price,  would  it  not  remedy  the  situation,  at  least 
partially,  if  you  allowed  him  an  exemption  equal  to  a  reasonable  rate 
of  interest  on  this  first  investment,  and  should  not  that  be  done? 
Because  there  must  be  a  vast  difference  between  the  transaction 
which  amounts  to  a  turnover  within  1  or  2  years  and  a  turnover 
within  5  or  6  or  8  or  10  years.  There  must  be  a  vast  difference  in  the 
equities  of  the  parties  tnere. 
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Mr.  Kelix>gq.  There  might  uot  be.  Senator.  Take  the  case  of  an 
inventor  who  has  been  wondn^  for  years 

Senator  Jones.  I  ha^e  in  mmd  real  estate  transactions,  now. 

Mr.  Kelloog.  Oh,  real  estate  only.  No,  sir;  I  had  not  in  my  mind 
drawn  any  distinction  between  real  estate  and  anything  else.  I  have 
been  trying  to  work  out  a  genial  rule. 

Senator  Jones.  Can  you  not  see  that  there  would  be  a  dijQference 
where  a  man  had  his  property  in  1913 — it  is  a  vacant  town  lot,  we 
will  call  it — and  he  holds  it  until  1921  and  then  sells  it  for  a  profit. 
Should  not  the  fact  that  he  has  held  it  for  such  a  long  period  oi  time 
be  taken  into  consideration  and  should  the  man  who  only  holds  it 
for  a  year,  reaping  the  same  profit,  be  taxed  a  little  differently  from 
the  man  who  held  it  for  six  or  eight  years  ? 

Mr.  EJBLLOOG.  There  is  certaiiuv  an  ecjuitable  point  in  what  you 
say,  sir,  without  any  question.  Wnether  it  would  be  administratively 
practical  I  am  not  quite  prepared  to  say.  I  think  really  the  point 
which  the  Senator  made  would  be  a  point,  if  I  understood  it  correctly, 
in  addition  to  the  point  I  have  been  making,  because  whatever  the 
tax  was,  whatever  your  eventual  determination  is  as  to  the  basis 
on  which  those  transactions  shall  be  taxed,  this  point  that  you  have 
just  made  and  the  other  Senator  made  can  be  taken  into  considera- 
tion as  an  additional  measure  of  relief  to  the  individual. 

Senator  Jones.  Take  a  man  who  bought  a  farm  in  1913  and  that 
farm,  in  all  probability,  has  not  brought  in  much  of  an  income.  He 
sells  it  for  a  profit,  we  will  say,  of  100  per  cent.  Another  man  buys 
the  farm  a  year  ago.  He  sells  it  for  approximately  100  per  cent. 
Should  not  the  man  who  held  it  for  those  years  be  treated  a  little 
differently  from  the  one  who  makes  his  profit  all  within  a  year  ? 

Mr.  Kelxogg.  I  should  be  glad  to  see  that  done  if  it  were  prac- 
ticable, sir.     The  point  of  equity  is  entirely  well  taken« 

Senator  McLean.  That  is  not  the  thing  that  really  determines  the 
matter — the  fact  that  somebody  else  may  make  more  or  less  money 
than  you  in  dealing  with  a  particular  property.  The  thing  that  inter- 
ests vou  is  how  much  have  you  got  to  pay  on  your  property  ?  There 
is  where  the  deterrent  comes  in.  You  are  not  worried  about  the 
injustice  that  may  be  done  somebody  else.  You  are  not  comparing 
your  bill  with  that  of  somebody  else;  but  if  the  tax  is  so  hign  that 

?ou  say,  **  I  can  not  afford  to  sell  this  property,"  the  sale  is  not  made, 
'he  witness  is  unquestionably  right,  to  my  mind.  There  are  un- 
doubtedly hundreds  of  thousands  of  transactions  which,  if  they  had 
been  permitted  to  be  made  on  a  small  flat  tax,  would  have  resulted 
in  returning  to  the  Treasury  much  more  money  than  has  been  col- 
lected under  the  existing  law. 

Senator  Jones.  Are  there  not  two  points  involved  ?  Are  there  not 
the  point  just  suggested  regarding  the  individual  transaction,  regard- 
less of  the  length  of  time  tne  property  is  held,  and  the  further  point 
where  the  property  has  been  held  for  a  long  time  ? 

Senator  McLean.  Yes,  Senator;  but  in  the  case  which  you  men- 
tioned where  it  would  be  an  injustice  to  sell,  if  the  tax  was  not  high 
enough  to  interfere  with  that  particular  transaction  it  would  be  paid 
and  tne  Government  would  get  the  benefit  of  it. 

Senator  Jones.  It  is  not  a  question,  it  seems  to  me,  of  payment 
entirely.  The  question  of  payment  is  equally  important,  but  the 
question  of  justice  to  the  taxpayer  is  another. 


548  I^TEBNAL  REVENUE. 

Senator  McLean.  I  realize  that;  but  I  do  not  think  it  is  directly 
involved  in  the  proposition  of  the  witness. 

Mr.  Kellogg.  That  would  be  an  additional  proposition^  sir,  right 
in  the  same  line.  It  is  a  supplement  to  what  1  have  attempted  to 
urge.  I  entirely  agree,  sir,  that  there  is  a  point  of  equity  there. 
If  it  were  practical  to  add  that,  it  would  be  in  the  line  of  justice, 
without  any  question.     That  is  a  point  to  be  desired. 

Senator  McCumbeb.  Senator  Jones,  could  not  yoiu:  proposition, 
be  supplemented  by  a  case  like  this:  Here  are  two  men  who,  say, 
buv  tunberland  in  1913  or  before  that  time.  Otie  of  them  pays  a 
million  dollars  cash  and  he  holds  it,  say,  for  10  or  15  years.  The 
other  makes  a  similar  purchase  for  a  mUkon  dollars,  but  he  buys  it  all 
on  time  and  pays  6  per  cent  interest.  His  interest  money  he  can 
deduct  each  year  from  his  taxes.  At  the  end  of  the  time  tney  both 
still  have  the  same  price,  but  while  one  has  had  the  benefit  of  all  of  that 
interest,  the  fellow  who  has  paid  cash  is  labcxrin^  under  the  disad- 
vantage that  he  has  had  nothmg  that  he  can  set  off.  It  seems  to  me 
that  the  Government  in  a  case  of  that  kind  might  allow  what  would 
be  a  reasonable  interest  upon  the  investment,  including  taxes,  etc., 
during  those  years. 

Senator  Jones.  I  think  that  illustration  goe3  right  to  the  point. 

Mr.  Kellogg.  I  want  to  illustrate  the  last  pomt  that  I  nave  to 
suggest.  I  know  of  a  man  who  prior  to  1914  bought  some  stock  in  a 
•certain  company.  That  stock  went  up  colossally.  It  is  one  of  those 
things  you  read  about  in  story  books.  The  prollts  w^e  so  tr^nendous 
that  they  looked  unbelievable.  That  man  would  not  sell  at  the  top  of 
the  market  because  of  this  tax  law,  and  the  stock  has  goae  down 
practically  to  the  point  where  he  got  it. 

Senator  Jones.  He  is  in  a  better  position  to  lose  than  the  other 
fellow  would  have  been. 

Mr.  Kellogg.  He  is  not  entitled  to  any  defense.  But  it  is  human 
nature.  That  man,  because  of  the  motives  that  actuate  most  men, 
lost  a  gigantic  opportunity  and  the  Government  lost  a  tax. 

Senator  McCumbeb.  That  is  a  question  of  who  holds  the  bag, 
the  original  purchaser  or  his  consignee. 

Mr.  Kellogg.  Yes;  but  the  Treasury  would  have  made  more 
revenue.  We  must  take  human  nature  as  we  find  it.  People  just 
will  not  sell  under  those  circumstances  and  vou  can  not  make  them 
sell.  What  I  want  to  do  is  to  make  it  easy  for  them  to  sell  and  thus 
to  stimulate  the  direct  revenue  of  the  Treasury  and  the  general 
revival  of  the  business.  If  I  have  made  those  pomts  plain  to  you,  I 
think  I  have  done  all  that  I  contemplate  doing  this  morning. 

(The  testimony  and  the  proposed  draft  of  revenue  legislation 
referred  to  are  as  follows:) 

Statement  op  Frederick  R.  Kellooq,  New  York,  N.  Y.,  Before  the  House 

Ways  and  Means  Comatittee,  December,  1920. 

Mr.  Kellooo.  I  should  like  to  make  a  few  points  plain,  Mr.  Chairman.  In  the 
first  place.  I  am  not  here  representing  any  client,  although  I  am  a  lawyer.  I  am  here 
because  of  a  number  of  experiences  that  I  have  had  in  my  professional  relations 
within  the  last  three  or  four  vears  bearing  upon  this  point,  and  which  havf  made  me 
believe  that  the  situation  exists  where  different  measures  from  those  heretofore  sug- 
gested should  be  adopted  both  in  the  interest  of  the  Nation  and  of  the  individual 
Sixpaver.  T  am  referrini*  to  the  question  of  the  treatment  of  profits  which  are  derived 
from  the  sale  of  so-called  capital  assets,  a  term  which  I  will  define  in  just  a  moment. 
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Last  spring  thus  committee  had  before  it  H.  R.  14198,  which  vas  fceecd  and  which 
19  now,  as  I  u&deretand  it,  upon  the  depk  of  the  Finance  Committee  cf  tl  e  derate. 
But  mv  object  in  asking  your  attention  for  just  a  few  moments  to-day  was  to  point 
out,  if  I  am  able  so  to  do,  that  H.  R.  14198  does  not  seem  to  me  to  meet  a  very  real 
situation  which  I  know  to  exist,  or  at  leaf t,  to  be  more  accurate,  which  1  know  to 
have  existed  and  which  I  believe  will  exist  again.  It  is  needless,  of  course,  to  trouble 
members  of  this  committee  by  a  reference  to  the  law,  because  you  are  all  thoroughly 
aware  of  the  fact  that  any  profit  derivable  from  the  sale  of  an  aeset,  do  matter  liow 
long  it  Ims  been  held,  whether  it  is  a  piece  of  land,  a  mine  or  oil  well,  a  house,  or  any- 
thing else,  is  taxed  now  on  practically  the  same  basis  as  if  it  came  from  one 's  daily 
labor  or  from  an  investment  on  which  you  collect  coupons. 

The  same  rule  applies  under  section  202  to  exchanges  of  one  kind  of  property  for 
another  kind  of  property,  as  to  whic  h  I  wish  to  make  a  particular  note  in  just  a  moment 

At  first  thought  it  would  strike  any  man,  I  take  it,  that  when  a  man  sells  a  piet  e  of 
property  and  gets  a  profit,  what  reason  is  there  why  he  should  not  be  taxed  en  that 
just  the  same  as  he  would  be  if  he  had  received  a  fee  as  a  lawyer  or  made  a  siilfti^n- 
tial  profit  in  the  course  of  a  brokerage  businees  or  an>  thing  of  that  fort?  P\  t  the 
thing  that  I  want  to  ask  your  attention  to  for  a  mcment  |  artic  iilarly  is  tl  e  \^l>  that 
it  has  worked  in  my  own  experience,  and  I  am  not  purporting  to  give  you  anv  more 
than  mv  own  personal  experience,  corroborated  by  a  number  of  comparisons  and  notes 
witli  other  men  in  New  York  City. 

It  has  so  happened  that  within  tho  last  three  years  in  matters  that  have  come  to  ray 
desk  involving  sales,  transfers,  reorgani/iitions.  and  various  activities,  both  of  a  cor- 
porate and  an  individual  natiure.  there  have  been  a  great  many  millions  of  dollars 
of  proposed  transactions  which  I  have  hod  to  lill  absolutely,  simply  because  of  the 
fact  that  the  people  who  were  going  to  make  those  transaction?  would  have  had  to 
pay  anywhere  from  forty  to  seventy  odd  per  cent  to  the  Government  in  taxes,  and 
they  simply  would  not;  the  business  could  not  stand  it.  Therefore  the  transactions 
were  absolutely  abandonei.  ' 

These  experiencea  arc  not  confmed  to  any  one  class  of  casej.  They  have  been  in 
mercantile  matters  and  reorganizations  of  corporations  in  the  sale  of  oil  properties.  T 
have  quite  a  number  of  clients  who  are  interested  in  those  various  matters  and  other- 
wise. A  situation  of  this  sort  came  to  my  desk  the  other  day  incidentally  and  not 
professionally.  This  cajse  is  that  of  a  corporation  with  a  sales  department  in  the  center 
of  New  York  State.  They  had  a  man  in  charge  of  it  who  had  been  there  for  eeveral 
years.  He  thought  he  was  going  to  be  there  permananently  and  he  bought  a  house 
that  cost  him  about  $7,500.  The  management  in  New  York  thought  that  man  should 
be  transferred  to  some  place  in  New  I.ngland  because  he  had  made  good  in  New  York 
and  they  wanted  him  to  enter  a  new  field.  Be  sold  his  house,  for  which  he  had  paid 
about  $7,500,  and  in  view  of  the  increased  price  of  real  estate  it  brought  sometning 
like  $12,000.  When  he  went  to  New  England  and  tried  to  buy  another  house  of 
about  the  same  type  he  found  that  he  could  not  get  anything  that  even  resembled  it 
for  anything  like  tnat  price,  and  also  he  then  became  aware  of  the  fact  that  he  would 
have  to  pay  a  tax,  the  exact  amount  of  which  I  do  not  know,  because  it  depended  on 
his  salary  and  other  things  in  respect  of  the  profits  he  had  received  on  the  sale  of  his 
original  nouse  in  central  New  York.  He  then  became  very  keenly  alive  to  the  fact 
that  the  purchasing  power  of  a  dollar  had  lessened  so  much  that  his  supposed  profit 
was  largely  stage  money.  It  did  not  amount  to  anything,  but  the  Government  never- 
theless, under  the  present  law,  had  no  alternative  but  to  require  him  to  pay  a  tax  on 
that  amount. 

Now,  take  the  suppositious  case  of  a  workman,  who,  for  example,  has  been  living 
in  some  manufacturing  center  like  Akron,  Ohio.  Perhaps  the  industry  with  which 
he  has  been  connected  is  discharging  men;  he  has  been  a  thrifty  man,  and  he  owns  a 
little  home  that  cost  him  three  or  four  thousand  dollars.  Suppose  he  goes  elsewhere 
in  search  of  work  and  finds  it;  then  he  has  to  sell  his  house  and  establish  himself 
somewhere  else,  and  he  will  have  the  same  experience  with  respect  to  the  sale  of  that 
house. 

Another  incident  that  I  am  personally  familiar  with  was  the  case  of  an  oil  property 
which  was  an  incorporated  concern,  and  therefore  did  not  come  within  tlie  provisions 
of  the  exemption  clause  in  the  present  statute,  where  sudden  developments  made  the 
stock  worth  very  much  more  than  it  had  been  worth  for  two  or  three  years  previously, 
during  which  the  owner  had  held  it.  He  wanted  to  sell  out  at  the  price  he  could  have 
gotten.  He  would  have  been  very  glad  to  sell  and  reinvest  his  money  in  some  other 
form  of  investment,  but  when  he  found  the  tax  that  he  would  have  to  pav  if  lie  sold 
out,  he  just  held  on  to  it.  The  total  of  those  cases  in  ray  own  experience  fias  run  to  a 
great  many  millions  of  dollars,  I  would  not  dare  to  say  how  much,  of  things  that  did 
not  actually  go  through. 
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Mr.  Long  WORTH.  Is  there  any  difference  in  the  case  of  oil  lands  and  other  things? 

Mr.  Kellooo.  Yes;  but  that  amounts  to  almost  nothing  in  practice,  because  die 
average  man  incorporates  his  company  in  the  oil  industry.  There  are  very  few  cases, 
although  I  do  not  doubt  there  are  some,  where  the  industry  is  not  incorporated. 

Mr.  LoNowoRTH.  How  about  the  wildcatter? 

Mr.  Kbllooo.  The  wildcatter  frequently  wants  to  incorporate  and  sell  stock. 
And  there  is  another  thing  that  seems  to  me  unnecessary  and  unwise.  If  he  takes  a 
propertv  that  he  believes  to  be  good  and  incoiporates  it  on  the  basis  of  whatever  the 
1  aw  of  tne  State  permits,  and  he  takes  more  stock  than  the  amount  he  paid  for  it,  he  has 
got  to  pay  an  enormous  tax  on  just  the  transfer  of  one  piece  of  paper  for  another.  He 
hasn't  had  a  cent  in  his  pocket,  but  he  has  got  to  pay  an  enormous  tax  just  the  same. 
That  is  the  Treasury  ruling  to-day,  despite  decisions  in  the  Supreme  Court  in  the  Gulf 
Refining  case,  the  Southern  Pacific  case,  and  the  decision  of  the  Circuit  Court  of 
Appeals  in  the  Atlas  Portland  Cement  case.  But  the  Treasury  Department  to^lay, 
gentlemen — at  least  very  recently,  for  I  have  had  a  matter  up  where  they  recently  did 
it — are  ruling  that  you  have  got  to  pay  a  tax  for  a  change  of  form  without  a  dollar 
coming  to  the  owner  through  the  transfer.  That  is  simply  a  statute  in  restraint  ctf 
trade,  necause  it  results  in  transactions  not  being  made  that  would  be  made  if  it  were 
not  for  the  statute. 

I  do  not  desire  to  take  up  too  much  of  your  time  with  analyses  of  these  cosse,  the 
case  of  the  inventor,  of  the  oil  man,  of  the  farmer  whose  value.s  went  up  during  the 
great  demand  for  wheat,  etc.,  but  I  do  desire  to  allude  very  briefly  to  the  legislation 
on  this  difficulty  proposed  by  H.  R.  14198.  That  bill  contains  three  importent  ele- 
ments, and  only  three,  whicli  I  desire  to  call  to  your  attention. 

In  the  first  place  the  only  relief  suggested  is  that  the  profits  in  the  year  in  which 
the  transaction  takes  place  may,  at  the  option  of  the  holder,  be  apportioned  back 
during  the  number  of  years,  not  earlier  than  1913,  during  which  he  has  held  this 
property.  In  the  second  place,  in  order  to  get  any  advantage  from  the  operation  of 
the  law  at  all  he  has  to  own  the  property  for  the  three  years  preceding  its  disposition. 
In  the  third  place,  in  order  that  he  may  come  under  the  provisions  of  this  section  the 
profits  which  he  derives  from  this  must  equal  at  least  20  per  cent  of  his  income  during 
that  particular  year. 

Now,  I  wonder  if  the  mathematicians  of  the  Treasury,  by  whom  these  various  points 
have  frequently  been  considered — ^and  perhaps  were  suggested  in  this  case — had  in 
mind  the  precise  situation  that  exists  to-day,  where  for  three  years  past,  notably  1918 
and  1919  and  1920,  to  a  less  extent,  but  nevertheless  substantiafly,  incomes*  have 
been  larpe,  but  where  during  1921  they  are  going  to  drop  like  a  plummet  in  many 
lines  of  industry.  Let  us  suppose,  for  instance,  that  a  man  has  nad  an  income  of 
$300,000  in  1919  and  1920,  those  two  years.  Just  take  that  as  the  simplest  possible 
form  of  an  illustration.  Let  us  suppose — and  we  perhaps  will  not  be  far  wrong — ^that 
he  has  an  ordinary  income  of,  say,  $200,000  in  1921  from  the  regular  business  that  he 
is  in,  but  that  he  has  a  chance  to  make  another  $100,000  profit  from  the  sale  of  some 
capital  asset,  defined  in  the  way  that  I  want  to  allude  to  in  just  a  moment.  If  this 
man  apportions  his  capital  profit  between  the  years  1919,  1920,  and  1921,  as  he  would 
be  allowed  to  do  by  H.  R.  14198,  he  would  not  only  fail  to  obtain  relief  but  would 
actually  be  compelled  to  pay  greater  surtaxes  than  if  he  had  paid  all  his  taxes  on  that 
profit  in  one  vear. 

Now,  of  course,  the  answer  may  be  made  to  that.  Why  shouldnH  he  pay  it  all  in  one 
year?  But  the  answer  to  that  again  is,  that  he  will  not  make  that  sale  if  he  has  got  to 
pay  that  tax.  That  is  the  way  human  nature  is  constituted.  That  will  operate  in 
many  instances — universalities  are.  of  course,  ridiculous  and  dangerous — ^but  in  many 
cases  it  will  stop  the  transaction  and  no  tax  is  collected  at  all.  I  know  that  to  be  the 
fact  in  my  own  practice,  because  I  have  had  many  cases  where  I  have  had  to  kill  the 
transaction.  Now,  what  is  the  result?  The  Nation  gets  no  income  and  it  loses  the 
chance  of  getting  an  income  that  it  would  have  gotten  if  it  had  made  a  rea«!onably 
small  tax  upon  those  particular  kinds  of  transactions  as  distinguished  from  the  ordi- 
nary income  transactions  which  compose  the  great  bulk  of  every-dav  business. 

In  the  next  place,  if  the  Nation  did  get  an  income  out  of  that  profit,  if  the  man  did 
make  the  deal,  if  he  swallowed  his  dislike  to  paying  that  tax  and  made  the  transaction, 
it  would  not  be  fair  to  him  in  many  cases.  You  have  all  recognized  that,  as  shown  by 
your  adoption  of  H.  R.  14198.  So,  not  going  back  to  discuss  the  underlying  causes 
which  influence  the  taxpayer,  I  want  to  point  out  that  this  tax  law  as  it  now  stands, 
even  with  the  so-called  alleviation  given  by  H.  R,  14198,  remains  a  statute  in  restraint 
of  trade  or  in  restraint  of  alienation  at  any  rate,  and  is  not  a  tax  statute  at  all,  because 
transactions  do  not  exist  in  a  great  many  cases  where  they  ought  to  exist. 

Of  course,  I  am  not  going  to  commit  the  folly  of  trying  to  prophesy  what  the  results 
in  dollars  and  cents  would  be  of  changing  the  law,  but  I  do  want  to  say  that  I  know  in 
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the  yean  that  have  gone  by,  where  I  have  been  pereonally  familiar  with  such  trans- 
actions, a  great  many  himdreds  of  thousands  of  dollars  would  have  been  paid  to  this 
Government  which  have  not  been  paid  and  never  will  be  paid  because  the  transaction 
did  not  go  through;  and  I  want  also  to  say  that  while  things  are  on  the  down  grade 
now,  so  far  as  stock  market  quotations  are  concerned^  yet  this  is  a  bull  county,  in 
my  opinion,  and  is  never  going  to  cease  to  be  during  mv  lifetime;  and  we  are  ^ing 
to  have  an  increase  of  values  by  and  bv  which  will  make  this  matter  a  living  issue 
again,  just  as  it  was  in  the  boom  ^ears  of  1919  and  1918.  In  the  meantime  individual 
transactions  show  the  same  situation  from  time  to  time  as  in  the  case  of  mines  and  oil 
wells  and  other  cases  where  developments  create  values  which  a  man  can  cosh  in  if 
he  is  able  to  do  so  without  giving  too  much  money  to  the  Government  of  the  United 
fitates  for  that  privilege. 

One  other  bad  resiut  from  the  present  tax  law  is  that  it  increases  the  amount  of 
«o-called  frozen  capital  throuriiout  the  country.  There  can  be  no  question, 
I  think,  as  to  the  harm  which  flows  from  causes  which,  during  a  period  of  enormous 
demand  for  fluid  capital  for  many  reconstruction  piuposes,  tends  to  keep  money 
•enchained  in  existing  forms  of  investment. 

Mr.  Treadwat.  A  few  weeks  ago  we  had  the  argument  presented  here  that  the 
higher  revenues  from  siulaxea  drove  the  richer  people  from  UBual  forms  of  inve3tment 
iinto  tax-exemption  securities,  and  that  therefore  the  Government  got  no  taxes  from 
those  higher  schedules,  practically.  That  is  the  same  line  of  argument  that  you  are 
makinff^  is  it  not? 

Mr.  IwBLLOOG.  To  a  certain  extent.  I  know  that  to  be  true  in  the  instance  you  just 
mentioned,  because  a  number  of  my  clients  have  consulted  me  a>)out  that. 

Mr.  Trbadway.  Your  theory  is  that  in  the  same  way  the  method  of  taxation  of 
capital  awets  to  which  you  refer,  theae  sales  of  real  estate,  etc.,  do  not  take  place, 
and  therefore  the  Government  does  not  get  the  money  that  they  otherwi!!e  would  get 
if  there  was  a  lower  scale  of  taxation  for  that  class  of  tranpartion! 

Mr.  Kellogg.  1  know  that  is  true  of  the  cases  coming  to  my  personal  knowledge. 

Mr.  Treadway.  Those  are  corollaries,  an?  they  not? 

Mr.  Kblloog.  Yes;  in  a  general  way.  In  any  case,  I  would  submit  as  a  general 
principle  that  when  a  tax  law  ceases  to  produce  revenue  and  becomes  simply  a  statute 
which  cuts  off  a  great  many  transactions  which  it  i?  in  the  interest  of  the  Nation  to 
•encoun^,  it  should  not  be  called  a  tax  statute  at  all. 

Mr.  IjOMGworth.  Your  theory  is  that  the  sale  of  capital  asset?  and  the  profits 
resulting  therefrom  is  not  the  same  as  the  ordinary  course  of  bupiness  which  produces 
a  profit? 

Mr.  Kellooo.  That  theory  is  recognized  in  England,  and,  1  believe  in  Canada 
tcxiay.    They  have  no  such  tax  in  England. 

Mr.  LoNowoBTR.  That  there  is  no  just  reason  wh}r  a  profit  that  was  realized  by  the 
«ale  of  capital  assets  should  pay  a  dinerent  rate  of  income  tax  in  the  hands  of  one 
man  rather  than  another? 

Mr.  Kbllogo.  As  it  does  in  these  cases. 

Mr.  Long  WORTH.  As  it  does  in  these  cases.  Of  course,  the  tax  will  depend  on 
•each  individual  case  as  to  what  other  income  the  man  has. 

Mr.  Kbllogo.  You  have  seen  what  1  was  going  to  surest  as  one  thing  subject  to 
the  approval  of  the  committee  as  a  way  of  dealing  with  this  situation,  that  all  of  those 
things  should  be  segregated  into  one  item  and  subjected  to  a  flat  tax.  You  have 
foreseen  exactly  what  was  in  my  mind. 

Mr.  LoNGwoRTH.  I  have  thought  a  good  deal  along  those  lines. 

Mr.  Dickinson.  But  I  understand  also  that  the  owners  of  lands  in  many  instances 
are  refraining  from  selling  their  property  where  they  desire  to  do  so,  because  of  the 
imposition  of  this  tax. 

Mr.  Kbllogo.  That  very  thing  did  happen  last  fall  in  New  York  City,  where  for  a 
time,  before  these  rent  restriction  laws  were  passed  real  estate  was  on  a  tremendous 
boom. 

Mr.  Dickinson.  I  have  heard  that  in  the  case  of  farm  lands  out  in  my  district. 

Mr.  Garner.  Mr.  Kellogg,  as  one  member  of  the  committee,  I  agree  with  vou  with 
reference  to  the  change  in  tnis  tax  if  it  could  be  made  without  any  great  loss  of  revenue 
to  the  Government.  May  I  suggest  that  you  get  from  the  Treasury  Department, 
if  you  can,  the  amount  of  revenue  that  is  now  being  obtained  under  the  present  law 
and  that  you  put  into  the  record  a  provision  of  the  statute  such  as  you  suggest  would 
bring  an  equal  amount  of  revenue  into  the  Treasury. 

Mr.  Kellogg.  Nothing  would  give  me  greater  pleasure  except  that  I  do  not  believe 
the  figure^  are  available. 

Mr.  Garner.  Here  would  be  the  situation  that  the  Ways  and  Means  Committee 
would  find  ourselves  in,  if  I  understand  it,  if  we  came  to  this  provision  in  the  law. 


652  INTERNAL  REVENUE. 

We  are  havinp  hearinj^  now  with  the.  propt)eition  to  revise  the  law.  We  'wonld  come 
to  that  provi«ion  and  pay,  *'Well,  how  much  are  we  getting  from  that  now?*'  You 
w^uld  have  the  fieure^  in  the  ref^ord  a«^  frr»m  the  Treasury. 

Mr.  Kkllooo.  Tf  vou  will  pardon  me,  I  am  afraid  those  figures  do  not  exist. 

Mr.  Garner.  Well,  you  have  to  have  some  one  to  guesffi  it.  and  the  Treasury  De|»art- 
men!  i?  the  jrue^^fr,  a«»  near  as  anybody  can  gue?<».  fo  we  will  have  a  Treasury  ofBciaJ 
here  that  doe^  the  cue  sins:  for  us.  Now.  if  we  could  get  his  gu««s^  a8  to  how  much  we 
are  gett.iu?  now,  and  thon  hiK  gue  «<  a«  t/>  hem  mu<h  we  would  get  under  your  pro- 
pO'-ed  Ftat'ite,  and  if  they  werp  about  the  pame,  it  peem?  to  me  that  we  could  get  along 
netter. 

Mr.  Kki.looo.  If  I  might  illuptmte,  Mr.  Garner,  how  would  the  Trea^iry  official 
know  how  n>any  deals  I  have  killed  personally  in  my  practice  during  the  last  four 
year?? 

Mr.  Gaun'er.  Tie  wouldn't  knf»w  and  you  wouldn't  know,  but  t«omebody  has  got 
to  eue?j<. 

Mr.  Kellooo.  Now^  may  I  make  another  suggestion?  I  may  be  wrong  about  this,- 
and  I  realize  that  it  is  perhaps  presumptuous  for  me  to  make  these  suggestioiui  to 
gentlemen  of  your  expenence;  I  would,  however,  ask  attention  to  this  possible  alter- 
native, that  this  is  one  of  the  things  that  could  be  tried  out  for  a  year,  and  then  you 
could  see  what  it  is  worth.  I  have  compared  notes  on  this  matter  witn  firms  in  iNew 
York,  who,  I  diould  suppose,  have  some  of  the  largest  practices  in  the  United  States, 
and  with  a  number  of  other  friends  of  mine — personal  and  close  friends.  One  man 
said,  ''Why,  good  gracious,  I  have  known  over  $500,000,000  of  transactions  in  the  last 
two  years  that  my  office  has  killed."  Well,  that  was  a  general  sweeping  statement. 
He  could  not  tell  you  if  he  was  on  oath  as  to  just  how  he  got  the  figures,  because  he 
would  not  know  just  what  the  amount  of  the  profits  were.    It  doesn't  get  as  ^  as  that. 

Mr.  Garner.  Now,  you  can  get  at  this,  Mr.  Kellogg,  with  at  least  an  estimate^ of 
how  much  money  we  are  now  receiving  in  the  Treasury  by  virtue  of  the  tax  levied 
on  these  various  transactions. 

Mr.  Kellogg.  With  deference,  I  do  not  believe  I  can  get  that. 

Mr.  Garner.  Well,  anyhow,  we  could  get  a  guess.  Now,  then,  if  we  undertook 
to  adopt  your  statute  and  you  nave  a  certain  per  cent  in  there,  Mr.  Longworth  might 
say,  "Well,  that  is  the  per  cent  we  ought  to  have,  and  we  will  trv  to  get  the  same 
amount  of  money  out  of  it,"  and  I  would  say,  ''No;  Mr.  Longworth,  tnat  is  not  enoi^i. 
Let  us  make  it  two  or  three  times  that,"  and  we  could  try  the  experiment  for  a  year. 
Now,  what  I  want  to  try  to  find  out  is  what  rate  and  what  piX)vision  and  what  rate  of 
taxation  you  would  apply  to  the  substitute  that  you  have  suggested. 

Mr.  Kellogg.  I  was  Uunking  of  the  normal  tax. 

Mr.  Longworth.  It  would  be  conceivable  to  my  mind  that  a  tax  as  low  as  10  or 
15  per  cent  would  raise  more  revenue  on  these  transactions  than  we  9xe  getting  now, 
simply  from  your  statement,  which  is  corroborated  in  many  quarters. 

Mr.  Kellogg.  I  can  testify,  gentlemen,  that  it  would  have  ndaed  many  hundreds 
of  thousands  of  revenue  simply  from  the  transactions  that  have  come  into  my  ofllce, 
and  I  am  only  one  member  of  the  New  York  bar. 

Mr.  Green.  Permit  me  to  suggest,  Mr.  KellcM^,  that  when  we  were  going  over  this 
matter  I,  at  least,  found  it  one  of  the  most  din^ult  propositions  in  connection  with 
the  income  tax.  There  is  no  doubt  but  what  this  portion  of  our  law  has  operated  as  a 
restraint  on  transactions,  but  here  was  the  difi&culty,  in  principle  at  least,  that  has 
troubled  me — this  tax  is  not  a  sales  tax  but  an  income  tax. 

Mr.  Kellogg.  Precisely. 

Mr.  Green.  If  we  would  put  it  on  a  percentage  basis,  however,  in  many  cases  it 
would  be  altogether  too  hign,  because  it  would  operate  simply  as  a  sales  tax.  In 
other  cases  it  would  be  too  low. 

Mr.  Kellogg.  It  would  not  if  you  adopt  the  suggestion  that  Mr.  Longworth  and  I 
were  mentioning  a  moment  ago — ^if  you  segregated  all  those  things,  whether  they 
amounted  to  $1,000  profit  or  $1,000,000  profit,  and  fixed  a  flat  percentage  of  that 
particular  profit  as  the  tax  which  should  be  payable  by  the  taxpayer. 

Mr.  Longworth.  That  would  not  be  a  sales  tax ;  that  would  be  a  modification  of  the 
amount  of  income  tax  as  applied  to  capital. 

Mr.  Green.  Now,  just  let  me  suggest  there,  1  do  not  think  that  you  or  Mr.  Long- 
worth  quite  understood  my  point.  Suppose  you  put  a  10  per  cent  tax  on  it.  Now, 
how  are  you  going  to  segregate  thoee  who  should  pay  only  tiiis  10  per  cent  tax?  In  a 
large  majority  of  cases  10  per  cent  would  be  an  enormous  tax,  while  in  other  cases 
it  would  be  very  small. 

Mr.  Longworth.  He  is  going  to  define  that  later. 

Mr.  Kellogg.  I  was  going  to  define  that.  In  the  first  place,  as  I  had  some  corre- 
*  spondence  with  Dr.  Adams  before  that  first  bill  was  introduced  in  the  House — ^H.  R. 
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14198 — I  think  it  poenible  that  the  eu^gestion  that  I  made  at  that  time  as  to  how 
1  would  distinguish  between  capital  transactione  and  ordinary  busineM  transactions 
was  the  basis  of  the  clause  that  was  afterwards  put  in  the  bill.  I  wrote  a  brief  on  it  at 
chat  time  and  corresponded  with  him  :.r.d  get  a  favorable  reply,  and  when  that  original 
draft  was  framed  it  may  be  that  my  thought  was  reflected  there.  I  came  to  the  con- 
clusion that  you  could  not  draw  a  logical  distinction  between  capital  as^ts  and  busi- 
ness transactions;  that  you  would  have  to  cut  across  lots  arbitrarily  in  point  of  time. 
That  was  the  thing  that  I  asked  him  to  consider,  and  it  was  the  basis  on  which  the 
new  bill  was  framed.  But  in  drawing  the  bill  you  have  made  it  very  much  less 
effective  than  it  otherwise  would  be«  because  you  have  fixed  three  years,  which  is  a 
long  period  of  time,  as  the  basis  of  distribution  between  capital  and  other  trans- 
actions, and  any  number  of  these  transactions  represent  the  disposition  of  assets 
which  have  been  held  perhaps  a  year,  perhaps  a  year  and  a  half,  perhaps  i^ix  months. 

Now,  I  take  it  that  what  you  would  want  to  do,  if  you  would  consider  this  matter 
further,  would  be  to  fix  some  time  which  would  be  reasonably  suflicient  to  distinguish 
between  ordinary  day  by  day  transactions  of  the  speculator  on  one  side,  and  the  more 
deliberate  and  more  long  continued  transactions  which  characterize  the  investor  on  the 
other  side,  because  it  is  the  investor  really  who,  speaking  from  the  taxpayers'  stand- 
point, you  would  be  trying  to  protect;  tlierefore  it  seems  to  me  that  three  years  iR  very 
much  too  long  and  that  at  the  outside  a  period  of  one  year  would  be  amply  long  enough, 
Hiat  is  a  susgestion  which  I  think  would  bear  examination.  Then  leave  out  entirely 
the  further  limitation  to  the  effect  that  the  profits  must  equal  20  per  cent  of  the  erosa 
income  ol  the  taxpayer.  I  would  levy  the  flat  tax  on  any  profits  from  the  sale  of 
capital  assets,  defined  by  a  time  limit. 

Now,  I  have  taken  up  your  time  too  long,  and  I  only  want  to  call  your  attention 
to  one  more  thing.  Here  is  a  case  that  I  haA  to  argue  last  summer  before  the  Treasury 
Department.  A  client  of  mine  had  some  oil  properties  for  which  he  paid  $1,900,000, 
and  he  took  them  just  as  they  were  without  any  evidence  of  their  being  worth  a  cent 
more  t^han  he  paid  for  them — he  couldn't  have  sold  them  in  cash  for  that  amount — 
and  he  tumea  them  over,  not  having  consulted  counsel,  to  a  corporation  that  he 
organized,  and  he  wrote  the  nominal  capital  of  that  corporation  as  being  $4,000,000. 
when  he  might  just  as  well  have  written  it  $1 ,000,000  or  $20,000,000,  because  he  did 
not  intend  to  sell  this  stock.  He  turned  over  his  properties  to  that  corporation  and 
took  the  $4,000,000  himself.  He  owned  just  as  much  as  he  had  before,  except  the 
stock  issued  to  dummy  directors,  whose  stock  was  indorsed  and  handed  back  to  him. 
He  never  made  a  cent  of  profit;  he  never  sold  a  share  of  stock,  yet  the  Treasury 
assessed  him  for  $1,600,000  in  cash  on  that  transaction. 

That,  gentlemen,  is  the  record  of  a  case  that  is  now  pending  before  the  department, 
that  I  argued  last  July,  and  I  got  a  report  in  my  favor  on  what  grounds?  Net  on  the 
ground  of  the  absurdity  of  the  legal  end  of  it.  They  said  to  me,  "We  can  not  change 
our  ruling  on  that  point. "  But  thev  saw  the  absurdity  of  laying  such  a  tax  when 
they  could  not  prove  the  addition  of  a  cent  of  value  to  the  lands  as.  compared  with 
the  price  he  had  paid  for  t^em,  so  the  section  which  had  charee  of  that  particular 
matter  recommended  that  the  tax  assessment  be  disallowed  on  that  ground.  They 
would  not  gven  admit  that  the  point  of  law  was  well  founded,  although  it  shrieked 
to  heaven. 

Now,  I  want  to  tell  you  another  story.  Here  is  a  case  upon  which  I  was  consulted. 
A  firm  had  been  in  business  for  20  years.  They  had  a  moderate  capital  but  enormous 
earning  power  because  of  the  good  will  which  they  had  establiehed.  They  wanted 
to  become  a  corporation  and  they  consulted  attorneys  who  said  there  was  no  objection 
at  all;  and  they  were  just  on  the  point  of  turning  over  all  their  assets — they  did  not  iret 
exactly  to  itr-^to  tiiis  corporation  of  which  they  were  to  take  all  the  stock.  Then 
somebody  suggested  to  them,  'What  about  the  value  of  that  stock,  in  the  light  of 
your  good  will?  The  Treasiwy  is  going  to  tax  you  on  the  earning  power  of  the  business 
you  have  developed,  although  you  are  going  to  run  the  same  business  in  a  different 
form. "  That  transaction  has  been  hangintr  for  over  a  year,  trying  to  get  a  ruling 
from  somebody  that  has  power  to  bind  the  Treasury,  but  it  has  not  gone  through  yet. 
Now,  that  is  absurd,  considering  making  a  man  pay  that  tax,  which  might  run  to 
$2,000,000  in  this  particular  case. 

Take  another  case:  I  represent  a  corporation  that  has  a  number  of  different  items 
of  property  all  over  this  country  and  Mexico.  For  administrative  reasons  we  want  to 
orgEmize  a  number  of  subcompanies  holding,  respectively,  property  A,  property  B, 
property  C,  and  property  D,  and  we  want  to  interest  some  other  people  with  us  in 
each  property  to  a  limited  extent.  In  order  to  do  that,  since  those  properties  have 
each  increased  in  value  above  the  price  that  we  paid  for  them,  we  would  have  to  pay 
a  tax  running  into  millions,  although  we  take  100  per  cent  of  that  stock  at  the  time  we 
organize  the  corporation.    Now,  \wiy  allow  things  to  remain  that  way?    There  is  no 
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sense  in  it  at  all.  It  is  just  an  arbitrary  ruling  of  the  Treasury  Department  in  opposi- 
tion to  the  trend  pf  decisions  of  the  courts,  as  far  as  the  decisions  have  gone,  which 
could  easily  be  cleared  up  by  a  few  words  in  your  bill. 

Mr.  Green  .  I  think  that  ought  to  be  cleared  up.  That  is  not  the  fault  of  the  statute, 
though,  in  my  opinion. 

Mr.  Kellooo.  It  operates  in  practice  that  way  at  the  present  time. 

Mr.  Green.  That  is  due  to  the  Treasury  regulations. 

Mr.  Kellogg.  Yes.  Now  I  am  going:  to  try  to  do  some  guessing  in  response  to 
Mr.  Gamer's  suggestion,  but  I  don't  believe  there  is  any  living  man  or  combination 
of  men  who  could  do  much  accivate  guessing  on  that  subject.  I  think  it  has  got  to 
be  tried.  I  don't  think  the  results  of  (messing  will  illuminate  your  minds,  except  as 
to  the  figures  they  are  getting  now.  Nobody  will  know  what  Jones  and  Smith  and 
other  members  of  the  bar  killed  upon  crroirnds  of  prospective  taxation. 

Mr.  Crisp.  I  hope,  anyway,  you  will  put  in  your  remarks  a  draft  of  your  idea  of 
the  statute  to  take  the  place  of  the  tax  on  the  sale  of  capital. 

Mr.  Kellogg.  I  would  do  that  in  litis  way:  I  would  make  a  segregated  flat  tax  on 
the  amoimt  of  profits  derived  from  the  transactions—only  make  it  just  as  low  as  your 
experience  ana  your  technical  advisers  think  it  is  proper  to  make  it,  because  the 
lower  you  make  it  the  more  transactions  you  will  encourage.  That  is  the  only  &ing* 
I  would  suggest. 

Mr.  TiLLSON.  Mr.  Kellogg,  we  have  had  Treasury  experts  here  to  help  us  sometimes 
in  the  framing  of  a  bill.  Don't  you  think  that  we  oi^ht  to  have  the  benefit  of  the  help 
which  the  taxpavers  themselves  mijrht  give  us?  Don't  you  think  we  diould  bave 
that  help  in  the  framing  of  these  intricate  and  difficult  laws? 

Mr.  Crisp.  That  is  what  I  want — ^to  have  him  give  us  his  ideas  of  how  he  would 
draft  a  bill  covering  those  features. 

Mr.  Kellogg.  I  should  consider  it  an  honor  to  be  allowed  to  do  it,  if  you  will  per- 
mit. I  should  consider  that  I  have  been  more  than  repaid  for  the  time  spent  in 
coming  here. 

Mr.  Green.  We  will  be  glad  to  have  you  present,  Mr.  Kellogg,  in  addition  to  your 
remarks,  to  be  incorporated  in  the  record,  a  formal  draft  of  the  changes  you  suggest. 

Mr.  Kellogg.  I  will  do  so  with  the  greatest  pleasure. 

Mr.  Green.  And  we  are  greatly  obliged  to  you. 

Mr.  Kellogg.  I  am  under  obligations  to  you,  and  I  will  get  Mr.  McCoy  to  see  if 
he  can  do  some  guessing  on  this  matter,  and  see  how  far  we  can  go. 

Proposed  New  Section  ^07  op  the  Revenue  Act  op  1918. 

Title  II  of  the  revenue  act  of  1918  is  amended  by  adding  at  the  end  of  Part  I 
thereof  the  following  new  tertion: 

"Sec.  207.  Ca)  Compensation  ret^eived  in  any  taxable  year  b^onning  after  Decem- 
ber 31,  1920,  for  personal  pervioe  rendered  by  the  taxpayer  during  a  period  of  more 
than  one  year,  and  gain  derived  in  any  euch  year  from  the  sale  or  other  disposition 
of  capital  a'vete  acquired  by  the  vendor  (or  in  ca?e  of  gift,  by  the  last  pre^^edin^ 
owner  by  whom  it  was  not  acquired  by  ^h)  more  than  one  year  prior  to^he  date  of 
sale,  shall  be  deemed  to  be  extraordinary  income,  and  euch  income  less  loijses  in  cott- 
nection  with  personal  servi<?es  rendered  during  the  period  aforesaid  or  upon  the&ama 
or  other  disposition  of  capital  aseete?  acquired  as  aforei^id,  and  less  the  expenses  or 
other  deductions  properly  chanreable  thereto,  shall  be  deemed  to  he  extraordinary 
net  income*  Provided ^  however^  That  the  net  amount  of  such  compensation  and/or 
gain,  as  the  case  may  be  (after  deductions  made  as  aforesaid)  received  in  any  one  tax- 
able year,  up  to  the  sum  of  $2,000,  shall  not  be  considered  or  treated  as  extraordinary 
net  income. 

"(b)  The  term  'capital  assets'  as  used  in  this  section  includes  fbut  is  not  limited 
to)  property  held  by  the  taxpayer  for  consumption  or  use,  but  does  not  include  any 
property,  whether  real,  personal,  or  mixed,  held  by  a  producer,  manufacturer,  or 
dealer  for  sale. 

*'fc)  The  extraordinary  net  income  of  any  taxpayer  for  any  taxable  year  shall 
be  exempt  from  all  normal  taxes  and  surtaxes  which  were  le^'iable  prior  to 
the  pa«sa.Sfe  of  this  act,  and  all  such  extraordinary  net  income  shall  be 
returned  separately  by  the  taxpayer  and  shall  be  subject  to  a  flat  tax  equal 
to  10  per  cent  of  the  amount  of  such  extraordinary  net  income,  this  to  be  in 
lieu  of  all  other  taxation  thereon.  The  amount  of  tax  thus  a-'certained  shall  be 
added  to  the  amount  of  such  other  taxes  as  the  taxpayer  may  be  required  to  pay 
in  respect  of  the  same  taxable  year. 

"If  the  net  amount  of  the  compensation  or  gain  of  the  nature  specified  in  subdi- 
vision (a)  hereof  received  by  any  taxpayer  during  any  taxable  year  shall  be  leas  than 
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the  sum  of  $2,000,  such  compensation  or  gain  shall  be  returned  in  the  ordinary  way 
and  shall  be  subject  to  the  ordinary  ncnrmal  taxes  and  surtaxes  effective  in  respect 
of  such  taxaUe  year." 

COMMENT. 

In  reading  the  accompanying  sketch  of  a  proposed  bill  the  folloifdng  points  should 
be  noted: 

1.  The  general  framework  of  H.  R.  14198,  section  3,  has  been  followed  as  far  as 
possible. 

2.  The  general  theory  of  differentiating  between  "cajntal"  transactions  and 
" income '^  transactions  is  the  arbitrary  one  of  applying  a  standard  of  time.  It  is 
admitted  that  this  method  of  saving  the  difficulty  can  be  attacked  upon  the  ground 
of  lack  of  logic;  but  the  practical  difficulties  involved  in  att^npting  to  give  a  defini* 
tion  of  capital  transactions  as  compared  with  income  transactions,  which  will  be 
reasonable  and  just  in  its  application  to  all  of  the  thousands  of  different  conditions 
by  i^ch  the'  Government  and  taxpayers  are  confronted,  seems  to  make  it  desirable 
to  simplifv  the  matter  by  adopting  a  time  standard. 

It  may  be  added  that  this  theory  was  perhaps  first  suggested  by  the  writer  in  prior 
correspondence  which  he  had  some  years  ago  with  Dr.  Adams. 

3.  On  page  1,  lines  4  and  5,  after  the  words  ^*the  sale"  and  before  the  words  *'of 
•capital  assets,"  are  inserted  the  words  "or  other  disposition." 

This  is  done  so  as  to  make  it  correspond  with  the  language  of  the  existing  section 
202,  subdivision  A,  of  the  income-tax  laws,  which  contains  the  words  '^or  other 
disposition." 

4.  Immediately  following  the  word  ** acquired,"  on  page  1,  line  5,  will  be  found 
the  words  **by  the  vendor  (or  in  case  of  gift,  by  the  last  preceding  owner  by  whom 
it  was  not  acquired  by  gift)." 

This  language  is  inserted  for  the  purpose  of  carrying  out  the  thought  ex- 
pressed in  lines  5  to  8  on  page  2  of  H.  K.  14198,  where  the  intention  is  clearly 
expressed  to  treat  a  donee  of  property  acquired  by  gift  on  "the  siame  basis' '  as  "the 
•donor  or  the  last  preceding  owner  by  whom  it  was  not  acquired  by  gift." 

In  the  absence  of  these  words,  and  assuming  that  the  other  portions  of  H.  R.  14198 
were  enacted  into  law,  there  might  be  some  uncertainty  as  to  whether  the  theory  of 
lines  5,  6,  7,  and  8  of  page  2  were  to  be  carried  out  in  the  enactment  now  under  con- 
sideration. 

5.  Page  1,  lines  9  to  11,  the  right  to  deduct  lones  from  extraordinary  income  is 
limited  to  losses  which  might  result  in  connection  with  personal  services  or  sales  or 
other  dispositions  of  the  same  character  as  those  previously  defined.  In  this  way 
all  transactions  of  this  nature,  whether  resulting  m  gains  or  losses,  are  segregated 
from  other  items  of  the  taxpayer's  return  and  treated  upon  the  same  theory. 

6.  The  period  of  three  years  specified  in  lines  15  and  16,  on  page  3  of  H.  R.  14198, 
has  been  changed  to  one  year. 

The  reasons  for  this  were  given  in  the  argument  of  Mr.  F.  R.  Kellogg  on  December 
20  before  the  House  Ways  and  Means  Committee,  and  are,  briefly,  that  the  effect  of 
requiring  such  a  long  period  as  three  years  to  elapse  before  the  remedial  effect  of  the 
statutes  should  be  operative  would  undoubtedly  be  to  defeat  the  intent  of  the  act  in 
a  large  proportion  of  cases  to  which  it  otherwise  would  apply. 

The  only  essential  point,  it  is  submitted,  is  to  draw  a  line  between  the  ordinary 
day 'by-day  transactions  and  the  class  of  what  might  be  called  investment  transactions. 

In  the  opinion  of  the  undersigned,  the  period  even  of  one  year  is  much  longer  than 
is  necessary  for  that  purpose--six  months  would  seem  to  be  amply  sufficient;  but 
whatever  views  may  be  entertained  upon  this  comparison,  it  is  thought  that  no  rea- 
sonable objection  can  be  taken  to  not  requiring  this  period  to  be  longer  than  one  year. 

7.  In  lines  18  and  19,  page  1,  an  exemption  of  $2,000  is  provided. 

The  idea  of  this  is  to  eliminate  small  transactions  and  to  adopt  as  the  basu  for  such 
elimination  the  same  figures  that  regulate  exemption  from  taxation  allowed  to  any 
taxpayer. 

This  takes  the  place  of  the  provisions  of  lines  9  and  10  of  page  4  of  H.  R.  14198, 
which  further  tend  to  render  nugatory  the  relief  there  provided,  by  placing  a  limita- 
tion upon  its  operation  which  would  be  so  substantial  in  its  effect  as  to  deny  justice 
in  a  large  number  of  cases. 

8.  Page  2,  lines  22  to  24,  excludes  property  held  by  producers,  manufacturers,  or 
dealers  tor  sale. 

The  wisdom  of  this  exemption  would  seem  to  be  open  to  some  doubt.  But  for  pur- 
poses of  discussion  the  theory  of  H.  R.  14198,  page  3,  lines  24  and  25,  is  adopted, 
although  the  draft  has  additional  provisions  affecting  producers  and  manufacturers. 
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9.  Lines  1  to  8,  incluirive,  of  page  4  of  H.  R.  14198  have  been  left  out.  This  iff 
poeaibly  due  to  the  ignorance  of  the  writeir  as  to  the  precise  effect  which  they  would 
nave  iJ:  they  remained;  but  ^t  first  sight  it  would  seem  that  such  provisions  are 
unnecessary  and  might  lead  to  the  misconstruction  of  the  statute. 

10.  Page  2,  lines  25  to  35,  provide  for  the  segregation  of  all  items  of  extraordinary 
income  as  defined  and  for  iheii  taxation  upon  the  basis  of  a  flat  tax  in  lieu  of  all  other 
normal  taxes  and  surtaxes. 

This  is  submitted  to  be  the  only  tenable  theory  upon  which  the  matter  can  be 
treated,  for  it  would  seem  to  be  unjust  to  tax  two  men  different  amounts  for  the  sale 
of  tile  same  identical  qbantitv  of  assets  of  the  same  identical  kind  merely  because 
one  man  has  a  larger  income  than  another. 

Moreover,  this  method  enables  an  intending  vendor  to  know  exactly,  prior  to  sale, 
what  tax  will  be  payable  by  him  in  respect  thereof. 

11.  One  of  the  greatest  questions  in  the  entire  matter  would  seem  to  be  the  rate 
at  which  this  flat  tax  should  be  imposed. 

Naturally  this  will  depend  to  some  extent  upon  the  views  of  the  Treasury  exerts, 
with  which  the  writer  is  endeavoring  to  familiarize  himself.  , 
•  But,  as  indicated  at  the  argument,  the  utmost  which  the  Treasury  experts  would 
seem  likely  to  be  able  to  do  would  be  to  tell  the  committee  how  much  in  the  way  of 
taxation  upon  sales  of  such  capital  assets,  and  tiie  profits  of  sales  and  services  of  the 
character  aefined,  had  been  received  by  the  Government  in  past  years.  The  writer 
is  uncertain  as  to  whether  even  this  information  can  be  funushed  by  the  Treasury, 
for  it  would  have  to  be  limited  to  services  rendered  or  assets  held  during  or  through 
a  period  of  more  than  one  year. 

But  in  any  event  it  is  difficult  for  the  writer  to  believe  that  the  Treasury  ex|HTt*» 
would  have  any  certain  means  in  their  power  of  determining  how  many  tranea^tioos 
have  been  prevented  from  consummation  by  reason  of  the  tax  burden  which  they 
would  have  invloved.  In  order  to  make  any  such  figures,  the  experiences  of  every 
law>er,  of  every  business  man — ^indeed,  of  every  taxpayeii>-in  the  United  States 
would  have  to  be  given  by  the  respective  taxpayers  perEonally  if  tley  are  not  matters 
of  record;  and  even  the  taxpayers  themselves,. in  most  instances,  would  not  be  able 
to  give  exact  figures  because  their  respective  transactions  would  have  been  terminated 
upon  advice  from  counsel  before  thev  did  assume  definite  form  in  many  cases. 

The  writer  does  not  believe  that  the  special  tax  imposed  upon  these  transactionfr 
should  exceed  the  amount  of  the  normal  tax  applicable  in  the  case  of  individuals^ 
but  as  the  law  will  affect  both  corporations  and  individuals,  the  figure  of  10  per  cent 
is  suggested  for  the  consideration  of  the  committee  as  one  which  will  cover  both 
classes  of  cases. 

Proposed  Amendment  to  SecTiON  202,  Subdivision  (b),  of  the  Revenue  Act 

OF  1918. 

Section  202,  subdivirion  (b),  of  the  revenue  law  of  1918  is  hereby  amended  to  read 
as  follows: 

**1.  When  property  is  exchanged  for  other  property,  the  property  received  ii> 
exchange  shall,  for  the  purpose  of  determining  gain  or  loss,  be  treatea  as  the  equivalent 
of  the  amount  of  cash  which  was  at  the  time  of  the  exchange  obtainable  for  such 
property  in  an  actual  and  ready  market,  the  existence  of  whicn  was  generally  known 
among  persons  dealing  in  similar  property,  if  any;  but  if  no  such  market  exists  at  the 
time  in  which  such  property  could  tnen  be  disposed  of  without  subptantial  sacrifice, 
the  transaction  shall  not  be  deemed  to  be  a  closed  one  and  no  tax  shall  be  imposed 
until  such  property  or  some  part  thereof  be  actually  sold  or  otlierwise  diB]x>aed  of  for 
cash  or  its  equivalent  as  above  defined . 

"2.  When,  in  connection  with  the  reorganization,  meiger,  or  consolidation  oc 
a  corporation,  or  any  internal  readjustment  of  the  affairs  of  a  corporation,  a 
person  receives,  in  place  of  stock  or  securities  owned  by  him,  new  stock  or  securities, 
whether  or  not  of  the  same  par  value,  no  gain  or  loss  shall  be  deemed  to  occur  from 
the  exchange,  and  the  new  stock  or  securities  received  shall  be  treated  as  taking- 
the  place  of  the  stock,  securities,  or  property  exchanged. 

**3.  Where  property  is  transferred  to  a  corporation  in  exchange  for  such  securities 
or  other  considerations  that  the  previous  owner  or  owners  of  the  property,  through 
the  ownership  of  such  securities  or  other  consideration,  retain  either  jointly  or  sever- 
ally an  interest  equal  to  50  per  cent  or  more  in  such  property,  no  gain  or  loss  shall 
be  held  to  be  realized  by  such  owner  or  owners  from  the  transaction,  whether  or  not 
an  actual,  ready,  and  known  market  existed  for  the  securities  or  other  Considerations 
received  as  a  result  of  such  exchange,  unless  and  until  the  same  or  some  part  thereof 
are  sold  or  disposed  of.  For  the  purpose  of  ascertaining  the  gain  or  loss  from  the 
subsequent  sale  by  such  owner  or  owners  of  any  securities  or  other  considerations- 
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BO  received  for  such  property^  the  aame  shall  be  considered  as  Bubstituted  for  the 
property;  and  the  cost  of  the  property  or  (if  accjuired  prior  thereto)  its  fair  market 
value  as  of  Bfarch  1,  1913,  is  the  basis  of  determining  the  amount  of  such  gain  or  loss. ' ' 

GOHHBNT. 

Regarding  the  proposed  modification  of  section  202,  subdivision  (b),  of  the  revenue 
act  of  1918,  the  following  points  should  be  noted: 

1.  The  tendency  of  the  Treasury  Department  for  several  years  past  had  been  to 
insist  that  whenever  a  transfer  of  title  takes  place  of  property  which  has  increased 
in  value  since  the  owner  acquired  it,  the  transaction  must  be  deemed  a  closed. one 
and  a  profit  must  be  deemed  to  have  accrued  whether  or  not  the  transferer  received 
cash  or  some  other  form  of  property  in  exchange  for  the  property  transferred.  And 
if  he  received  property  other  tnan  cash,  the  tendency  was  to  hold  that  a  profit  was 
realized  even  though  it  was  not  shown  that  the  property  received  in  exchange  could 
be  immediately  disposed  of  for  the  equivalent  in  cash  of  the  value  of  the  property 
which  the  transferrer  had  parted  with. 

This  tendency  was  modified  somewhat  on  February  4,  1920,  by  T.  D.  2971,  in 
which  it  was  held  that — 

"Property  received  in  exchange  for  other  property  has  no  fair  iparket  value  for 
the  purpose  of  determiiiing..gsin  or  loss  Msulting^tom  sach  exchange  when,  owing 
to  the  condition  of  the  market,  there  can  be  no  reasonable  expectation  that  the  owner 
of  the  property  though  wishing  to  sell  and  any  person  wishing  to  buy  will  agree  upon 
a  price  at  which  to  trade  unless  one  or  the  other  is  under  some  peculiar  compulsion. " 

In  view  of  the  difference  of  opinion  of  the  Treasury  officials  at  different  times  upon 
this  most  important  point,  and  the  very  harmful  effect  which  t.hi<»  has  produced  upon 
business  generally,  it  is  submitted  that  the  law  shnuld  be  amended  so  as  to  make  it 
perfectly  clear  that  unless  a  known  and  ready  market  actually  exists  at  the  time  of 
the  transaction  in  which  the  property  received  in  exchan^re  can  be  disposed  of  for 
cash  without  sacrifice,  the  transaction  should  not  be  considered  as  closed  until  a  sale 
is  actually  made  and  propertv  received  in  exchange. 

To  illustrate,  if  a  vender  oi  a  house  sells  it  and  takes  Pennsylvania  Railroad  stock 
in  exchange,  manifestly  this  stock  can  be  sold  on  the  very  day  when  it  is  acquired, 
and  hence  there  can  be  no  reason  for  den>dng  that  the  owner  has  received  the  equiva- 
lent of  cash  for  his  property. 

But  if  he  transfers  his  house  in  exchange  for  another  house.the  property  thus  acquired 
may  or  may  not  be  capable  of  an  immediate  sale  for  cash,  and  in  the  absence  of  proof 
of  such  an  immediate  and  ready  market  it  is  unjust  to  the  taxpayer  to  compel  him  to 
pay  a  tax  on  a  hypothetical  profit  not  actually  received  and  which  may  never  be 
received  by  him  owing  to  future  changes  in  the  real  estate  market. 

2.  In  paragraph  2  of  the  proposed  amendment  the  existing  law  is  changed  by  provid- 
ing that  whenever  a  person  in  connection  with  a  reoi^anization,  meager,  consolidation 
of  a  corporation,  or  anv  internal  reorganization  of  its  affairs,  receives  other  stock  or 
securities  in  place  of  those  which  he  previously  had  held,  the  transaction  shall  not 
be  deemed  to  involve  the  realisation  of  income  whether  or  not  the  par  value  of  the 
securities  received  is  or  is  not  greater  than  that  of  the  secuiities  surrendered. 

There  is,  it  is  submitted,  much  injustice  in  the  continuance  of  such  limitations 
as  had  existed  upon  rBoiyani/ation  of  corporat^e  affairs.  The  par  value  of 
securities  of  a  corporation  is  no  indication  whatsoever  of  their  real  value  under 
present  conditions — ^the  truth  of  which  is  admitted  even  by  the  existing  law 
where  stock  having  no  par  value  is  not  attempted  to  be  valued  unless  the  statute 
under  which  it  is  issued  fixes  a  minimum  value  for  it. 

Statutes  of  this  description  do  not  operate  to  increase  the  taxation  received 
by  the  Government,  for  the  taxed  transactions  are  simply  not  made,  and  inasmuch 
as  there  is  no  good  reason  why  they  should  not  be  allow^  to  be  made,  it  is  submitted 
that  such  artificial  limitation  should  be  ended. 

3.  Paragraph  3  of  the  proposed  law  sugf^ests  the  enactment  of  the  substance  of  tlie 
provisions  of  former  article  1566  of  regulation  45. 

As  matters  now  stand,  despite  a  number  of  dicta  and  one  decision  of  the  courts  to 
the  contrary,  the  Treasury  Department  is  inclined  to  rule  that  when  a  man  transfers 
property  which  he  owns  to  a  corporation  which  he  organizes,  and  of  which  he  takes 
100  per  cent  of  the  stock,  he  must  be  deemed  to  have  realized  a  taxable  profit  in  case 
the  value  of  the  property  at  the  time  of  the  transfer  has  increased  above  the  price 
which  he  paid  for  it.  The  writer  has  to-day  one  very  important  case  pending  before 
the  Treasury  Department  of  a  client  in  which  an  additional  assessment  was  recom- 
mended of  $1,600,000  arising  out  of  just  this  sort  of  transaction. 

It  is  needless  to  say  that  there  is  nothing  in  logic  or  justice  upon  which  such  a  tax 
can  be  defended. 
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Another  claas  of  cases  is  that  in  which  partnerships  or  individuals  desire  to  inoor-- 
porate  their  business,  which,  as  a  going  concern,  may  have  a  value  very  much  greater 
than  the  amount  invested  in  it. 

In  any  such  case  there  is  serious  danger,  as  shown  by  actual  exjxerience  of  the  writer, 
that  the  stock  of  the  new  corporation  will  be  valued  at  the  going  concern  value  of 
the  partnership,  good  will  included,  and  that  a  serious  tax  may  be  imposed  upon  this 
theory. 

All  such  crudities  should  be  eliminated  from  the  law;  and  the  enactment  into  law 
of  the  provisions  of  former  article  1566,  regulation  45,  with  certain  changes  which 
will  readily  appear  by  comparison,  would  seem  to  be  a  desirable  way  of  accomplishing^ 
the  result. 

STATEMENT  OF  JULIAN  H.  HABItlS,  BETBOIT,  MICH.,  CHAIRMAN^ 
TAXATION  COMMITTEE  OF  THE  INVESTMENT  BANKERS'  ASSO- 
CIATION  OF  AMERICA. 

Senator  McCumber.  Mr.  Harris,  will  you  kindly  state  your  full 
name,  your  business,  and  whom  you  represent. 

Mr.  Harbis.  Julian  H.  Harris.  My  business  is  that  of  an  invest- 
ment banker,  and  I  represent  the  Investment  Bankers'  Associatioa 
of  America,  being  the  chairman  of  their  committee  on  taxation. 

We  are  originators  and  distributors  of  investment  securities.  I  think 
it  is  proper  to  state  that  the  membership,  which  constitutes  about 
four  hundred  and  odd  banking  houses,  representing  practically  all  of 
the  reputable  banking  houses  of  the  country,  do  the  long-time  financing- 
of  the  country.  We  deal  in  securities  which  are  designed  to  produce 
secure  incomes,  and  I  want  to  make  this  statement  on  the  record  as 
an  evidence  of  our  sincerity :  We  believe  that  the  principle  of  taxation 
by  graduated  ascending  surtaxes  should  be  confined  as  much  as  may 
be  to  the  taxation  of  secure  incomes;  that  is,  the  incomes  resulting 
from  the  very  source  of  securities  in  which  we  deal,  and  should  be 
avoided,  as  nearly  as  may  be,  upon  those  incomes  which  are  the 
result  of  business  risks. 

We  take  that  position  because  we  feel  that  we  are  in  very  much  the 
same  position  as  the  Treasury.  Under  our  present  system  of  taxation 
we  depend  for  75  per  cent  of  the  internal  revenue  of  this  country  upon 
the  taxation  of  profits  and  incomes.  Unless  the  general  business 
prosperity  of  the  country  is  assured  profits  disappear  and  taxable 
incomes  are  curtailed.  So  that  it  becomes,  in  our  opinion,  good 
business  policy  for  the  Government  to  promote  the  possibility  of 
profits  and  to  promote  the  possibility  of  taxable  incomes  if  we  are  to 
retain  the  present  system  ol  taxation. 

Unless  business  profits  are  assured  and  unless  incomes  are  promoted, 
the  possibility  of  distributing  investment  securities,  of  course,  is 
diminished.  So  that  the  very  sources  from  which  the  Government 
is  now  obtaining,  to  a  degree  of  75  per  cent,  the  internal  revenue, 
namely,  incomes  and  profits,  are  the  same  sources  upon  which  we 
draw  in  the  matter  of  distribution  of  securities. 

We  believe  that  the  long-time  finance  of  the  country  can  not  be 
sound  unless  the  general  prosperity  of  the  country  is  promoted.  In 
other  words,  we  submit  that  our  position  must  necessarily  be  a 
sincere  position  in  looking  to  the  general  business  prosperity  of  the 
country;  that  we  can  not  represent  any  one  interest  in  that  regard; 
and  that  our  position  and  the  Government's  position  is  analogous — ■ 
the  desire  to  promote  the  general  prosperity. 
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I  have  listened  this  monung  to  proposals  for  the  sales  tax.  Of 
course,  if  a  sales  tax  were  adopted,  much  that  I  might  have  to  say 
about  profits  and  incomes,  pronts  particularly,  wouldnot  be  applica- 
ble. We  believe,  however,  that  for  some  time  to  come  at  least  the 
Government  must  depend  upon  the  taxation  of  incomes  on  an  ascend- 
ing scale,  and  probably  will  depend  upon  the  taxation  of  profits.  We 
recognize  in  our  business,  Mr.  Chairman,  that  there  are  three  kinds 
of  money  for  investment;  the  money  which  should  properly  flow  into 
the  most  secure  kind  of  investment;  that  is.  Government  bonds,  in- 
cluding State  and  municipal  securities.  We  think  that  normally  the 
kind  01  money  that  should  ^o  into  those  sorts  of  securities  should  be 
trust  money,  either  in  the  nands  of  institutions,  such  as  insurance 
companies  and  fraternal  societies,  and  so  forth,  or  trusts  in  the  hands 
of  private  individuals,  and,  in  my  opinion,  the  savings  of  the  rela- 
tively poor  man  should  flow  into  the  most  secure  sort  of  investment. 
Now,  it  so  happens,  and,  as  a  matter  of  fact,  purely  by  accident,  that 
those  kinds  oi  securities,  in  very  large  measure,  are  tax  exempt. 

There  is  another  sort  of  money  which  is  investment  money  that 
should  properly  go  into  the  long- time  financing  of  productive  industry — 
that  is,  into  the  bonds  of  public  utilities,  railroads,  and  industrial 
enterprises.     That  is  purely  investment  money. 

There  is  a  third  sort  of  money  which  should  properly  be  used  in 
the  promotion  and  carrying  on  of  purely  business  enterprise — the 
money  which  takes  the  business  risks. 

We  believe  that  the  business  progress  of  the  country  can  only  be 
assured  when  business  can  call  upon  large  accumulations  of  wealth 
for  this  last  sort  of  money — that  is,  the  money  that  goes  into  business 
in  new  enterprise  and  can  afford  the  risks  incident  to  productive 
business. 

Now,  we  know,  and  I  think,  Mr.  Chairman,  that  no  one  knows 
better  than  we  do,  that  what  is  taking  place  to-day  is  the  exact 
opposite  of  this  situation.  The  high  surtaxes  and  the  excess-profits 
taxes  are  forcing  larger  accumulations  of  wealth  into  tax-exempt 
bonds.  They  are  withdrawing  that  wealth  from  productive  enter- 
prise. We  believe  that  that  situation  is  largely  due  to  our  present 
system  of  taxation.  The  excess-profits  tax,  we  believe,  should  be 
repealed.  Your  committee  has  neard  the  argument  upon  it  at 
length;  that  it  falls  unequally  on  competing  businesses  due  entirely 
to  the  accidents  of  incorporation.  It  puts  a  premium  on  over- 
capitalization and  penalizes  conservative  finance.  However,  we 
believe  that  the  greatest  evil  of  the  excess-profits  tax  is  to  be  found 
in  the  complexity  of  its  provisions  and  the  regulations  necessary  for 
its  administration. 

Questions  of  depreciation,  questions  of  amount  of  invested  capital, 
are  difficult  questions  and  they  are  involved  in  the  administration  of 
this  tax.  They  create  doubt  and  uncertainty  both  to  the  taxpayer 
and  to  the  Treasury.  It  is  stated  that  there  are  potential  back 
taxes  for  the  years  1917,  1918,  and  1919  running  into  the  billions  of 
dollars.  I  think  that  this  is  a  very  severe  indictment  of  the  excess- 
profits  tax. 

Prof.  Adams  has  stated  that  these  billions  of  dollars  of  back  taxes 
are  due  almost  entirely  to  mistaken  and  not  to  fraudulent  returns. 
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In  these  days  of  falling  inventory  values  the  potential  iiabilitv  is 
veiT  often  not  realized  either  by  the  corporation  or  by  its  bankers 
and  it  may  very  well  spell  the  difference  between  solvency  and 
insolvency.  The  banker  who  is  conscientiously  trying  to  extend 
credits  is  put  into  an  appalling  situation.  That  situation  we  believe 
to  be  due  almost  entirely  to  the  complexity  of  the  excess-profits  tax. 

We  suggest  that  the  onlv  remedy  for  this  situation  is,  m  the  first 
place,  as  has  been  stated  by  the  Secretary  of  the  Treasury  and  by 
the  President,  a  rigid  economy  in  appropriation  and  expenditure. 
We  believe  that  the  constitutional  amendment  prohibiting  the 
issuance  of  tax-exempt  bonds  by  municipalities  and  States  and  their 
municipal  subdivisions,  properly  safeguarded,  should  be  passed. 

Senator  McCumber.  What  do  you  mean  by  '*  properly  safe- 
guarded"? 

Mr.  Harris.  I  mean  by  properly  safeguarded  that  there  must  be  a 
reciprocal  right  to  tax  Federal  bonds  in  the  States. 

Senator  McCumber.  Would  not  that  immediately  result  in  very 
much  higher  interests  on  all  municipal  bonds  ? 

Mr.  Harris.  It  would,  Senator. 

Senator  McCumber.  There  would  be  nothing  to  be  gained  by  it 
particularly,  so  far  as  the  public  paying  the  interest  is  concerned. 
They  would  still  have  to  pay  the  interest  on  the  bonds. 

Mr.  Harris.  They  would  still  haye  to  pay  the  interest,  and  I  was 
about  to  say  that  we  did  not  believe  that  this  would  cure  the  situa- 
tion by  any  manner  of  means.  There  is  a  feeling  in  the  country 
that  tax  exemptions  are  unfair;  and  we  feel  that  to  remove  tax 
exemptions  does  not  cure  the  evil.  What  has  happened  here  is  that 
the  normal  flow  of  capital  has  been  diverted  by  the  high  surtaxes 
and  by  the  excess-profits  taxes,  which  have  taken  away  the  insurance 
against  risk,  which  alone  will  induce  capital  to  go  into  productive 
enterprise;  that  to  stop  issuing  tax-exempt  bonds  is  merely  putting 
up  a  dam  after  the  flow  of  capital  has  left  the  normal  course;  that 
wnat  should  really  be  done  is  to  take  away  the  obstruction  from  the 
normal  flow  of  capital;  in  other  words,  to  take  off  tax  on  business 
profits,  as  far  as  may  be,  and  retain  the  tax  on  secure  income,  so  as 
to  allow  capital  to  flow  back  into  the  normal  channels  of  business. 

We  think  that  in  order  to  do  that  the  excess-profits  tax  should  be 
repealed  and  the  higher  brackets  and  surtaxes  on  incomes  should  be 
reduced.  If  we  are  to  continue  our  present  system  of  taxation  of 
profits  and  incomes,  then  we  should  substitute  for  the  excess-profits 
tax  a  flat  tax  on  business  profits. 

The  present  proposed  tax  of  15  per  cent  will  not  give  any  relief 
to  a  corporation  earning  under  1 1  and  a  fraction  per  cent  on  their 
-capital.  It  will  give  some  relief  to  those  earning  above  that.  The 
flat  tax  of  15  per  cent,  in  other  words,  gives  practically  no  relief 
from  the  amount  of  tax  but  it  will  give  a  great  relief  from  the  com- 
plexity of  the  present  tax;  it  will  make  the  tax  more  certain,  relieve 
the  Treasury  from  a  great  deal  of  the  burden  of  administration,  and 
in  that  regard  will  be  a  decided  relief  to  business.  We  hope  that  that 
tax  can  be  very  much  less  than  15  per  cent  and,  if  not  for  the  present, 
that  it  may  be  shortly  reduced  in  the  futm^e. 

I  would  like,  Mr.  Chairman,  to  put  in  the  record  a  statement  and 
also  the  resolution  adopted  with  regard  to  the  taxation  of  income 
from  municipal  bonds  by  the  association  in  1920. 
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Senator  MoCumber.  Very  well;  that  will  be  done. 
(The  statement  and  resolution  are  as  follows:) 

Statement  ON  Federal  Tax  Revision  Made  on  Behalf  of  the  Investment 

Bankers'  Association  of  America. 

There  are  two  major  problems  that  must  be  discussed  in  any  consideration  of  Federal 
tax  revision  at  this  time. 

First.  Are  there  economic  disturbances  resulting  from  our  present  methods  of  taxa- 
tion of  80  grave  a  character  as  tend  to  destroy  the  prosperity  of  the  country  and  reduce 
taxable  profits  and  incomes  to  the  point  where  they  ^^'ill  not  produce  the  needed 
revenue?    And,  if  so,  how  can  these  disturbing  factors  be  removed? 

Second.  If  the  excess- profits  tax  is  repealed,  the  higher  aiu-taxes  modified,  and 
certain  unsuccessful  consumption  taxes  abandoned,  then  v/hat  tax  is  to  be  sub- 
stituted for  the  excess-profits  tax  on  corporate  incomes  and  can  the  fiscal  needs  of 
the  Government  be  met  without  making  this  substituted  tax  a  greater  burden  on 
business  than<  the  present  period  of  depression  can  bear? 

In  discussing  the  first  of  these,  we  submit  that  it  is  a  fundamental  principle  that 
the  purpose  of  taxation  should  be  solely  to  provide  revenue  and  should  not  be  an 
iattempt  to  control  the  flow  of  capital  or  to  work  economic  reforms  however  desirable. 
Any  system  the  result  of  which  is  to  divert  capital  from  normal  channels  is  unsound. 
It  disturbs  the  credit  structure  and  in  the  end  becomes  unproductive. 

Seventy-five  per  cent  of  our  internal  revenue  results  from  the  taxation  of  profits 
and  incomes.  These  are  in  a  very  large  measure  the  product  of  the  employment  of 
capital.  Profits  disappear  and  taxable  incomes  are  curtailed  when  the  flow  of  capital 
is  diverted  from  productive  enterprise.  This  is  precisely  what  is  taking  place  to-day. 
Municipal  bonds  should  proj)erly  be  absorbed  oy  institutional  buying  and  for  tne 
investment  of  trust  funds.  The  smaller  investors  should  not  trust  their  savings 
except  to  the  most  secure  investments,  while  business  enterprise  should  rightfully  be 
able  to  draw  upon  the  lai:eer  accumulations  of  capital  which  should  be  encouraged  to 
take  the  risks  incident  to  ousiness  progress.  We  all  know,  and  none  better  than  the 
investment  banker  and  the  distributors  of  securities,  that  precisely  the  opposite  situa- 
tion obtains  to-day.  The  high  surtaxes  are  forcing  lar^  investors  into  tax-exempt 
bonds,  while  the  excess  profits  tax  has  taxed  to  the  vanishing  point  the  possibility  of 
profit  which  alone  iustines  to  capital  the  risk  incident  to  normal  enterprise.  Capital 
will  not  flow  uphill.  We  may  not  like  it,  but  such  is  the  fact  as  unalterable  as  the 
law  of  gravity. 

The  excesQ-profits  tax  should  be  repealed.  As  a  war-time  measure,  it  served  a 
useful  purpose  and  its  burden  was  borne  as  a  patriotic  duty.  It  falls  unequally  on 
competing  corporations  who  happen  to  have  been  differently  capitalized.  It  puts  a 
premium  on  overcapitalization  and  penalizes  conservative  finance.  However,  the 
greatest  defect  is  found  in  the  complexity  of  its  provisions  and  the  regulations  necessary 
to  its  administration,  creating  doubt  and  uncertaint>'  both  to  the  Treasury  and  to  the 
taxpayer.  It  is  a  sad  commentary  on  this  tax  when  the  statement  is  made  thst  there 
are  ** potential  back  taxes"  running  into  billions  of  doUars  admittedly  due  not  to 
fraudulent  but  to  mistaken  returns. 

The  gravity  of  this  situation  can  hardly  be  overestimated.  To  quote  Prof.  Adams 
from  his  very  able  Needed  Tax  Reform  in  the  United  States,  ••Additional  taxes  and 
penalties  of  110,500,000  were  imposed  a  few  months  ago  upon  a  single  corporation ; 
the  treatment  of  a  particular  Moss'  in  another  case  changed  the  taxes  of  another  cor- 
poration by  more  than  $15,000,000.  It  is  a  common  thing  for  a  million  dollars  or  more 
in  taxes  to  turn  on  some  accident  of  organization  or  some  finespun  distinction  about 
which  nearly  as  much  can  be  said  upon  one  side  as  upon  the  otner."  Many  corpora- 
tions do  not  know  what  their  potential  liabilities  are  for  the  year  1918,  ana  it  is  safe 
to  say  that  many  have  large  potential  liabilities  for  1918,  1919,  and  1920,  ivho  do  not 
realize  and  whose  bankers  do  not  realize  that  they  exist.  Such  contingent  liabilities 
in  these  days  of  depleted  inventory  values  may  spell  the  difference  between  solvency 
and  insolvency.  If  present  conditions  continue  and  the  existing  burden  of  adminis- 
tration has  to  be  continuously  borne  by  the  Treasury,  these  contingent  liabilities 
may  not  be  finally  settled  for  25  years  from  the  time  of  their  accnual.  The  situation 
to  the  banker  who  is  conscientiously  trying  to  extend  credits  is  appalling. 

It  must  be  remembered  that  in  addition  to  the  trend  of  strictly  investment  capital 
into'  tax-free  securities  there  is  a  noticeable  tendency  of  successful  business  men  to 
liquidate  and  withdraw  their  formerly  active  capital  into  investment.  They  are 
unwilling  to  take  the  business  risk  when  an  undue  portion  of  the  profits  are  taken  in 
taxes.    The  tax  loss  resulting  is  increased  by  the  fact  that  it  comes  off  the  higher 
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brackets.  To  quote  "Proi.  Adams  again,  from  1916  to  1918  the  number  of  taxable 
incomes  over  $300,000  fell  off  53  per  cent,  and  the  actual  income  represented  by 
these  returns  decreased  in  even  greater  proportion  from  $992,972,985  to  $392,847,329. 

We  have  already  arrived  at  the  point  where  corporation  profits  and  taxable  in> 
comes  will  not  produce  the  required  revenue  at  the  present  rates.  It  is  quite  obvious 
that  we  must  answer  the  first  of  our  questions  in  the  affinnative. 

How,  then,  can  these  disturbing  factors  be  removed?  It  will  not  be  sufficient  to 
stop  issuing  tax-free  bonds,  even  if  the  consent  of  the  States  can  be  obtained.  This 
is  merely  trying  to  dam  the  stream  after. it  has  left  the  normal  channel.  The  problem 
is  to  remove  the  original  obstruction  which  diverted  it.  This  can  be  done  in  part 
by  repealing  the  excess  profits  tax  and  by  reducing  the  higher  surtaxes,  at  least  to- 
the  point  recently  recommended  by  the  Secretary  of  the  Treasury,  namely,  to  a 
maximum  combined  normal  and  surtax  of  40  per  cent  for  1921  and  33  per  cent  there- 
after. In  addition  there  might  be  considered  by  Congress  that  during  the  short 
further  period  in  which  it  may  be  conceived  necessary  to  retain  high  surtax  rates, 
and  by  way  of  relief  from  the  effect  of  the  high  surtax  rates  upon  businebs  enterprise, 
the  inclusion  of  an  optional  limitation  of  surtaxes  based  upon  their  relation  to  the  total 
capital  of  the  taxpayer.  This  would  work  somewhat  as  follows:  By  permitting  the 
taxpayer  at  his  option  to  declare  his  total  capital  as  of  the  b^inning  of  the  taxable 
period,  and  his  total  net  income,  including  both  nontaxable  capital  and  income^ 
confine  his  surtaxes  in  that  event  to  a  certam  per  cent,  for  illustration  3  per  cent  oi 
his  capital,  plus  a  certain  per  cent,  for  illustration  3i  per  cent  of  his  income.  For 
example,  say  that  a  man  witn  a  capital  of  $500,000  desired  to  risk  the  same  in  business 
enterprise  and  that  he  made  a  profit  of  $100,000.  In  that  case  his  tax  would  be 
3  per  cent  of  his  capital,  equal  to  $15,000,  jplus  3  per  cent  of  his  income,  equal  to 
$3,000,  making  a  total  tax  of  $18,000,  as  against  a  present  maximum  tax  of  approxi- 
mately $23,510.  It  must  be  remembered  that  to-day  this  man  may  either  put  his 
$500,000  in  tax-exempt  bonds  from  which  no  taxable  income  is  available  to  the  Gov- 
ernment or  seek  conservative  investment  which  would  produce  a  tax  of  approxi- 
mately $3,600. 

We  believe  that  the  mala  difficulty  at  present  is  that  the  principle  of  ascending 
graduated  taxes  is  being  applied  in  too  great  a  measure  to  income  which  is  the  result 
of  business  risks.  Althougn  the  business  in  which  we  are  engaged  is  principally 
originating  and  selling  securities  from  which  secure  income  is  derived,  nevertheless^ 
we  realize  that  the  general  prosperity  of  the  country  can  alone  make  its  long-time 
finance  soimd,  and  we  advocate  the  principle  that  if  ascending  surtaxes  must  be 
retained  they  be  confined  as  much  as  possible  to  secure  income  and  that  the  burden 
on  business  profits,  at  least  before  distnbution,  be  minin^ized  as  far  as  possible. 

It  is  obvious,  however,  that  the  excess-profits  tax  must  be  replaced  with  some 
other  tax  on  corporate  profits  both  to  produce  the  required  revenue  and  to  ec^uidize 
the  burden  between  corporate  and  noncorporate  incomes.  This  brings  us  fairly  to 
our  second  question,  and  we  are  not  imaware  of  the  great  difficulties  it  presents.  We 
believe  that  it  can  De  met  by  rigid  economy  in  appropriations  and  expenditures  and 
a  flat  tax  on  business  profits,  treating  corporate  and  noncorporate  business  alike  up  to 
the  point  of  property  distribution.  The  proposed  flat  tax  of  15  per  cent  on  corporate 
profits  recommended  by  the  Treasury  equals  the  present  excess-profits  tax  on  an 
income  approximately  11  per  cent  of  the  invested  capital.  It  therefore  increases 
the  burden  on  corporations  earning  under  that  rate  and  reduces  it  on  corporations 
earning  over  that  rate.  This  affords  little  relief  from  the  actual  amount  of  the  tax, 
but  does  do  away  with  much  of  the  doubt  and  uncertainty  and  many  of  the  admin- 
istrative evils  of  the  present  law.  It  is  to  be  hoped  that  this  rate  need  not  be  as  high 
as  15  per  cent  and  will  be  reduced  as  rapidly  as  possible. 

We  believe  that  a  tax  on  undistributed  incomes  will  lead  to  extravagances  and  is 
by  all  means  to  be  avoided. 

Dated  Washington,  D.  C,  May  20,  1921. 

Julian  H.  Harxub, 
Chairman  Taxation  CornmUUe^  the  Investment  BanJ^ers^  Association  of  America. 

Taxation  of  Municipal  Bond  Income. 

**  Whereas  the  necessities  of  war  financing  and  the  conseauent  high  taxation  have 
caused  to  be  questioned  the  policy  of  exempting  from  Federal  taxation  income  derived 
from  obligations  of  the  States  and  their  political  subdivisions  and  have  caused  some 
advocacy  of  Federal  legislation  to  tax  the  income  from  such  obligations:  and 

"  Whereas  in  the  opinion  of  the  board  of  governors  of  the  Investment  Bankers'" 
Association  of  America,  which  is  supported  by  the  opinion  of  eminent  counsel,  the 
Federal  Government  has  no  power  under  the  United  States  Constitution  to  impose  a 
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tax  on  such  obligationfl  or  the  income  derived  therefrom  without  a  further  constitu- 
tional amendment:  and 

''Whereas  even  if  it  should  be  decided  .by  the  United  States  Supreme  Court  that 
the  power  to  tax  such  obligations  is  vested  in  Congress  under  the  Constitution  as  now 
framed,  the  imposition  of  a  tax  on  the  income  from  such  obligations  now  outstand- 
ing  wonld  be  considered  a  breach  of  faith  by  the  investing  public  who  in  reliance 
upon  the  existing  exemution  from  such  taxation  have  paid  for  such  exemption  in 
the  pii  rchase  pri re  of  su ch  obligati ons ;  and 

"whereas  in  the  opinion  of  the  board,  tax  exemptions  lead  toward  unsound  public 
policy  and  the  exemption  from  taxation  by  the  United  States  of  fntvre  obli^tions  of 
States  and  their  political  subdivisions  should  be  abolished  and  the  exemption  from 
taxation  by  the  States  of  future  obligations  of  the  United  States  should  likewise  be 
abolished;  and 

"  Whereas  in  the  opinion  of  the  board,  it  would  be  dangerors  to  both  the  Federal  and 
State  'Governments  to  empower  either  to  tax  the  obligations  of  the  other  without 
limiting  such  TX)wer  bv  proper  safeepiards: 

^^Raolved,  That  it  is  the  seuse  of  this  board  that  the  Investment  Bankers'  Association 
of  America  advcicate  the  adoption  of  an  amendment  to  the  Constitution  of  the  United 
States  empowering  on  the  one  hand  the  Federal  taxation  of  the  income  from  future 
obHgationB  of  the  States  and  their  x>olitical  subdi\dsions  and  on  the  other  hand  the 
taxation  of  future  obligations  of  the  United  States  by  the  States  and  their  political 
subdivisions,  in  both  cases  with  proper  safeguards  limiting  such  taxation.'' 

I,  Frederick  B.  Fenton,  secretaiy  of  the  Investment  Bankers'  Association  of  America, 
certify  that  the  above  and  foreg[oing  is  a  true  and  correct  copy  of  the  resolution  adopted 
at  the  convention  of  the  association  in  session  at  Boston,  October  4,  5,  and  6,  1920. 

[sBAx.]  P.  R.  Fentow. 

STATEMENT  OF  D WIGHT  BBAKAK,  NEW  YOBK,  N.  Y.,  PBEBEDENT 
OF  THE  LAW  AND  OBDEB  UNION  OF  NEW  YOBK  STATE. 

Senator  McCumber.  Please  state  your  name  for  the  record. 

Mr.  Braman.  Dwight  Braman.  i  am  president  of  the  Law  and 
Order  Union  of  New  York  State,  which  is  an  organization  organized 
in  1902  to  uphold  the  Constitution  of  th^  United  States  and  to  carry  on 
a  campaign  of  education  on  various  questions,  among  others  being  the 
income  tax. 

I  think  you  are  all  pretty  w^ll  informed  that  you  atre  up  against  a 
very  serious  proposition;  and  it  is  a  proposition  which  was  caused  by 
the  adoption  of  the  sixteenth  amenament  to  the  Constitution  of  the 
United  States,  which  has  created  chaos  in  the  receipts  of  the  United 
States  Government. 

Before  going  on  I  am  going  to  explain  in  a  few  words  how  the  six- 
teenth amendment  of  the  Constitution  of  the  United  States  was  put 
through. 

It  is  proper  at  this  time  to  first  show  and  recall  to  the.  minds  of  the 
Senators  tne  method  by  which  this  amendment  was  adopted.  It 
was  drawn  up  and  introduced  by  Senator  Brown,  of  Nebraska,  who 
had  but  a  short  career  in  the  Senate,  and  adopted  after  the  amended 
Payne- Aldrich  tariff  bill  had  reached  a  deadlocl^  in  the  Senate.  This 
amendment  to  the  Constitution  was  hardly  taken  seriously  at  first, 
as  it  was  passed  by  the  Senate  without  debate. 

According  to  the  Record  of  June  28,  1909,  Senator  Aldrich  states: 

If  there  is  no  objection,  I  should  be  glad  to  have  this  disposed  of  without  debate. 
I  give  notice  that  I  shall  call  it  up  at  the  first  convenient  period  and  ask  to  have  it 
disposed  of  without  debate. 

On  Julv  3,  Senator  Brown,  of  Nebraska,  said,  ''I  ask  unanimous 
consent  that  the  joint  resolution  be  laid  before  the  Senate  and  that 
a  vote  be  had  thereon  immediately,"  to  which  Senator  Aldrich 
replied:  '^I  have  no  objection,  with  the  understanding  that  there  is 
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to  be  no  discussion,  or  the  discusaicMi  must  be  limited.  Of  course, 
that  must  be  understood."  And  it  was  passed  without  debate. 
What  a  contrast  to  other  proposed  amendments  to  the  Constitution, 
taking  years  of  discussion,  deoate  in  press  and  on  platform,  in  politi- 
cal campaigns 

Senator  Simmons.  Do  you  know  that  probably  one  of  the  reasons 
why  there  was  no  extended  discussion  at  that  time  was  the  fact  that 
we  had  passed  an  income-tax  law  that  we  supposed  would  accom- 

Elish  about  the  same  purposes  before  that,  and  the  Supreme  Court 
ad  held  it  unconstitutional,  and  the  question  had  been  pretty  well 
thrashed  out  ? 

Mr.  Braman.  It  had  only  been  thrashed  out  on  certain  points. 
But  this  amendment  was  simply  an  amendment  to  utterly  change 
the  question  of  apportionment  and  uniformity  in  the  Constitution 
of  the  United  States. 

Senator  Simmons.  It  was  to  enable  us  to  pass  laws  similar  to  the 
ones  we  were  passing  under  the  present  Constitution. 

Mr.  Braman.  Exactly. 

Senator  Simmons.  The  Supreme  Court  would  hold  it  unconstitu- 
tional unless  we  changed  the  Constitution;  and  after  the  country  had 
<iiscussed  that  question  it  probably  did  not  like  the  decision  of  the 
Supreme  Court  and  decided  to  amend  the  Constitution  in  order  to 
do.  what  they  had  attempted  to  do  without  success. 

Mr.  Braman.  Well,  sir,  it  was  only  a  trade  at  the  time.  It  was  a 
trade  that  was  made  by  the  advocates  of  the  Payne-Aldrich  bill,  who 
could  not  pass  the  bill,  with  a  few  representative  Senators  from  the 
West,  who  had  an  idea  of  an  income  tax.  It  was  passed,  as  I  say, 
without  debate. 

Senator  Simmons.  I  think  you  are  mistaken  that  there  was  a  trade 
about  it. 

Senator  Curtis.  There  was  no  trade  about  it  whatever.  It  had 
been  advocated  for  years,  and  it  was  a  copy  of  a  resolution  that  had 
been  offered  before. 

Senator  Brown  wanted  to  offer  it  as  an  amendment  to  the  bill,  and 
it  was  offered  by  him  as  a  separate  instrument. 

Mr.  Braman.  I  am  going  to  show  you,  gentlemen,  that  under  that 
it  gave  the  Federal  Government  the  power  to  tax  men,  as  Senator 
Badey,  of  Texas,  said,  "according  to  tne  color  of  their  hair.'' 

Senator  Curtis.  I  do  not  want  to  interrupt  your  argument,  but  1 
will  suggest  that  instead  of  discussing  the  origin  of  it,  which  you  can 
not  kiiow  anything  about,  you  discuss  the  ilierits  of  the  case. 

Mr.  Braman.  I  will,  sir;  I  am  leading  up  to  that. 

Senator  Simmons.  I  beg  your  pardon  for  interrupting  you. 

Mr.  Braman.  I  have  onlv  a  word  or  two  more. 

It  amazed  some  of  the  thoughtful  and  serious-minded  men  of  the 
country,  as  it  abrogated  the  great  principle  of  apportionment  in  the 
Constitution  of  the  United  States.  It  is  the  only  great  principle  con- 
sidered of  sufficient  importance  to  be  enimciated  twice  in  that  wonder- 
ful document.  In  other  words,  in  simple  language,  it  conferred  on 
the  Congress  of  the  United  States  unlimited  power  of  taxation  from 
whatever  source  derived  ivithout  apportionment  among  the  States 
according  to  their  population. 

In  time  of  peace  the  Democratic  Congress  framed  the  first  income- 
tax  billy  taxing  incomes  of  S4,000  and  upward,  and  it  was  so  drawn 


INGOflfB  TAX.  665 

as  to  make  the  principal  source  of  revenue  from  the  active,  thrifty 
people  of  the  North;  tnat  is,  1  State  could  pay  the  amount  of  taxes 
of  32  other  States  combined.  It  was  adopted  by  a  Democratic 
Congress  and  drawn  up  by  a  gentleman  bv  the  name  of  Hull,  from  the 
mountains  of  Tennessee,  at  the  request  oi  Senator  Underwood,  who,  I 
understand,  took  an  English  text-book  on  income-tax  laws  used  in  the 
Civil  War  and  drew  up  the  first  income  tax  out  of  which  these  taxes 
have  come. 

Senator  Simmons.  You  do  not  mean  to  say  that  the  people  of  the 
State  pay  all  these  income  taxes  that  the  Government  collected. 
Take  my  State,  for  example.  It  has  come  to  be  a  great  manuf actur-^ 
ing  State.  We  paid  last  year  to  the  Government  tobacco  taxes 
amounting  to  somewhere  near  $100,000,000.  The  people  of  North 
Carolina  paid  a  small  portion  of  it.  The  people  of  the  whole  Union 
paid  the  tax. 

Mr.  Braman.  Exactly. 

Senator  Simmons.  We  have  an  enormous  amount  of  cotton  mills 
which  have  paid  some  forty  and  odd  millions  of  income  tax.  The  bulk 
of  that  was  paid  by  manufacturers.  They  P^^ed  it  on.  The  people 
of  North  Carolina  did  not  pay  that  tak.  The  people  of  the  Union 
paid  the  tax. 

Mr.  Braman.  I  understand  that,  perfectly. 

Senator  Simmons.  That  is  also  true  of  the  rich  States  that  you  talk 
about  paying  more  than  the  poorer  States.  The  people  of  the  States 
do  not  pay  it;  the  people  of  the  Union  pay  it. 

Mr.  Braman.  It  is  tne  income  tax  that  I  refer  to.  It  is  the  United 
States  Federal  income  tax  which  I  am  discussing  here,  gentlemen^ 

Senator  Simmons.  Go  ahead. 

Mr.  Braman.  This  amendment  was  defeated  in  17  States  for  three 
and  one-half  years,  representing  a  population  of  38,000,000  people. 
When  Roosevelt  split  the  RepiibHcan  Party,  dofeatine  Taft,  a  large 
number  of  new  men  were  elected  to  the  legislature  on  the  Democratic 
ticket,  many  of  them  unexpectedly,  and  enough  States  were  secured 
to  rescinid  the  vote  hj  which  this  measure  was  adopted  after  first 
defeating  it,  and  then  in  times  of  peace  a  measure  was  passed  called 
the  *'  income-tax  bill,"  which  was  drawn  up  by  Mr,  Hull,  of  Tennessee, 
I  understand,  at  the  request  of  Senator  Underwood,  and  is  one  of  the 
most  chaotic  measures  ever  passed  by  any  Congress  in  the  history  -of 
the  Government  of  the  United  States. 

That  is  to  say,  if  there  are  10  men  in  a  place  there  are  no  two  men 
who  agree  with  any  other  man  how  it  should  be  enforced  and  im- 
pounded, and  a  great  many  of  the  Members  of  Congress  themselves 
do  not  know  how  to  make  up  their  own  income  tax.  You  are  up 
against  a  proposition  that  has  been  drawn  up  on  that  basis,  and  that 
is  the  only  reason  I  mention  it.  This  measure  is  the  basis  of  our 
income  tax  law  now  requiring  revision. 

How  to  cure  this  evil:  The  income  tax  requires  revision,  of  course, 
I  think  most  people  agree  on  that,  and  I  am  not  going  to  waste  any 
words  about  the  excess-profits  tax,  but  I  will  say  a  few  words  about 
the  surtaxes. 

In  answer  to  the  question  of  your  chairman,  which  he  asked  another 
gentleman  previously  here.  How  can  you  gauge  the  amount  of  bonds 
that  have  been  bought  by  investors  to  escape  the  surtaxes;  or,  rather, 
not  perhaps  to  escape  the  surtaxes,  but  to  increase  the  receipts  from 
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the  larger  and  excess  incomes  ?  You  can  easily  ascertain  that  to  a 
nicety  by  taking  the  income-tax  returns  for  the  year  1914,  say,  on 
incomes  of  $30,000  and  upward  and  see  what  they  have  done  with 
their  funds/how  many  bonds  they  have  acquired  up  to  their  1920  tax. 

I  thought  that  might  be  of  service  to  you. 

A  briei  review  oi  income  taxes  since  the  first  days  of  their 
adoption  as  a  war  measure  shows  conclusively  that  they  always  seek 
lower  exemptions  to  provide  more  revenue.  Starting  with  Greece, 
2,400  years  ago,  the  people  were  divided  into  four  classes,  but  the 
tax  was  doon  abolished.  In  Italy  the  exemption  is  S77.20,  in  Prussia 
$225,  in  Saxony  $100,  in  Bavaria  $187.50,  in  Denmark  $120.  In 
Crermany,  however,  the  States  get  40  per  cent  of  the  revenue,  the 
municipalities  get  10  per  cent,  and  the  central  Government  50  per 
cent.  Here  the  Government  gets  it  all,  or  what  is  left  over  after  the 
enormous  expense  has  been  paid  for  its  collection.    That  is,  on  the 

Sart  of  the  people  in  compilmg  their  tax  and  the  employees  of  the 
rovemment,  for  in  fixing  a  tax  the  expense  to  the  pieople  in  com- 
piling their  account  books,  etc.,  must  De  gauged  and  estimated  as 
never  has  been  done  before,  in  comparison  with  a  stamp  tax  the 
expense  of  which  is  really  nothing  to  the  Government  save  printing 
them. 

What,  then,  is  the  best  form  of  taxation  for  getting  revenue  at  the 
least  expense?  I  would  suggest  that  the  most  scientific  form  of 
taxation  is  the ''  spender  tax.  That  is  to  say,  the  person  who  spends 
his  money  pays  the  tax,  as  they  have  it  in  France  and  England.  The 
purchaser  in  the  retail  store  has  a  stamp  added  to  his  purchase  and 
canceled  in  the  presence  of  both  buyer  and  seller.  Also  in  the  pur- 
chases of  luxuries^aintings,  automooiles,  and  in  hotel  bills,  as  is  done 
in  France  and  in  England. 

Senator  Simmons.  Why  do  you  not  call  it  a  purchaser  tax,  then  t 

Mr.  Braman.  You  can  call  it  anything. 

Senator  Simmons.  I  think  it  is  a  purchasers'  tax. 

Mr.  Braman.  It  is. 

Senator  Simmons.  You  agree  that  the  purchaser  pays  it.  Why 
not  call  it  a  purchaser's  taxi 

Mr.  Braman.  I  simply  call  it  a  spnuider  tax  because  that  is  the 
usual  name  by  which  it  is  known.  Thej  call  it  also  a  luxury  tax. 
In  France  and  England  it  is  called  that.  If  a  man  buys  a  picture 
and  pays  100,000  francs  for  it  in  France,  he  pays  3,000  n'ancs  to  the 
French  treasury.  He  does  not  feel  the  tax  and  the  French  Govern- 
meat  gets  it. 

This  tax  differs  from  the  so-called  sales  tax  advocated  by  some,  as 
the  weakness  in  that  tax  is  their  desire  to  tax  the  producer  of  raw 
material,  the  manufacturer,  and  the  wholesale  dealer,  as  well  as  the 
retailer,  which  would  have  the  same  ratio  of  effect  on  the  consumer 
as  the  present  income  tax,  which  is  the  principal  cause  of  the  present 
high  price  of  the  necessities  of  life.  For  instance,  the  producer  of 
the  raw  material  adds  his  income  tax  and  a  little  more,  too,  on  his 
prices  to  the  manufacturer.  The  manufacturer  adds  his  income  tax 
and  a  little  more,  too,  to  the  wholesale  dealer.  So,  in  turn,  his  income 
tax  and  more  is  added  to  the  retail  dealer,  and  the  retailer  his  income 
tax  and  often  double  his  prices  to  the  consumer,  who  pays  it  all  and  the 
profits  as  well. 
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There  is  more  profiteering  by  retailers  than  by  wholesalers  or  by 
any  other  branch  of  business. 

It  creates  a  spirit  of  recklessness,  as  the  retailer  will  say:  ''If  the 
Government  is  going  to  take  it  all,  I  will  do  one-half  the  business 
and  make  twice  as  much."  That  is  what  they  are  doing.  They  are 
doin£  half  the  business  and  chaining  just  as  much.  There  is  no  per- 
ceptible reduction  in  the  price  of  retail  goods,  but  there  is  in  the  whole- 
safe  prices.  This  profiteering  is  being  carried  on  on  an  enormous 
scalei  and  the  working  classes,  which  make  up  75  per  cent  of  our 
population,  are  the  simerers.  Consumption  will  fall  off,  mills  dose, 
and  a  large  number  will  be  without  employment  now  and  in  the 
next  few  years  unless  a  remedy  be  found. 

The  excess-profits  tax  is  such  an  economic  monstrosity  as  to  be 
not  debatable  and  must  be  abolished.  The  excessive  surtaxes  have 
halted  the  development  in  industries  of  the  country  to  an  extent 
most  appalling,  driving  liquid  capital,  as  heretofore  employed,  to 
nontaxable  permanent  investments.  This  will  in  turn  add  to  the 
unemployed. 

If  any  of  you  have  been  in  the  lower  House  of  Congress  you  will 
realize  that  there  were  always  a  few  men  in  the  town  you  came  from 
to  whom  the  people  always  applied  when  they  wanted  to  start  a 
bank,  trust  companv,  waterworks,  gas  or  electric  light,  street  rail- 
way companies,  mills,  to  develop  me  resources  of  that  particular 
section. 

Now  this  can  not  be  foxmd.  It  is  the  same  all  through  every 
State.  Enterprise  and  development  have  ceased,  for  the  money 
can  not  be  secured,  the  surtaxes  having  absorbed  all  the  liquid  cash, 
or  it  has  been  driven  to  nontaxable  fields.  The  community,  the 
State,  and  the  Nation  at  large  suffer  in  this  stagnation.  No  railroads 
can  or  will  be  built.  It  also  adds  to  the  unemployment  in  all  these 
towns  and  hamlets  and  cities  and  counties  where  you  gentlemen  have 
lived.  It  is  going  to  add  to  the  winter  unemployment^  because  a 
great  many  of  the  unemployed  in  winter  among  the  f  armmg  sections 
are  used  in  the  building  oi  various  enterprises.  It  is  the  same  all 
through  every  State.  It  is  not  only  one  in  section;  it  is  uniform 
throughout  the  United  States. 

.  Income  taxes  are  the  cause  of  further  unrest  and  depression  by 
driving  liquid  capital  into  lon^-time  instrumentalities  of  States  and 
cities,  free  from  taxation.  This  enormous  fund  is  lost  for  the  useful 
needs  of  the  commimity  in  the  establishment  of  which  the  State  and 
city  are  prohibited,  such  as  banks,  trust  companies,  mills,  ^as  and 
electric  lighting  companies,  street  railway  companies,  etc.,  besides  the 
certain  and  freer  sale  of  securities  of  States  ana  cities  which  obviously 
encourage  extravagance,  while  economy  should  now  be  the  watch- 
word of  all  cities  and  States. 

Senator  Simmons.  Some  capital  has  to  go  into  those  instrumen- 
talities or  they  can  not  be  sold.  I  confess  to  you  that  I  do  not  appre- 
ciate that  argument,  that  money  invested  is  in  any  way  withdrawn 
from  trade.  It  is  true  now  that  a  very  few  people  buy  those  bonds, 
and  they  buy  them  to  escape  Government  tax.  If  it  were  not  for 
die  Government  tax,  probably  the  whole  mass  of  the  people  would 
buy  those  bonds  in  small  quantities,  but  the  money,  wnen  they  buy 
the  bonds,  goes  to  the  Government  Treasury  or  goes  into  the  State 
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treasury.  It  is  at  once  paid  out  to  labor  in  the  construction  of  some 
internal  improvement,  and  it  goes  back  into  circulation.  It  is  not 
withdrawn  oecause  it  is  invested  in  these  bonds.  That  is  a  mere 
conduit  for  its  investment  by  the  recipients  of  this  money. 

Mr.  Bbaman.  The  cash  is  withdrawn  by  the  one  who  pays  the 
surtaxes  and  put  into  instrumentalities  of  the  State,  town,  ana  county, 
which  are  nontaxable,  for  the  reason  that  those  bonds  heretofore 
have  found  their  entire  market  in  the  savings  banks.  But  these 
enormous  surtaxes,  running  up  to  65  and  70  per  cent,  make  those 
bonds  so  attractive  to  the  mvestor  that  they  bring  him  in  a  return 
of  8,  10,  12,  or  14  per  cent.  That  is  the  reason  his  capital  is  locked 
up  in  them  instead  of  in  the  savings  banks. 

Is  that  clear,  sir  ? 

Senator  Simmons.  Yes;  I  understand  you. 

Mr.  Bbaman.  I  would  like  to  answer  any  questions,  because  I  am 
here  for  that  purpose.  I  want  to  treat  you  all  like  a  family  epathering, 
if  I  may,  for  it  is  a  great  question  to  be  solved,  and  I  have  nad  expe- 
rience m  those  things. 

Money  is  but  a  token.  It  can  be  used  by  heedless  lawmakers  for 
tyranny  or  liberty,  for  prosperity  or  disaster;  and  to  direct  it  from 
the  sources  to  which  the  Nation  has  applied  it  means,  in  its  continu- 
ance, but  ruin. 

Lecky,  one  of  the  greatest  political  economists  of  England,  speaking 
of  highly  graduated  taxation,  says: 

The  belief  is  no  doubt  very  fallacious,  but  it  lends  itself  most  easily  to  the  clap- trap 
of  diabolical  politicians.  Such  men  will  have  no  difficulty  in  drawing  impressive 
contrasts  between  the  luxury  of  the  rich  and  the  necessities  of  the  poor  and  in  persuad- 
ing i^orant  men  that  there  can  be  no  harm  in  throwing  great  burdens  of  exceptional 
taxation  on  a  few  men,  who  will  still  remain  immeasurably  richer  than  themaelveB. 
Yet  no  truth  of  political  economy  is  more  certain  than  that  a  heavy  taxation  of  capital 
which  starves  industry  and  employment  will  fall  most  severely  on  the  poor. 

The  first  effect  of  the  appUcation  of  the  income  tax  in  1914  has 
shown  that  when  taxation  at  its  source  tied  up  the  credit  of  all  the 
railroads  one  sixth  of  the  mileage  of  the  Unitea  States  went  into  the 
hands  of  receivers.  The  railroads  reauire  one  billion  to  one  billion 
one  hundred  milUon  dollars  of  capital  yearly  to  keep  them  in  safe 
and  efficient  condition.  To  tax  all  these  bonds  at  theu*  source,  when 
the  bonds  were  placed  among  the  people  on  a  basis  ranging  from  3^ 
to  5^  per  cent,  makes  their  issue  no  longer  possible,  if  at  £ul,  and  at 
such  ruinous  rates  the  roads  have  been  crippled  at  8  per  cent,  and 
competing  with  foreign  loans  at  that. 

Our  rauroads  can  not  sell  any  railroad  bonds.  There  is  a  very 
simple  remedy  for  that,  which  you  gentlemen  of  clear  vision  will  see 
is  aosolutely  vital  to  the  existence  of  the  commercial  interests  of  the 
country,  farms  included.  I  am  a  farmer,  too,  and  I  can  speak  from 
experience. 

Taxation  at  its  source  on  railroad  bonds  can  be  quickly  and  readily 
removed  by  taking  it  off  altogether,  and  the  same  revenue  obtained 
without  taking  it  frotn  the  investors  by  an  added  corporation  tax. 
The  burden  of  compilation  and  collection  will  be  practically  removed. 

The  cost  of  collecting  the  first  income  tax  being  carefully  esti- 
mated by  me  in  1914  was  56  per  cent  on  the  sum  of  $29,300,000, 
being  collected  at  a  cost  of  $13,000,000.  A  blanket  income  tax  over 
a  whole  nation  of  105,000,000  souls  of  one  flat  rate  is  an  economic 
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monstrosity,  and  is  very  little  credit  to  those  who  framed  it.  For 
instance,  in  the  Kingdom  of  Saxony,  with  but  4,000,000  souls,  there 
are  118  different  classes  of  income  taxes.  Our  tax  law  has  not  been 
given  the  scientific  treatment  it  should  have  been  given  at  all,  and 
the  country  is  suffering  from  it. 

Let  me  illustrate.  Take  a  man  residing  in  Oklahoma  with  an 
income  of  $3,000  a  year,  having  five  children,  and  his  brother  in 
New  York  State  with  five  children.  The  former  has  coal,  oil,  gas 
flour,  com,  and  supplies  at  his  door.  The  latter  has  to  pay  $13  to  $22 
per  ton  for  his  coal,  $24  a  cord  for  his  wood,  and  18  other  forms  of 
taxes.    The  one  in  Oklahoma  has  but  five  forms  of  taxes  to  pay. 

Denmark  has  made  such  a  distinction  as  those  who  live  in  the 
cities,  in  the  thickly-populated  sections,  and  those  in  the  rural  dis* 
'  tricts:  and  it  is  a  recognized  fact  that  the  minimum  for  existence 
should  be  placed  higher  for  persons  residing  in  large  cities.  In 
Copenhagen,  Fredericksberg,  800  kronen  ($214);  in  market  towns, 
700  kronen  ($187.50);  and  m  rural  districts,  $160.84. 

Another  instance:  There  are  9,800,000  automobiles  in  the  United 
States  with  about  6,000,000  chauffeurs.  They  are  consumers  and 
nonproducers.  Each  should  be  made  to  pay  a  license  tax  to  the 
Federal  Government  of  $10,  and  in  cases  where  they  receive  $150 
per  month  and  the  employers  clothe  and  feed  them,  they  should  pay 
an  income  tax.  A  license  tax  would,  if  attended  by  proper  quah* 
fications  and  sponsors  of  good  character,  do  away  with  much  of  the 
lawlessness  passing  from  State  to  State  of  armed  bandits  in  holdups 
and  robberies  of  banks  now  so  common,  and  in  which  the  States  are 
themselves  so  helpless  against  this  invisible  invasion. 

If  these  gentlemen  know  that  they  have  a  Government  to  support 
it  would  make  them  more  patriotic  and  would  teach  them  tnrift^ 
That  is  the  thing  that  we  have  got  to  teach  our  people. 

In  New  York  manv  of  the  diauffeurs  have  so  much  leisure  that 
they  do  not  even  wash  their  own  cars,  and  their  constant  shifting  of 
ad^esses  from  State  to  State  would  be  covered  by  this  Federal- 
license  tax.  In  France  they  are  about  to  use  an  identification  card 
for  everyone.  Germany  has  always  had  this  form  of  identification 
and  a  courtax  on  all  nonresidents. 

That  is  to  sav,  when  a  stranger  comes  into  a  State  the  tax  author* 
ities  will  go  right  after  him  and  he  must  pay  a  tax  for  residing  there. 

Masons  are  receiving  $20  a  day.  I  live  in  New  York  and  that  is 
what  I  am  paying.  I  paid  a  mason's  bill  the  other  day,  amounting 
to  $20  a  dav.  Painters  receive  $10  a  day  and  plumbers  $12.50  for 
eight  hours  work,  five  days  a  week,  and  four  nours  on  Saturday, 
while  learned  professors,  scholars,  and  teachers  who  are  training  the 
minds  of  our  young  men  and  women  receive  but  $4  a  day  for  work- 
ing, studying,  and  teaching  sometimes  morning,  afternoon,  and 
night,  and  oitentimes  working  12  to  15  hours  a  day. 

Senator  Calder.  Mr.  Witness,  I  do  not  think  you  mean  to  let  the 
impression  go  out  here  that  we  are  paying  $20  a  day  for  masons  in 
New  York  generally  ? 

Mr.  Braman.  I  am  paying  that. 

Senator  Calder.  I  just  let  a  contract  this  morning  for  a  row  of 
buildings  in  New  York  City,  and  the  masons  are  to  get  $10  a  day. 

Mr.  Bramax.  That  is  on  contract. 

Senator  Calder.  It  is  the  union  rate  of  wages. 
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Mr.  Bhaman.  I  have  been  paying,  in  Newbui^h,  $20  a  day.  I 
have  been  paying  too  much,  you  think! 

Senator  Calder.  Yes. 

Mr.  Braman.  I  think  so,  too. 

This  is  manifestly  most  unjust,  as  they  are  taxed  at  the  source  of 
their  salaries,  and  there  is  not  even  a  license  tax  on  masons,  plumbers, 
and  painters. 

Senator  Simmons.  Maybe  the  masons  charged  you  according  to 
vour  ability  to  pay  ?     [Laughter.] 

Mr.  Braman.  Oh,  no.  This  ought  to  have  been  a  very  philan* 
thropic  job,  because  it  was  to  repair  the  chimney  of  a  church.  I  am 
glad  to  learn  the  prices  are  commg  down  in  New  York.  I  paid  that 
rate  within  the  last  three  months. 

Gentlemen,  you  have  no  conception  of  how  much  income  this  ' 
license  tax  would  bring  the  Government.  In  the  District  of  Columbia 
some  of  you  may  be  familiar,  or  not,  with  the  fact  that  each  hotel 
has  to  pay  a  license  tax,  and  then  to  pay  into  the  treasury  of  the 
District  ol  Columbia  each  year  a  dollar  for  every  room.  Brokers  on 
the  New  York  Stock  Exchange,  members,  pay  a  license  tax,  and  I 
do  not  see  why.  the  lawyers  do  not  pay  a  license  tax.  We  have 
19,000  lawyers  on  the  Island  of  Manhattan,  and  they  are  drawing 
handsome  incomes  from  advising  citizens  in  the  intricacies  of  the 
income-tax  regulations. 

A  mason  and  a  plumber,  at  the  rates  they  are  getting,  receive  more 
salary,  gentlemen,  than  a  judge  of  the  United  Stetes  court,  who  gets 
$5,000  a  year.  These  gentlemen  are  getting  it.  Why  not  put  a 
license  tax  on  them?  You  need  the  revenue,  and  it  would  teach 
them  that  they  have  a  Government  to  support,  that  they  are  a  part 
of  the  Government. 

I  do  not  see  why,  as  in  a  great  many  cases,  they  are  practically 
exempt  from  supervision  and  taxation.  The  plumber  receives  $1.56 
an  hour,  and  if  the  mason  receives  now  $10  a  day  he  gets  $1.25  an 
hour,  where  the  teachers  and  professors  get  about  33  cents  to  53 
cents  an  hour. 

Senator  Calder.  We  have  just  increased  the  pay  of  teachers  in 
New  York  City,  and  we  now  pay  the  teachers  of  the  primary  depart- 
ment $125  a  month;  they  enter  the  service  at  that  figure. 

Mr.  Braman.  This  is  before  that. 

Senator  Calder.  And  a  year  ago  we  raised  the  pay  of  all  our  teach- 
ers in  New  York  City  35  per  cent. 

Mr.  Braman.  It  is  hign  time  they  should  be  raised,  but  I  mean 
these  college  professors. 

The  war  debt  now  amounts  to  about  $27,000,000,000  to  meet  the 
most  expensive  war  in  our  history.  In  1864  we  had  a  population  of 
45,000,000.  Now  we  have  105,000,000  people.  The  tax  should, 
to  secure  greater  revenue,  therefore  be  lowered  to  include  most  of 
our  citizens  who  can  share  it.  It  is  well  to  teach  all  of  our  people 
thrift,  that  they  are  a  part  of  the  Government,  and  aid  in  support- 
ing it. 

Taxes  thus  can  be  more  evenly  distributed  and  felt  less,  which, 
according  to  the  greatest  authority  of  England — and  I  am  very  glad 
that  our  friend  quoted  Adam  Smith,  as  all  statesmen  in  England 
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study  the  Wealth  of  Nations ;  nearly  all  of  the  great  statesn^en  of 
England  since  the  days  of  William  Pitt  to  Gladstone  studied  a  great 
deal  the  maxims  of  Adam  Smith,  and  most  of  the  writers  on  eco- 
nomics all  over  the  world  since  have  laid  down  these  four  basic 
principles  of  taxation:  First,  equality;  second,  certainty  as  to  your 
mcome;  third,  convenience;  and  fourth,  economy. 

A  spender's  tax  answers  those  four  maxims  exactly.  There  is  no 
economist  in  the  world  can  dispute  that  a  spender's  tax,  where  a  man 
conies  into  a  store  and  puts  a  tax  stamp  on  an  article  hits  it  exactly; 
there  is  no  waste,  and  it  is  pretty  certain.  Adam  Smith's  principle 
has  been  followed  by  most  of  the  economic  writers.  I  can  quote  30 
of  them  here,  but  I  am  not  going  to  waste  your  time  unless  you  ask 
me  questions  about  it.  Adam  Smith  said  of  indirect  taxes,  ''Because 
the  consumer  pays  them  little  by  little  as  he  buys  goods,"  and  ''it 
must  be  his  own  fault  if  he  ever  suflFers  any  considerable  inconven- 
iences from  such  taxes.'* 

Mr.  Chairman,  if  any  of  the  Senators  would  like  to  ask  questions  I 
I  would  be  very  glad  to  answer  them. 

Senator  Simmons.  What  tax  do  you  want  us  to  repeal  and  what 
tax  do  you  want  us  to  impose  ? 

Mr.  Braman.  I  think  you  have  got  in  your  mind's  eye  what  should 
be  done.  I  do  not  think  there  is  any  argument  produced  that  would 
make  you  favorable  to  the  excess-profits  tax.  1  think  you  will  drop 
that,  and  I  think  for  the  reasons,  some  of  which  I  .have  mentionea, 
you  will  reduce  surtaxes. 

Then,  I  would  tax  thechauflFeur  $10  a  man,  which  would  give  you 
$60,000,000.  I  would  tax  checks  in  New  York  and  all  over  the 
country,  and  that  will  give  you  $80,000,000  to  $100,000,000,  as  you 
did  in  McKinley's  administration.  It  necessitates  no  expense  in 
putting  them  on,  and  if  the  Government  prints  them  there  is  no 
evasion.  A  great  many  taxes  are  evaded.  The  income  tax  is  being 
evaded. 

What  has  happened  is  that  a  great  many  people  who  are  doing 
business  as  individuals  have  organized  corporations,  and  200,000  or 
300,000  corporations  have  been  organized  to  escape  individual 
income  tax.  Therefore  I  would  recommend  just  to  put  a  tax  on 
'Corporations  again. 

Then,  I  woifld  put  on  a  license  tax.  Nobody  would  feel  it.  It  is 
not  felt  by  the  hotels  of  the  District  of  Columbia. 

Senator  Simmons.  Axe  you  advocating  a  sales  tax  for  the  purpose 
of  getting  rid  of  the  surtaxes  and  excess-profits  tax  ? 

Mr.  Braman.  Not  at  all.  The  surtaxes  have  been  tried  and  failed. 
The  report  of  the  Secretary  of  the  Tretisury  shows  that  it  has  proved 
an  economic  failure. 

What  I  want  to  do  is  to  help  vou  gentlemen  get  more  revenue. 
How  is  the  simplest  way  ?  Distributing  taxes.  These  chauffeurs  do 
not  know  they  have  a  Government,  many  of  them. 

Senator  Simmons.  I  notice  that  nearly  everybody  who  has  come  to 
advocate  the  sales  tax  at  the  same  time  advocatea  the  repeal  of  the 
surtax  and  excess-profits  tax,  and  I  was  wondering  whether  they 
were  advocating  the  sales  tax  because  they  believed  in  it  per  se,  or 
because  they  wanted  to  get  rid  of  some  other  tax. 
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Mr.  Braman.  No,  sir.  These  taxes  have  been  tried.  Take  the 
report  of  the  Secretary  of  the  Treasury;  he  says — both  parties  will 
aomit — that  they  are  mistaken  in  the  excess-profits  tax.  It  is  so 
difficult  to  compute  it. 

I  have  no  interest  in  anything  except  the  welfare  of  the  peopl^  and 
the  welfare  of  the  Nation.  I  nave  always  studied  these  quejitions, 
and  I  took  up  this  canipaign  because  these  gentlemen  all  ask^d  me 
to,  and  I  led  off,  and  I  simply  mentioned  defeating  the  sixteenth 
amendment  of  the  Constitution  of  the  United  States.  , , 

Senator  Simmons.  You  do  not  believe  in  that,  then  1 

Mr.  Braman.  I  think  it  is  the  cause  of  all  this  chaos,  an(l|»as  I 
speak  of  it,  if  my  friends  were  alive  they  would  concur  in  everything 
I  have  said  in  this  chamber. 

Senator  Simmons.  Are  you  advocating  the  sales  tax  in  order  to 
get  rid  of  that  amendment  ? 

Mr.  Braman.  The  amendment  is  part  of  the  Constitution. 

Senator  Simmons.  If  you  do  not  impose  any  income  tax  under 
your  amendment,  of  course,  it  is  innocuous.  Are  you  advocating  the 
sales  tax  to  make  it  innocuous  ? 

Mr.  Braman.  Not  at  all.  You  have  to  inipose  an  income  tax. 
You  can  not  get  revenue  enough  without  it.  You  are  in  the  stream; 
you  have  got  to  go  across.  You  have  got  to  get  revenue  taxes  in 
order  to  get  more  revenue. 

Senator  Simmons.  But  you  are  recommending  a  radical  reduction 
in  those  taxes. 

Mr.  Braman.  Not  at  all. 

Senator  Simmons.  In  the  surtax  ? 

Mr.  Braman.  Yes;  absolutely. 

Senator  Simmons.  That  is  part  of  the  income  tax. 

Mr.  Braman.  Yes;  because  it  is  not  profitable  to  the  Government, 
and  it  is  driving  us  away  from  the  development  of  all  industries. 

Senator  Simmons.  Tne  office  of  the  surtax  is  only  to  equalize 
income  taxes  ? 

Mr.  Braman.  It  has*  not  accomplished  that.  It  has  been  tried 
and  failed. 

Senator  Simmons.  I  do  not  know.  That  is  one  of  the  questions 
that  we  have  got  for  consideration  here,  whether  it  has  failed  or  not. 

Senator  Calder.  May  I  ask  the  witness  a  question  before  he 
leaves  ?  Mr.  Braman,  have  you  every  thought  of  increasing  the  tax 
on  whisky  and  alcohol  as  used  for  medicinal  purposes  1 

Mr.  Braman.  No. 

Senator  Calder.  Do  you  know  we  tax  that  liquor  taken  out  of 
bond  $2  a  gallon.  Years  ago  for  beverage  purposes  we  charged 
$6  a  gallon.  You  and  I  live  m  a  State  where  we  consume  for  medici- 
nal purposes  a  great  deal  of  liquor.  I  wonder  if  it  would  not  be  a  TOod 
idea  to  mcrease  the  tax  on  that  liquor  taken  out  of  bond  to  $8  a  gallon  ? 

Mr.  Braman.  You  need  the  money.  This  country  is  facing  a 
grave  crisis.     The  situation  is  very  serious. 

Senator  McCumber.  It  might  decrease  sickness  if  you  increase 
the  tax  on  whisky. 

Senator  Calder.  It  might. 

(The  following  paper  was  presented:) 
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To  Kbvtse  the  Taxes  and  LfissEX  the  Bttbden. 

First.  Out  down  appropriations  to  the  utmost. 

Seo<>nd.  Adopt  a  budget  of  necessity. 

THifd,  Abolish  the  excess-profitfe  tax  for  this  year,  estimated  as  1450,000,000. 

(o)  Reduce  the  surtaxes  to  about  30  per  cent,  causing  a  loss  of  $100,000,000  in  reve- 
nue; but  this  large  amount  now  tied  up  in  nontaxable  securities  will.be  released 
for  trade  and  development  and  add  largely  to  the  taxable  wealth  of  the  Nation. 

(6)  Abolish  the  tax  on  all  railroad  bonds  at  their  soiirce,  so  the  investors  will  draw 
net  what  the  face  of  the  bond  calls  for,  and  substitute  an  increased  corporation  tax, 
removing  the  $2,000  exemption,  to  reach  those  corporations  organized  since  1914  to 
reduce  their  individual  income  tax.  There  are  from  200,000  to  300,000  corporations 
organized  since  1914. 

Fourth.  Place  a  spender  or  stamp  tax  on  all  spenders  or  purchasers,  to  be  known 
as  the  spender  or  purchase  tax  by  tne  consumer,  of  3  per  cent  on  $25,000,000,000.  It 
will  give  the  Government  $750,000  additional  revenue  and  avoids  all  the  objections 
of  the  farmers  and  labor  organizations  to  the  sales  tax  on  raw  materials «  on  the  manu- 
facturer, the  wholesale  dealer,  and  the  retail  dealer,  which  would  add  largely  the 
overhead  charges  to  the  consumer  by  the  same  principles  as  does  the  present  income 
tax.  The  producer  of  the  raw  material  adds  his  income  tax  on  when  ne  supplies  the 
manufacturer,  the  manufacturer  his  income  tax  and  more  too  added  to  the  wholesale 
dealer,  and  the  wholesale  dealer  his  income  tax  and  a  little  more  to  the  retail  dealer, 
and  he  in  turn  to  the  consumer,  which  is  the  principal  cause  of  the  high  price  of  living. 
If  a  four-ply  sales  tax  were  now  added  to  the  present  income  tax  the  result  would  be 
most  disastrous,  and  if  the  sale  tax  were  substituted  for  the  present  income  taxes 
the  result  would  force  large  aggregations  of  capital  to  manufacture  on  large  scales  with 
an  incentive  to  lessen  the  quality  again  which  the  consumer  would  ultimately  pay. 

Neither  the  incoige  tax  nor  the  sales  tax'  fulfills  the  four  flfreat  qualities  to  be  at- 
tained, equality,  certainty,  convenience^  and  economy.  The  spender  or  purchase 
tax  will  conform  to  all  these  four  maxims  laid  down  by  Adam  Smith  and  followed 
by  all  great  economists  since. 

There  are  9,800,000  automobiles  in  the  United  5;tat€«  with  6,000,000  chauffeurs. 
The  Government  should  levy  a  license  tax  of  $10  on  each,  or  $60,000,000,  also  a  tax 
on  horsepower,  as  recommended  by  the  Secretary  of  the  Treasury,  which  is  a  point 
well  taken,  as  the  Treasury  aids  the  S^tes  in  the  construction  of  roads. 

I  do  not  agree  with  the  Scfcre^ary  of  the  Treasury  in  his  letter  dated  April  30,  1921, 
to  Chairman  Fordney,  of  the  Committee  of  Ways  and  Means,  where  he  states  as  fol- 
lows: ''It  is  important  that  future  issues  be  controlled  or  prohibited  by  mutual  con- 
tent of  the  State  and  Federal  Governments, "  referring  to  tne  instrumentalities  of  the 
State  ^nd  municipalitieB  free  of  taxes.  The  sovereign  States,  which  themselves 
created  the  Federal  Government,  will  never  consent  to  their  bonds  being  taxed  as 
an  invasion  of  their  States  rights  and  will  never  consent  to  their  cities  being  taxed 
by  an  act  of  Cbngress  nor  a  constitutional  amendment.  The  moral  -effect  is  for  the 
Federal  Government  to  economize  and  abolish  the  wild  extravagance  and  duplica- 
tion of  bureaus;  then  the  States  and  municipalities  will  do  likewise. 

By  abolishing  these  heavy  surtaxes  over  30  per  cent  of  the  taxpayers  will  find  it 
no  longer  profitable  to  invest  in  5)  per  cent  bonds,  exempted  from  taxes,  which  will 
net  here  from  8  to  24  per  cent,  according  to  the  surtax. 

A  Federal  tax  on  the  income  of  United  States  bonds  made  by  the  former  adminis- 
tration is  an  economic  blunder  and  has  injured  the  credit  of  the  United  States.  Italy 
tried  this  to  tax  her  own  instrumentalities,  issuing  them  at  80  cents  on  the  dollar 
and  paying  them  off  at  par,  but  it  proved  such  a  burden  she  removed  the  tax  nine 
years  ago,  else  she  would  Wave  faced  bankruptcy.  Removing  the  tax  on  United 
States  uoyernment  bonds,  as  is  now  proposed  in  the  certificates  of  indebtedness, 
will  stabilize  their  credit  and  place  them  on  a  parity  with  the  instrumentalities  of 
other  States,  and  it  will  doubtless  be  followed  by  other  issues  of  governmental  securi- 
ties, but  the  release  of  capital  when  surtaxes  are  reduced  will  aid  in  stabilizing. the 
market  for  governmental  and  railroad  bonds. 

To  sum  up,  a  spender  tax  or  purchase  tax  of  3  per  cent  will  bring  in  additional 
revenue  of  $750,000,000:  a  stamp  tax  on  checks  $80,000,000;  a  license  tax  on  chauf- 
feurs of  $60,000,000;  a  license  tax  on  professions,  business,  and  hotels,  $150,000,000: 
to  be  added  to  an  increased  corporation  tax,  with  the  removal  of  the  exemption  of 
f  2,000  per  annum  on  the  200,000  to  300,000  corporations  organized  since  1914,  which 
will  be  affected  by  this  tax  and  the  surplus  revenue  can  be  used  to  reduce  the  floating 
debt  of  the  United  States,  estimated  to  be  about  $2,400,000,000. 

These  figures  are  conservative,  and  possibly  the  Treasury  experts  will  increase 
them  from  the  data  which  they  have  in  their  possession. 
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STATEMENT  OF  8HELDEN  E.  WABDWELL,  BOSTON,  MASS.,  BBPBE- 
SENTING  VABIOUS  PAPEB  COMPANIES  AND  OWNEBS  OF  TIM- 
BEBIiANDS. 

The  Chaibmak.  Mr.  Wardwell,  will  you  state  your  full  name,  your 
residence,  and  whom  you  represent? 

Mr.  Wardweix.  Shelden  E.  Wardwell,  Boston,  Mass.,  represent- 
ing the  Great  Northern  Paper  Co.,  the  St.  Croix  Paper  Co.,  and 
various  other  owners  of  timberlands  in  New  England. 

The  purpose  of  my  appearance,  Mr.  Chairman,  is  to  ask  for  an 
amendment  to  the  income-tax  act,  and  I  think  that  reading  the 
amendment  will  explain  it  better  than  I  can  in  any  other  way.  We 
ask  for  the  following  amendment  as  a  new  paragraph  at  the  end  of 
section  214,  which  is  the  deduction  section  in  the  income-tax  act: 

In  the  case  of  standing  timber  a  reasonable  allowance  for  accumulation  of  an  insur- 
ance reserve  against  losses  from  fire,  insect  or  other  cause,  such  allowance  to  be  made 
under  rules  and  regulations  to  be  prescribed  by  the  Commissioner  with  the  approval 
of  the  Secretary,  and  to  cease  when  the  accumulated  reserve  is  adequate  to  protect 
ag^nst  future  loss. 

The  Chairbian.  This  proposition  is  a  very  old  one  down  here,  Mr. 
Wardwell. 

Mr.  Wardwell.  I  did  not  know  that  it  had  been  before  the  com- 
mittee at  this  session. 

The  Chaikbian.  It  has  been  before  the  committee  at  most  every 
opportunity. 

Mr.  Wardwell.  I  am  sorry  that  I  had  not  known  of  it  and  that 
my  people  had  not  been  informed  about  it. 

The  Chairman.  Of  course,  that  is  no  reason  why  the  attention  of 
the  committee  should  not  be  again  called  to  it. 

Mr.  Wardwell.  If  my  statement  could  be  printed  in  the  record  I 
shall  have  no  occasion  to  take  up  the  time  of  tne  committee,  because 
I  am  sure  if  I  could  not  agree  with  the  department  on  what  would 
be  a  proper  amendment  it  would  not  receive  attention  anyway. 

The  Chairman.  The  statement  will  be  printed  as  a  part  of  your 
remarks,  Mr.  Wardwell. 

(The  statement  is  as  follows:) 

Proposed  Auenuments  to  Sections  214  and  234  op  Revenue  Act  or  1918. 

The  undersigned  owners  of  standing  timber  respectfully  requetst  the  follovtriiig 
junondment  to  the  revenue  act  of  1918: 

(1)  Add  the  following  new  paragraph  at  the  end  of  section  214: 

"18.  In  the  case  of  standing  timber  a  I'easonable  allowance  for  accumulation  of  an 
in)(\irance  reserve  against  losses  from  fire,  insect  or  other  cause,  such  allowance  to  be 
xwtxdv  under  rules  and  regulations  to  be  pre^ribed  by  the  commicsioner  with  the 
Approval  of  the  Secretary,  and  to  ceai%  when  the  accumulated  reserve  is  adequate  to 
prt.toct  against  future  loss." 

A  m<'na  section  234  by  adding  a  pimilar  paragraph  as  paragraph  15  thereof. 

(2)  The  nece8«dty  for  asking  tor  some  amendment  of  this  nature  arises  from  the  fact 
thttt  owners  of  standing  timber  are  as  a  practical  matter  unable  to  place  insurance 
•jjttin'^t  loss.  Investigation  has  demonstrated  that  even  under  favorable  conditions 
iu>^uran(*o  companies  would  (}uote  a  rate  for  fire  loss  alone  of  at  least  IJ  or  2  per  cent. 
^}\\\  under  unfavorable  conditions  would  not  accept  the  risk.  A  rate  of  one  and  a  half 
\\\  «  iMT  cent  is  con^^dered  prohibitive  and  at  the  present  time  owners  of  standing  tim- 
b«»r  iirt*  as  a  rule  uninsurea. 

\Vi\ilo  fire  is  L'eneraliy  assumed  to  be  the  greatest  risk,  experience  has  shown  that  in 
«nmio  wM'tions  of  the  country  the  destruction  by  insect  is  more  serious  than  the  de^tnic- 
lii^w  by  fire.  In  the  New  England  States  the  balsam  was  nearly  all  destroyed  a  num- 
|>ir  of  years  ago  by  in?ect.    In  the  last  two  or  three  years  the  forests  of  Maine  and  New 
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BninBwiok  have  suffered  very  material  dama&:e  from  the  spruce  bud  worm,  a  con- 
servative estimate  for  some  localities  beini;  a  destruction  of  50  per  cent  of  the  fir  and 
5  to  10  per  cent  of  the  spruce.  At  the  present  time  a  great  deal  of  standing  timber  in 
Southern  New  England  is  being  destroyed  by  the  gypsy  moth.  This  pest  for  a  number 
of  years  has  confined  itself  to  the  less  valuable  hardwoods,  but  recently  our  attention 
has  been  called  to  cases  where  it  has  worked  considerable  destruction  in  growths  of 
pine  and  hemlock,  and  it  is  to  be  feared  that  with  the  spread  of  this  insect  into  more 
heavily  forested  areas  in  northern  New  England  the  loss  may  be  severe. 

Generally  speaking,  losses  from  fire  and  insect  are  not  distributed  evenly  over  a 
period  of  years.  Heavy  losses  from  fire  occur  in  periods  of  extraordinary  drought  and 
insect  losses  are  in  nature  epidemic  and  the  result  is  that  the  owner  of  standing  timber, 
even  if  he  be  an  operating  owner  with  a  more  or  less  constant  income,  may  not  have 
sufficient  income  to  meet  the  loss  when  it  occurs.  The  purpose  of  the  proposed  amend- 
ment IS  to  allow  the  owner  of  standing  timber  to  anticipate  and  spread  his  loss  over 
a  number  of  years  by  creation  of  an  insurance  reserve.  It  allows  the  taxpayer  who  is 
imable  to  insure  himself  otherwise  to  provide  self-insurance. 

The  creation  of  a  reserve  is  in  line  with  the  recommendations  of  the  officials  of  the 
United  States  Forestry  Service  and  others  who  are  interested  in  the  subject  of  conserva- 
tion of  forest  resources.  It  has  frequently  been  pointed  out  that  the  timber  owner  in 
this  country  is  handicapped  in  any  attempt  to  adopt  measures  of  conservation  by  the 
carr3ang  duLrpres  on  his  m vestment  which  include  not  only  interest  and  taxes  but  also 
the  risk  of  destruction.  To  the  extent  that  the  timber  owner  can  eliminate  the 
danger  of  loss  of  his  investment  from  the  carrying  charge  factor,  he  is  assisted  in  con- 
servmg  his  holdings. 

(3)  There  should  be  no  objection  to  this  amendment  on  the  ground  of  difficulty  of 
administration.  The  Internal  Revenue  Department,  through  its  timber  section,  is 
accumulating  data  as  to  the  holdings  of  all  owners  and  through  questionnaires  sub- 
mitted annually  with  tax  returns  intends  to  keep  this  data  up  to  date.  In  the  process 
of  viduing  the  individual  ownerships  and  finding  the  proper  depletion  rate,  the  timber 
section  will  acquire  all  the  information  necessary  to  aetermine  what  a  reasonable 
annual  charee  for  creation  of  a  reserve  will  be. 

(4)  The  allowance  of  a  deduction  for  creation  of  a  reserve  will  make  little  difference 
in  the  amount  of  taxes  to  be  collected.  The  fortunate  owner  who  suffers  no  loss  will 
receive  no  ultimate  benefit  from  the  reserve.  The  proposed  amendment  operates 
only  to  put  the  timber  owner  in  the  same  position  as  owners  of  other  kinds  of  property 
who  can  insure  their  property  and  deduct  the  cost  of  insuremce  as  an  operating  charge. 

Respectfully  submitted. 

Great  Northbrn  Paper  Co., 

Millinochet,  Me, 
St.  Oroix  Paper  Co.,  Woodland,  Me. 
Penobscot  Chemical  Fibre  Co., 

Great  Worlu,  Me, 
George  B.  Dunn,  HoiUton,  Me. 
Frederick  A.  Powers,  Houlton^  Me. 
By  Sheldon  £.  Ward  well. 

Their  Attorney. 

STATEMENT  OF   BI^WOOD    G.    GODMAN,    OEIOAGK),    ILL.,    BBPBE- 
SEimKO  THE  NATIONAL  LIVE   STOCK  EXCHANGE. 

I  am  appearing  on  behalf  of  the  National  Live  Stock  Exchange,  which  comprises 
in  its  membership  practically  all  of  the  live-stock  ccAnmission  merchants  of  the 
United  States.  It  is  also  the  national  organization  of  the  local  exchanges  located  at 
the  following  cities:  Baltimore,  Chicago,  Cincinnati,  Cleveland,  Denver,  Detroit, 
East  Buffalo,  Indianapolis,  Jacksonville,  Kansas  City,  Louisville,  Milwaukee,  Mont- 

f[>mery,  Nashville,  New  York  (Jersey  Citv),  Oklahoma  City,  Omaha,  Peoria,  Pitts- 
urgh,'  Portland,  Sioux  City,  Sioux  Falls,  St.  Joseph,  St.  Louis,  St.  Paul,  and  Wichita. 
The  business  of  the  live-stock  commission  merchant  is  to  receive  from  shippers  of 
live  stock  in  various  parts  of  the  country  consignments  of  cattle,  sheep,  ana  hogs, 
which  are  sold  by  the  commission  merchant  on  the  open  market  at  stockyards  to  the 
highest  bidders  for  cash.  The  size  of  the  business  done  by  each  live-stock  commission 
merchant  depends  almost  entirely  upon  his  ability  aa  a  salesman  in  disposing  of  the 
live  stock  of  his  shippers  to  the  best  advantage  on  the  market.  This  means  neces- 
sarily that  the  successful  live-stock  commission  merchant  must  be  one  who  is  a 
thoroughly  ^ood  salesman,  familiar  in  all  its  details  with  the  business  of  selling  live 
stock  and  with  the  ability  to  shrewdly  and  carefully  estimate  and  grade  the  values 
of  the  live  stock  consigned  to  him  for  sale. 
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The  clientele  of  each  live  stock  commiasion  merchant  is  therefore  necessarily  com- 
posed of  shippers  who  repose  in  him  trust  and  confidence,  not  only  in  his  hone£fty  and 
integrity  in  business  dealings,  but  also  in  his  ability  as  a  salesman  to  dispose  of  the 
live  stock  consigned  to  him  to  the  best  advantage.  Thus  a  personal  relationship 
between  the  shipper  and  the  live  stock  commission  merchant  is  established,  depend- 
ent upon  the  strength  of  which  is  the  business  success  of  each  particular  live  stock 
commission  merchant.  From  the  nature  of  the  business  it  will  therefore  be  apparent 
that  the  service  performed  is  of  a  personal  nature.  The  liAe  stock  commission  mer- 
chants do  not  buy  or  sell  upon  their  own  account  or  for  their  own  account  at  any  time. 
The  service  of  buying  and  selling  performed  by  them  is  always  for  a  customer.  For 
the  service  thus  performed  a  commission  is  paid  by  thfe  customer.  This  commission 
is  not  at  all  dependent  upon  the  price  at  which  the  live  stock  is  bought  or  sold,  but  is 
a  per  head  chwge  fixed  for  all  customers  alike.  The  various  live  stock  exchanges  do 
not  buy  or  sell  but  are  orgamzatious  to  which  vhe  -v arious  commissicn  merchantf: 
belong,  which  have  for  their  object  the  promotion  of  fair  dealing  between  live  stock 
commission  merchants  and  between  live  stock  commission  merchants  and  their 
customers. 

A  large  percentage  of  the  live-stock  commission  merchants  iK)  business  as  partner- 
Bhips.  As  such  partnerships  they  are  not  required  to  pay  any  income  tax.  Some 
of  them,  however,  have  organised  their  business  into  corporate  form.  These  corporate 
organizations  are  formed  solely  as  a  matter  of  convenience  and  not  for  the  purpose 
or  with  the  intent  of  securing  invested  capital  for  income-producing  purposes.  In 
practically  all  instances  the  invested  capital  is  very  small  compared  with  tne  income 
derived  from  the  live-stock  commission  business.  Corporations  of  the  character 
described  are  in  every  sense  of  the  word  personal-service  corporations  and  perform 
no  different  service  than  does  a  partnership.  In  the  case  of  personal-service  corpK>ni^ 
tions  the  tax  should  be  assessea  upon  the  income  of  the  stockholders,  just  as  in  a 
partnership  the  tax  is  assessed  upon  the  distributive  shares  of  the  partners.  All  of 
the  corporations  engaged  in  the  live-stock  commission  business  have  but  a  very  few 
stockholders,  who  are  in  all  cases  actively  engaged  in  the  conduct  of  the  business 
and  not  devoting  any  part  of  their  time  to* any  outside  endeavors.  Thus  the  income 
derived  by  such  corporations  is  the  result  of  the  personal  efforts  of  the  stockholdere 
and  not  the  result  in  any  appreciable  degree  of  the  use  of  the  invested  capital.  About 
the  only  purpose  for  whicn  invested  capital  is  employed  is  in  the  making  of  loans, 
in  some  instances  to.  customers  for  their  accommodation.  The  only  income  thus 
derived  from  the  actual  use  of  the  capital  would  be  the  interest  upon  the  loan,  and 
this,  according  to  the  information  at  hand,  would  be  infinitesimally  small  as  compared 
with  the  aggregate.  Assuming  that  customers  favored  with  such  loans  would  be 
thereby  innuenced  to  ship  live  stock  to  the  commission  house  making  the  loan,  sta- 
tistics show  tJiat  the  commissions  derived  from  sales  for  customers  thus  persuaded 
to  ship  to  such  customhouse,  plus  the  interest  derived  from  the  loan  of  the  money, 
would  be  less  than  2  per  cent  of  the  aggregate  income  derived  from  the  businees  of 
such  commission  house. 

Personal-service  corporations  under  the  existing  revenue  law  are  declared  to  be 
exempt  from  taxation.  There  is,  however,  some  language  employed  in  the  section 
which  has  given  to  the  romiloissioner  of  Internal  Revenue  opportunity  to  claasif}' 
live-stock  commission  corporations,  which  are,  in  fact,  personal-service  corporations. 
ss  above  described,  as  corporations  whose  income  is  produced  from  the  employment 
of  capital  and  not  from  personal  service.  The  result  of  this  has  been  that  corporations 
engaged  in  the  live-stock  commission  business  have  been  taxed  unjustly  and  have 
been  deprived  of  the  specific  exemption  in  the  law  of  personaUservice  corporations. 
The  section  of  the  revenue  law  of  1918  defining  personal-service  corporations  reads  as 
follows: 

"The  term  *  personal-service  corporation '  means  a  corporation  whose  income  is  to  be 
ascribed  primarily  to  the  activities  of  the  principal  owners  or  stockholders  who  are 
themselves  regularly  engaged  in  the  active  conduct  of  the  affairs  of  the  corporation 
and  in  which  capital  (whether  invested  or  borrowed)  is  not  a  material  income  pro- 
ducing factor;    *    *    *." 

The  language  in  the  statute  from  which  the  Commissioner  of  Internal  Revenue 
assumes  to  derive  authority  to  take  live-stock  commission  corporations  out  of  the  dae- 
sification  of  personal-service  corporations  is  found  in  the  words  ''in  which  capital 
(whether  invested  or  borrowed)  is  not  a  material  income-producing  factor."  The 
employment  of  money  or  capital  by  the  corporations  is  for  the  same  purpose  as  is 
money  used  by  the  partnersnips  engaged  in  the  same  business;  yet  partnerships  are 
not  subject  to  any  tax,  and  neither  should  a  corporation  whose  business  is  of  exactly 
the  same  character  be  subjected  to  tax  merely  because  of  the  form  of  its  organization. 
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The  injustice  of  the  arbitrary  action  of  the  commiasioner  is  seen  when  it  is  con- 
sidered that  the  stockholders  of  these  li-ve  stock  commission  corporations  who  are  all 
actively  engaged  in  the  business  of  buying  and  selling  live  stock  on  commission, 
have  also  to  pay  a  tax  upon  the  income  derived  by  them  as  stockholders  from  such 
corporation  and  the  corporation  itself  also  subject  to  tax,  whereas  in  the  case  of  part- 
nerships doing  exactly  the  same  business  in  exactly  the  same  way,  the  partners  pay 
only  upon  the  distributive  shares  of  the  profits.  In  one  instance,  by  \irtue  of  the 
action  of  the  Commissioner  of  Internal  Revenue  in  depriving  a  live-stock  commission 
corporation  of  the  bene^ts.of  a  classic  cation  as  a  personal  service  corporation,  a  tax 
of  55  per  cent  of  the  net  profits  was  assessed.  The  imested  capital  of  this  concern 
was  but  $6,000,  and  the  net  proSts  of  the  business  amounted  to  about  $7,500.  The 
salaries  of  the  officers  of  the  corporation  were  very  small.  It  will  be  seen  that  in  that 
case  the  tax  assessed  amounted  almost  to  confiscation.  Live-stock  commission  cor- 
porations will  be  unable  to  continue  in  business  if  such  discrimination  is  pern^tted 
bylaw. 

To  overcome  the  injustices  and  inequities  thus  possible  through  departmental  con- 
struction and  interpretation  of  the  law  it  is  suggested  that  language  be  employed 
which  will  be  so  clear  as  to  not  permit  of  any  doubt  as  to  its  meaning.  If  the  words 
''and  in  which  capital  (whether  invested  or  borrowed)  is  not  a  material  income- 
producing  factor,"  were  omitted  there  could  be  no  doubt  that  all  live-stock  commis- 
sion concerns  who  do  business  in  a  corporate  form  of  organization  would  be  exempted 
from  taxation  as  personal  service  corporations.  If  the  language  should  be  permitted 
to  remain  as  it  is,  a  proviso  should  be  inserted  excepting  live-stock  commission  con- 
cerns from  those  in  whose  business  capital  is  employed  as  an  income-producing  factor. 

To  make  the  language  very  clear  and  to  avoid  ail  necessity  for  departmental  inter- 
pretation, the  following  definition  of  a  personal  service  corporation  is  suggested  in 
lieu  of  the  one  now  existing  in  the  revenue  law  of  1918: 

"The  term  'personal-service  corporation*  means  a  corporation  (1)  whose  principal 
stockholders  (a)  regularly  devote  their  chief  time  and  attention  to  the  active  conduct 
of  the  affairs  of  the  corporation,  and  (6)  own  not  less  than  85  per  cent  of  the  capital 
stock  of  the  corporation,  and  (2)  in  which  the  number  of  stocKholders  not  regularly 
devoting  their  chief  time  and  attention  to  the  active  conduct  of  its  affairs  does  not 
exceed  10." 

It  is  not  thought  that  the  mere  holding  of  qualifying  shares  in  a  corporate  organiza- 
tion by  one  or  two  or  more  persons  not  actually  engaged  in  the  conduct  of  the  business 
should  of  itself  deprive  a  corporation  otherwise  entitled  thereto  of  the  benefit  of  a 
classification  as  a  personal -service  corporation. 

In  closing,  a  striking  illustration  of  the  unfairness  and  discrimination  permissible 
under  the  existing  statute  through  departmental  interpretation  of  its  meaning  is 
found  in  the  case  hereinabove  cited,  where  a  tax  of  55  per  cent  of  the  net  income 
of  a  live-stock  commission  concern  was  assessed.  In  addition  to  the  corporation  tax 
of  55  per  cent  the  stockholders  of  the  corporation,  who  are  all  actively  engaged  in  its 
business,  were  all  required  to  pay  a  tax  upon  their  respective  incomes  as  shareholders. 
In  the  case  of  a  partnership  doing  precisely  the  same  business  the  tax  assessed  would 
be  merely  upon  the  distributive  snares  of  the  partners  and  there  would  be  no  part- 
nership tax.  Ihe  result  of  this  unjust  departmental  construction  was  to  tax  this 
Particular  concern  at  least  four  or  five  times  as  heavily  as  its  members  would  have 
een  taxed  if  they  had  not  adopted  a  corporate  form  of  organization,  and  at  least 
four  or  five  times  as  heavily  as  tke  competitors  of  the  concern  engaged  in  exactly 
the  same  business  conducted  in  exactly  the  same  way. 
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STATEMENT  OF  E.  H.  JAYNES,  CLEVELAND,  OHIO,  REPRESENT- 
ING NATIONAL  ASSOCIATION  OF  CREDIT  MEN. 

Mr.  Jaynes.  My  name  is  E.  H.  Jaynes,  of  Cleveland,  Ohio;  and 
I  am  here  representing  the  National  Association  of  Credit  Men  m 
place  of  Mr.  Elliott,  who  appeared  before  you  in  connection  with  the 
sales  tax.  Mr.  Elliott,  who  was  here  a  week  or  so  ago,  is  unable  to 
be  present  this  morning. 
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The  substitute  which  we  desire  to  present  to  you  for  the  present 
excess-profits  tax  consists  in  what  we  call  making  the  individual 
the  source  of  income  taxation.  We  look  at  it  in  this  manner:  There 
are  three  wajrs  of  acquiring  money  or  income  in  the  country;  first, 
by  engaging  in  business  as  a  sole  trader;  second,  by  engaging  in 
business  as  a  partner;  and,  third,  as  a  stockholder  in  a  corporation. 

If  we  could  devise  some  way  by  which  we  could  tax  each  of  those 
in  exactly  the  same  manner,  we  feel  we  would  have  a  very  good 
system.  We  are  in  favor  of  income  taxation;  we  are  in  favor  of 
making  the  individual  the  sole  basis  of  income  taxation.  If  you 
could  tax  the  stockholder  of  a  corporation  on  his  proportionate  share 
of  the  earnings  of  that  corporation  in  exactly  the  same  manner  that 
you  tax  the  partner  of  a  partnership  to-day — that  is,  whether  it  is 
distributed  to  him  or  not  —you  would  have  the  income  of  the  country 
all  taxed  in  the  hands  of  tne  individual;  and  by  taxing  the  income 
in  the  hands  of  the  individual  it  would  be  taxed  once  and  once  only, 
and  it  would  be  taxed  further  in  proportion  to  ability  to  pay. 

A  corporation  is  nothing  more  nor  less  than  the  collection  of  indi- 
viduals, and  if  we  could  segregate  the  individuals  in  that  corporation 
and  tax  them  singly  in  exactly  the  same  manner  as  individuals  are 
taxed,  we  woiild  have  an  absolutely  equitable  basis  of  taxation. 
So  our  proposition  is  to  remove,  if  you  please,  the  corporation-income 
tax  as  sucn  and  place  it  upon  the  individual  to  the  extent  that  the 
corporation  distributes  dividends  to  the  individual. 

The  Macomber  case  presents  the  taxing  of  a  corporation  stock- 
holder on  his  undistributed  share  of  the  earnings.  That  can  not 
be  done.  So,  in  order  to  surmount  that  difiiculty  we  believe  that  the 
undistributed  earnings  of  a  corporation  should  be  taxed  in  much  the 
same  maimer  and  at  rates  comparable  to  the  individual  rates,  and 
that  later  those  earnings  should  oe  distributed  tax  free. 

Senator  Watson.  What  would  be  the  diflPerence  in  the  amount  of 
revenue  derived  from  that  kind  of  taxation?  Have  you  made  any 
calculations  as  to  that? 

Mr.  Jaynes.  I  do  not  believe  any  calculations  have  been  made. 
It  seems  to  us  that  if  we  could  tax  all  the  individuals  and  use  the 
individual  as  a  sole  basis  of  our  income  tax,  it  would  be  a  mathe- 
matical calculation  as  to  how.  much  tax  you  would  want  to  raise  and 
the  rates  could  be  made  accordingly,  because  the  Treasury  Depart- 
ment must  have  full  information  as  to  the  individual  income.  If  the 
corporation  were  given  the  privilege,  or  option,  if  you  please,  under 
the  law  of  paying  income  taxes  in  exactly  the  same  maimer  as  partner- 
ships do  to-day — that  is,  given  a  voluntary  option  whereby  the  stock- 
holders could  return  for  assessment  their  proportionate  share  of  the 
total  earnings  of  the  corporation — we  would  then  have  the  individuals, 

Eartner  and  corporate  shareholders,  all  taxed  alike,  and  we  would 
ave  an  absolutely  equitable  basis  of  taxation.  There  wotdd  be  no 
necessity,  whenever  a  change  in  revenue  requirements  was  made,  of 
doing  anything  but  changmg  the  rates,  in  the  last  analysis  the 
individual  is  the  source  of  all  income  tax  of  the  Government. 

Senator  Simmons.  You  mean  that  you  would  raise  your  total 
revenue  in  that  way  ? 

Mr.  Jaynes.  Yes,  sir;  that  is,  the  great  bulk  of  the  revenue.  In 
other  words,  the  basis  or  foimdation  of  your  taxation  system  would 
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be  income  taxes.  I  do  not  mean  to  say  that  you  should  do  away 
with  all  your  business  taxes  or  things  of  that  kind;  I  am  not  here  to 
advocate  that  idea;  but  simply  that  the  basis  of  your  revenue  should 
be  this  income-tax  principle. 

Senator  Simmons.  Ana  the  surplus  of  the  corporation,  the  un- 
distributed portion  of  the  corporation's  earnings,  you  say  you  would 
tax  in  the  hands  of  the  corporation  ? 

Mr.  Jaynes.  Yes.  The  Macomber  case  drives  you  to  that  position, 
Senator.  You  can  not  under  that  decision  levy  a  tax  on  the  cor- 
porate earning  in  the  hands  of  the  individual  until  it  has  been  dis- 
tributed to  him.  Of  course,  you  understand,  sir,  that  that  applies 
only  to  the  current  year's  earnings.  We  are  not  advocating  taxing 
unoistributed  earnings  of  a  corporation  accumulated  through  a  period 
of  years;  but  simply  the  undistributed  earnings  of  the  current  year. 

Senator  Simmons.  Then,  you  said  that  when  that  was  actually 
distributed  it  would  be  free  of  tax  ? 

Mr.  Jaynes.  Yes;  having  paid  the  tax  once,  it  should  not  be  taxed 
again. 

Senator  Simmons.  But  would  not  that  bring  about  a  palpable 
inequality  in  the  amount  of  the  tax  that  this  undistributed  surplus 
woiild  have  to  pay  as  compared  to  the  part  that  is  distributed,  es- 
pecially if  you  have  a  graduated  system  ? 

Mr.  Jaynes.  Not  if  the  rates  were  comparable. 

Senator  Simmons.  The  undistributed  earnings  would  pay  in  bulk^ 
and  it  might  be  a  large  bulk.  The  part  that  jgoes  to  the  stockholders 
would  be  paid  in  small  quantities.  If  they  had  a  graduated  system 
they  would  have  to  pay  a  much  heavier  tax. 

Mr.  Jaynes.  Not  if  the  rates  were  scaled  down  at  the  proper  place, 
or  placed  at  the  proper  point.  We  do  not  know  where  those  rates 
should  be  placed.  We  have  not  the  information  at  our  command 
that  the  Treasury  Department  has,  but  we  believe  that  the  Treasury 
Department  could  readily  place  those  rates  at  such  a  place  that  in- 
justice would  be,  perhaps,  not  completely  wiped  out,  but  it  would  be 
to  all  intents  and  purposes  overcome.  TTie  situation  to-day  is  simply 
that  the  corporation  is  made  a  coUection-at-the-source  proposition, 
so  far  as  taxation  on  dividends  is  concerned.  Dividends  are  exempt 
from  the  normal  tax,  but  the  corporation  pays  a  10  per  cent  tax  on 
those  earnings,  and  that  compels  the  individual  to  pay  10  per  cent  on 
that  portion  of  his  income,  wnether  his  own  rates  would  equal  10  per 
cent  or  not.  To  that  extent  there  is  an  injustice.  He  has  not  the 
advantage  of  the  8  per  cent  normal  tax  on  the  individual  rates;  he 
has  not  the  advantage  of  the  4  per  cent  on  the  first  $4,000  ovel*  and 
above  his  exemption,  because  the  corporation  pays  10  per  cent. 
Now,  if  the  tax  were  removed  from  the  corporation  and  placed  on  the 
individual,  he  would  get  the  full  benefit  of  that. 

Senator  Watson.  Do  you  make  any  distinction  between  earned 
and  unearned  income  ? 

Mr.  Jaynes.  No;  we  consider  income  as  income.  That  is  the  sub- 
stance of  our  proposition,  and  I  thank  you  for  the  opportunity  of 
presenting  if. 

Senator  La  Follette.  Have  you  elaborated  upon  that  proposi- 
tion in  the  pamphlet  you  have  there  ? 

Mr.  Jaynes.  Yes,  sir;  we  have. 
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Senator  La  Follette.  Will  you  kindly  submit  that  to  the  com- 
mittee in  order  that  it  may  be  incorporated  in  the  record  ? 
(The  data  referred  to  are  as  follows:) 

A  Substitute  for  the  Excess-Profits  Tax. 

The  repeal  of  the  excess-profits  tax  will  necessitate  the  passing  of  a  new  tax  meas- 
ure. This  new  measure  should  meet  two  requirements:  (l)  It  should  raise  a  substan- 
tial portion  of  the  revenue  formerly  derived  from  the  excess-profits  tax;  (2)  it  ^ould 
approximate  closely  an  equal  distribution  of  the  tax  burden. 

Sferely  to  repeal  the  excess-profits  tax  in  the  hope  of  abolishing  the  gross  inequities 
that  have  resulted  from  it  is  not  sufficient.  In  addition  to  causing  a  serious  loss  in 
revenue,  abolishing  this  tax  without  providing  a  satisfactory  suostitute  would  at 
the  same  time  that  it  eliminated  gross  injustices  introduce  others.  The  excess- 
profits  tax,  with  all  its  evils,  was  at  least  an  attempt  to  equalize  the  surtaxes  paid  by 
sole  proprietors  and  partners  on  the  one  hand  and  the  taxes  paid  by  the  corpora  tion? 
and  borne  by  the  ooiporate  shareholders  on  the  other.  The  repeal  of  this  tax  by  free- 
ing the  corporate  shareholders  from  a  laige  share  of  their  taxes  would  discriminate 
unfairly  against  the  sole  proprietors  and  the  partners  who  are  subject  to  surtaxes:. 
A  substitute  tax  measure  must  therefore  be  enacted  that  will  insure  substantial 
equality  as  between  individuals  in  all  groups — ^individuals  not  in  business,  individ- 
uals in  sole  proprietorships,  individuals  in  partnerships,  and  individuals  in  corpo- 
rations. 

the  individual  must  be  the  tax-paying  unit. 

In  order  to  achieve  tlus  equality,  the  individual  must  be  the  tax-paying  unit.  It 
is  only  the  individual  that  has  real  ability  to  pay.  Therefore  it  is  only  by  measuring 
ability  to  pay  where  it  actually  exists— namely,  with  Uie  individual — that  a  fair  tax 
system  can  be  established. 

taxing  individual  income  in  accordance  with  ability  to  pay. 

Such  a  tax  system  (one  that  taxes  individual  income  on  ability  to  pay)  is  now  in 
operation  for  a  large  number  of  individuals.  Individuals  in  sinele  proprietorships, 
individuals  in  partnerships,  and  individuals  not  in  business  who  derive  their  income 
from  sources  otner  than  corporations,  in  fact  all  individuals  in  the  business,  profes- 
sional, salary,  or  wage-eammg  groups  who  are  not  corporate  shareholders  are  now 
taxed  as  individuals  on  their  inaividual  income  and  on  the  principle  of  their  ability 
to  pay.  Equality  of  taxation  exists,  therefore,  as  between  the  individuals  in  all  these 
different  groups.  Extending  to  the  individual  shareholders  of  corporations  this 
principle  of  taxing  the  individual  income  in  accordance  with  ability  to  pay  wouhl 
therefore  equalize  taxation  as  between  all  the  individuals  of  the  country. 

applying  this  principle  to  the  income  of  corporate  sh a reholde us. 

Under  the  present  law  a  tax  af  approximately  the  full  normal  rate  on  individual 
income  is  levied  on  the  net  income  of  corporations,  and  the  shareholderB  are  then 
exempted  from  the  normal  tax  on  the  dividends  they  receive.  This  flat  rate  income 
tax  on  corporate  net  income,  however,  violates  the  principle  of  taxing  the  individual 
in  accordance  with  ability  to  pay.  Taxing  as  it  does  all  shareholders  alike,  it  penalizes 
the  small  shareholder  whose  entire  income  from  all  sources  may  be  so  small  as  to  l>e 
wholly  exempt  from  tax,  or  to  be  subject  to  only  the  half  rate  of  normal  tax.  He  is 
compelled  to  pay  the  full  normal  rate  upon  that  part  of  his  income  which  he  receives 
from  dividenos  (the  distributed  corporate  earmngs).  It  is  therefore  recommended 
that  each  individual  shareholder  pay  his  own  normal  tax  upon  dividends  instead 
of  having  it  withheld  and  paid  by  the  corporition. 

With  the  elimination  of  the  corporate  income  tax,  equality  of  taxation  with  r^ard 
to  distributed  earnings  is  achieved  as  between  corporate  shareholders,  sole  pro- 
prietors, and  partners. 

the   possibility   op   extending   this   PmNCTPLE. 

If  corporate  earnings  were  all  distributed,  the  individual  shareholders  would  then 
be  taxea  just  as  sole  proprietors  and  partners  and  all  individuals  who  are  not  corporate 
shareholders  are  taxed.  All  these  ^oups  are  taxed  on  their  total  earnings,  but  all 
the  income  of  corporations  is  not  distributed.  Industry  has  always  financed  a  part 
of  its  growth  through  retention  of  a  portion  of  its  earnings  as  working  capital,  and 
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this  practice,  which  is  dictated  by  sound  business  judgment,  should  not  be  relin- 
quished. To  tax  corporate  shareholders  only  on  the  earnings  of  their  investments 
actually  received  by  them,  and  to  tax  individuals  who  are  not  corporate  shareholders 
on  their  total  earnings,  is  obviously  an  unfair  discrimination  in  favor  of  the  corporate 
shareholders.  There  are,  theoretically,  three  possible  ways  of  equalizing  the  tax 
as  between  these  groups  of  individuals: 

1.  To  exempt  ftrom  taxation  such  income  of  individuals  who  are  not  corporate 
shareholders,  as  is  reinvested,  which  would  be  the  equivalent  of  exempting  undis- 
tributing  earnings  of  corporations  reinvested  in  the  business. 

2.  To  tax  shareholders  of  corporations  on  the  full  earnings  of  their  investments, 
whether  or  not  they  are  distributed  to  them,  thus  taxing  the  shareholders  on  their 
full  earnings  exactly  as  other  individuals  are  taxed. 

3.  To  tax  the  undistributed  income  of  corporations  in  order  to  equalize  the  tax 
borne  by  the  corporate  shareholders  with  that  borne  by  other  individuals. 

However  desirable  the  total  exemption  of  saved  or  reinvested  income  of  individuals 
who  are  not  corporate  shareholders  is  in  theory,  such  an  exemption  is  at  present 
impracticable.  It  would  cause  a  considerable  reduction  in  the  Government's  revenue 
and  can  not  Uierefore  be  seriously  entertained  at  this  time. 

The  pecond  possibility,  that  of  taxing  shareholders  on  the  full  earnings,  distributed 
and  undistributed,  of  their  investments,  meets  with  many  difficulties.  The  decision 
in  the  United  States  Supreme  Court  in  the  case  of  Eisner  r.  Macomber  (252  U.  S.,  180), 
holding  that  stock  divideiids  can  not  be  made  taxable  to  the  shareholders  as  income, 
fw  well  iw  other  practical  difficulties,  utterly  preclude  this  possibility. 

TAXING  THE   UNDISTRIBUTED  EARNINGS   OF  CORPORATIONS. 

'j'here  remains  only  the  alternative  of  taxing  the  saved  income  of  the  corporate 
shareholder  (which  is  the  current  net  income  of  the  corporation  which  remains  imdis- 
tributed)  at  rates  substantially  equivalent  to  those  that  would  be  applied  if  this 
income  were  assessable  in  the  hands  of  the  shareholder.  We  have  under  the  present 
law  the  individual  papng  a  tax  on  his  total  income,  the  partner  payino;  on  his  total 
income,  whether  distributed  to  him  or  not,  and  the  corporate  shareholder  paving  on 
the  income  actually  received — ^all  at  the  same  rate — and  under  the  proposed  faw  the 
corporate  shareholder  having  paid  for  him  a  tax  on  the  income  undistributed  to  him  at 
substantially  the  rate  that  would  apply  to  this  income  if  it  were  distributed  to  him. 
It  iei  therefore  recommended  that  a  graduated  tax  at  rates  comparable  with  the  normal 
and  surtax  rates  paid  by  individuals  and  partners  on  the  earnings  of  their  business 
which  are  reinvested  or  remain  undistributed,  should  be  paid  by  corporations  upon 
the  current  net  income  not  distributed  in  dividends  or  msMde  subject  in  the  hands  of 
the  shareholders  to  the  individual  income  tax. 

OPTIONS   WHICH   WOULD   EQUALIZE  THE  TAX    BURDEN. 

Coupled  with  the  above,  there  should  be  an  option  which  would  permit  corporation 
shareholders  by  unanimous  agreement  to  elect  to  pay  taxes  as  partners  do  or  just  the 
same  as  partners  pay,  namely,  on  all  the  earnings  of  the  business  whether  distributed 
or  not.  When  they  so  elected,  the  corporation,  of  course,  would  not  be  subject  to 
the  undistributed  earnings  tax,  because  the  individual  shareholders  would  have  paid 
their  tax  on  all  of  the  earnings  irrespective  of  whether  they  have  been  withdrawn 
from  the  business  or  not,  and  under  this  provision  they  would  have  placed  themselves 
on  a  basis  of  absolute  equality  witii  sole  traders  or  partners  enjoying  the  same  measure 
of  prosperity*. 

If  an  option  of  this  sort  were  provided,  it  would  mean  absolute  equality  for  all  that 
large  class  of  individuals  engaged  in  buf-iness  in  corporate  form,  in  cori)orations  whi(  h 
are  closelv  held,  and  it  is  sate  to  say  that  the  volume  of  such  business  is  a  substantial 
portion  of  the  country's  turnover. 

There  are  other  plans  which  might  serve  the  same  end  and  which,  while  they  should 
not  be  made  manaator>%  would  be  highly  beneficial  in  accomplishing  equality  if  cor- 
porations were  permitted  to  avail  themselves  of  them. 

CONSTRUCTIVE   DISTRIBUTION. 

Prominent  among  such  possible  equalizing  options  is  that  of  constructive  distribu- 
tion, or  the  payment  of  dividends  in  interest-bearing  obligations  of  the  corporation, 
such  scrip  diWaends  to  be  considered  as  taxable  income  in  the  hands  of  the  individual 
shareholaer.  Wien  current  earnings  are  paid  out  in  this  form  earnings  would  not  be 
subjected  to  the  imdistributed  earnings  tax  in  the  hands  of  the  corporation,  for  the 
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very  obvious  reason  that  these  earnings  are  bearing  their  just  tax  burden  in  the  bands 
of  me  individual  shareholder. 

The  payment  of  dividends  in  scrip  is  not  new.  A  number  of  corporations  have  been 
paying  dividends  in  this  form  for  many  years  and  while  the  committee  does  not  recom- 
mend that  corporations  be  forced  to  pay  dividends  in  this  form,  it  does  most  strongly 
recommend  for  the  consideration  of  the  tax  Ic^lators  that  a  provision  of  this  sort  be 
made  and  the  use  of  it  be  optional  in  the  hands  of  the  corporation. 

From  the  Government's  standpoint  such  an  option  should  be  in  accord  with  the 
intent  of  Confess  to  obtain  equality  to  the  greatest  possible  degree,  for  in  no  case  can 
such  a  provision  be  used  as  a  device  to  avoid  just  tax  liability;  because  when  it  is 
availed  of  the  shareholdors  of  such  a  corporation  will  be  in  a  position  of  absolute 
equality  with  other  individuals  enjoying  tne  same  measure  of  prosperity. 

Either  of  the  above-mentioned  plans  will  permit  of  absolute  equality  for  all  of  the 
shareholders  in  the  smaller  business  units  and  for  certain  other  corpiorate  shareholders — 
as  compared  with  individuals  carrying  on  business  as  sole  traders  or  in  partnerships. 

THE  NECESSnr  OF  CONSIDERING  THE  INDIVIDUAL  AS  THE  TAX-BEARINO  UNIT. 

Each  individual,  irrespective  of  the  nature  of  his  investment  or  source  of  his  in- 
come, should  pay  the  same  amoimt  of  tax  as  every  other  individual  enjoying  the 
same  measure  of  prosperity.  To  accomplish  this  he  should  be  permitted,  in  so  far 
as  possible,  to  pay  his  own  taxes  rather  than  have  them  withheld  at  the  source  or  paid 
in  nis  behalf  by  some  one  else. 

In  other  words,  the  Government  should  abandon  as  far  as  possible  the  taxation  o 
individuals  en  masse,  for  such  taxation  is  productive  of  inequities. 

The  reason  why  a  tax  on  imdistributed  corporate  net  income  is  neceasary  is  because 
the  taxing  of  shareholders  direct  on  these  imdistributed  earnings  seems  to  be  legally 
and  physically  impossible,  as  heretofore  pointed  out. 

W^HY  UNDISTRIBUTED  CORPORATE  EARNINGS  SHOULD  BE  TAXED. 

With  respect  to  corporate  earnings  which  are  distributed  no  difficulty  presents 
itself,  as  under  the  present  system  those  earnings  are  taxed  in  identicfdly  tne  same 
way  a3  similar  earnings  arising  from  business  conducted  in  partnership  form.  Just 
as  long  as  we  do  tax  the  undistributed  partnership  earnings,  as  at  present,  a  compen- 
sating tax  must  be  placed  on  the  undistributed  corporate  earnings  which  correspond; 
a  tax  must  be  placed  on  those  earnings  which  will  practically  equalize  the  tax  borne 
by  the  shareholder  and  that  borne  by  the  sole  trader  or  partner  when  each  enjoys 
the  same  measure  of  prosperity. 

This  tax  on  the  current  net  income  of  corporations  is  simply  a  tax  applied  to  that 
portion  of  the  earnings  of  the  investment  of  the  individual  shareholder  wnidi,  assiun- 
ing  the  repeal  of  the  corporation  income  and  excess-profits  tax,  otherwise  entirely 
escapes  taxation  by  reason  of  not  being  distributed.  This  tax  should  be  so  le\4ed 
as  to  be  free  from  any  punitive  element  and  from  any  attempt  to  force  the  distribu- 
tion of  dividends  whicn  should,  for  sound  business  reasons,  be  retained  as  working 
capital. 

The  law  should  prevent  the  use  of  the  corporate  form  of  organization  as  a  vehicle 
for  shifting  a  just  proportion  of  tax  liability,  or  escaping  a  propc^onate  burden  of 
taxation  by  the  device  of  allowing  earnings  to  accumulate  undistributed. 

This  undistributed  earnings  tax  is  urged  for  two  reasons: 

1.  It  will  substantially  equalize  the  tax  burden  of  the  individual  shareholder  with 
the  tax  burden  of  the  sole  trader  or  partner  enjoying  the  same  measure  of  prosperity. 

2.  It  Hdll  raise  revenue  for  the  Government  in  a  manner  substantially  fan  and 
equitable. 

BASIS   OF  APPLYING   A  TAX   ON   UNDISTRIBUTED  CORPORATE   EARNINGS. 

There  are  so  many  different  elements  involved  in  the  conduct  of  corporate  business 
that  the  basis  on  which  the  rates  of  this  undistributed  earnings  tax  are  to  be  applied 
is  of  the  greatest  importance. 

Corporations  are  managed  with  different  degrees  of  efficiency;  are  engaged  in  busi- 
ness where  the  element3  of  hazard  vary  in  the  extreme;  earn  various  rates  of  return  on 
the  money  invested  and  on  the  value  of  the  assets;  are  engaged  in  business  in  which 
the  opportunities  for  expansion  vary  greatly;  finance  their  operations  in  different 
ways;  and  finally  distribute  in  dividends  to  their  shareholders  a  vastly  different 
percentage  of  current  net  income. 

Probably  the  fairest  and  most  equitabe  basis  of  constructing  and  applying  the 
rates  determined  upon  under  this  recommendation  would  be  a  combination  of  two 
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factors:  The  value  of  the  assets  which  are  the  basis  of  the  current  earnings,  and  the 
percentage  of  those  earnings  remaining  undistributed  and  therefore  free  from  income 
tax  in  the  hands  of  the  individual  shareholders. 

VALUATION  OF  ASSETS. 

The  valuation  of  assets  leads  to  tremendous  complications,  and  would  require  an 
appraisal  by  the  Govemment  of  the  property  of  every  corporation  in  the  country.  The 
determination  of  invested  capital  as  defined  in  the  present  law  has  consumed  endless 
time,  labor,  and  expense  on  the  part  of  both  Government  and  the  taxpayer. 

The  use  of  the  present  definition  of  invested  capital  as  one  of  the  factors  in  applying 
this  tax  would  be  entirely  inadequate.  This  dennition  is  so  restricted  as  to  establish 
an  arbitrary  amount,  in  many  cases  far  above  and  in  many  other  cases  far  below  the 
real  value  of  the  assets. 

While  there  is  considerable  merit  to  the  use  of  the  present  value  of  assets  as  a  factor 
in  applj-ing  this  equalizing  tax  on  the  income  of  the  corporation  which,  b^  reason  of 
being  undistributed,  is  not  made  subject  to  the  tax  in  the  hands  of  the  individuid, 
still  the  committee  has  reached  the  conclusion  that  the  difficulties  of  determining  in  a 
fair  and  equitable  manner  the  value  of  the  assets  of  a  lai^e  number  of  corporations  far 
outweighs  the  benefits  to  be  derived  from  using  such  valuation  as  a  factor. 

A   TAX    ON    UNDISTRIBUTED    EARNINGS    BASED   ON   THE   PERCENTAGE    UNDISTRIBUTED. 

The  committee  feels,  giving  weight  to  both  the  considerations  of  equity  and  sim- 
plicity, that  the  most  desirable  factor  on  which  to  base  this  undistributed  eaminjgs 
tax  would  be  the  percentage  of  the  total  current  net  income  which  remains  undis- 
tributed, and  considers  this  factor  as  being  of  the  greatest  importance  in  seeking 
equalitv  as  between  different  individuals  who  prosper  equally. 

To  iti^ustrate,  take  the  case  of  an  individual  who  has  a  $40,000  share  in  the  current 
income  of  a  corporation.  If  the  corporation  were  to  distribute  25  per  cent  of  its  cur- 
rent net  income  in  dividends,  this  individual  would  pay  an  individual  income  tax  on 
$10,000.  If  the  corporation  were  to  distribute  75  per  cent  of  its  net  income,  this 
shareholder  would  pay  individual  income  tax  on  $30,000  and  on  the  difference  of 
$20,000  received  under  the  last  example  he  would  be  paying  a  gradually  increasing 
rate. 

The  tax  on  undistributed  earnings  is  recommended  for  the  purpose  of  equalizing, 
a  far  as  possible,  the  tax  borne  by  this  man  when  the  corporation  distributes  but  25 
j>er  cent,  and  pays  on  his  behalf  taxes  on  the  75  per  cent  remaining.  It  is  obvious, 
since  the  individual  would  pay  at  a  gradually  increasing  rate,  if  he  pays  his  own  taxes, 
that  when  the  corporation  pays  his  tax  foi"  him  (by  paying  a  tax  on  earnings  undis- 
tributed to  him)  the  rates  should  be  such  as  to  be  m  a  measure  comparable.  The 
rates  should  aim  to  produce  the  proper  revenue  but  not  at  a  sacrifice  of  substantial 
equality. 

The  recommendation  therefore  is  that  the  application  of  the  undistributed  earnings 
tax  be  based  on  the  percentage  of  the  total  net  income  which  remains  undistributed 
and  therefore  free  from  income  tax  in  the  hands  of  the  individual. 

BATES. 

This  tax  on  undistributed  earnings  being  in  lieu  of  taxes  which  would  be  paid  on 
similar  income  by  an  individual  receiving  such  income  from  a  source  other  than 
corporate  investment,  should  in  its  lowest  bracket  be  equal  to  the  lowest  bracket  of 
the  individual  income  tax  (4  per  cent  under  the  present  law).  The  fixing  of  its 
highest  bracket  should  be  governed  by  two  considerations: 

1.  The  greatest  measure  of  equity  to  the  shareholders  as  compared  with  other 
individuals. 

2.  Prodacti\ity  from  a  revenue  standpoint. 

The  Secretary  of  the  Treasury,  the  Hon.  David  F.  Houston,  in  his  annual  report 
dated  November  30,  1920,  suggests  that  the  rates  of  surtax  on  that  part  of  the  net 
income  which  is  saved  and  reinvested  in  business  be  reduced  by  one-fifth  and  in  no 
instance  exceed  20  per  cent. 

The  recommendation  heretofore  made  provides  that  the  individual  shareholder 
should  pay  his  own  normal  tax.  Should  that  be  enacted  into  law,  it  would  mean 
that  the  maximum  rate  of  this  proposed  undistributed  earnings  tax  would  be  28  per 
cent;  namely,  the  equalizing  8  per  cent  normal  tax,  plus  20  per  cent  maximum  surtax 
which  would  be  the  tax  maximum  paid  by  the  inaividual  if  the  earning  were  dis- 
tributed to  him  and  reinvested  in  securities  the  income  of  which  is  subject  to  tax. 
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Therefore,  we  give  for  purposes  of  illustration,  a  tentative  basis  on  which  we  may 
erect  a  schedule  of  rates.  The  making  of  rates,  however,  being  a  function  of  Congrees. 
this  committee  does  not  presume  to  suggest  what  the  rates  should  be.  but  above  they 
have  endeavored  to  set  out  the  best  thought  on  the  subject  and  the  following  tabula- 
tion is  submitted  for  the  sole  purpose  of  illustrating  the  manner  in  which  whatever 
rates  might  be  determined  on  would  be  applied. 
With  the  foregoing  in  mind,  the  rates  might,  for  example,  be  as  follows: 
For  the  sake  of  simplicity  in  figures,  the  example  is  based  on  a  corporation  with  a 
net  income  of  $100,000.  making  no  distribution.  The  undistributed  earnings  tax 
in  this  case  would  be  as  follows: 


On  the  first  10  per  cent  of  the  total  net  income  which 

remains  undistributed 

On  the  next  10  per  cent 

go 

Do 

Do 

Do 

All  over  60  per  cent 


Amount 
taxed. 


$10,000 
10,000 
10,000 
10,000 
10,000 
10,000 
40,000 


Tax  rate. 


Amount 
of  tax. 


Cumula- 
tive total. 


Per  cent. 
4 
8 
12 
16 
20 
24 
28 


$400 
800 
1,200 
1,600 
2,000 
2,400 
11,200 


$400 
1,200 
2,400 
4,000 

6,000 

S400 

19,600 


I 


The  rates  might  be  subjected  to  either  more  or  less  graduation  than  shown  above, 
as  the  graduations  above  were  made  few  and  simple  for  the  purpose  of  cWity.  Also 
the  point  at  which  the  maximum  rate  is  made  to  apply  might  be  shifted  either  up  or 
down,  as  necessities  seemed  to  warrant. 


THE   UNDISTRIBUTED   EARNINGS  TAX   WILL  NOT  FORCE   UNDUE   DISTRIBUTION. 

The  only  argument  which  has  been  brought  forward  against  the  tax  on  undistributed 
earnings  is  that  it  would  force  distribution  to  shareholders  of  earnings  which  were 
needed  in  the  business,  this  distribution  being  forced  to  avoid  payment  of  the  undis- 
tributed earnings  tax  by  the  corporation .  This  azgument  is  fallacious,  for  the  following 
reasons: 

Corporations  are  managed  by  boards  of  directors^  which  control  payment  of  dividends 
bv  the  corporation.  The  personnel  of  boards  of  directors  is  almost  invariably  made  up 
of  the  principal  owners  or  their  representatives. 

If  the  above-mentioned  argument  were  sound,  we  would  have  to  conclude  that  a 
board  of  directors  would  pay  themselves  dividends  on  which  they  would  be  obliged 
to  pay  a  personal  income  tax  in  order  to  avoid  bearing  their  share  of  a  comparable  tax 
assessed  against  the  corporation,  and  that  they  would  pay  themselves  these  di\idends 
and  in  so  doing  undermine  the  security  of  their  investment  in  the  corporation. 

It  does  not  seem  to  this  eommittee  that  any  such  accusation  of  intellectual  weakness 
OS  justified  against  the  owners  of  the  corporations  of  the  country. 

It  seems  to  the  committee  that  those  corporations  which  are  well  managed  and  which 
are  earning  income,  and  therefore  are  the  ones  to  which  this  tax  would  apply,  are 
competent  to  manage  their  affairs,  and  will  not  undermine  the  security  of  tneir  in- 
vestment for  the  purpose  of  exempting  the  corporation  from  tax  and  according  them- 
selves the  privilege  of  paying  a  comparable  tax  on  such  income. 

Such  a  tax  would  not  in  any  way  restrict  expansion  commensurate  with  the  legiti- 
mate requirements  of  the  business,  although  it  might  act  as  a  deterrent  to  any  abnormal 
expansion  which  the  committee  believes  should  be  financed  through  new  securities, 
thus  obtaining  the  consent  of  all  the  shareholders  to  the  program. 

The  Secretary  of  the  Treasury,  in  his  report  just  recently  issued,  has  suggested  an 
additional  tax  of  6  per  cent  on  corporation  incomes. 

Your  committee  believes  that  there  is  no  sound  reason  why  there  should  be  any 
tax  paid  by  corporations  on  the  income  which  they  distribute.  Many  eminent  l^al 
minds,  including  the  members  of  the  Supreme  Court  of  the  United  States,  have  stated 
that  a  corporation  is  merely  an  aggregation  of  individuals,  and  your  committee,  be- 
lieving as  it  does  in  the  principles  of  taxation  of  income  on  the  basis  of  ability  to  pay, 
and  believing  that  every  individual  of  the  country  should  be  permitted  to  pay  his 
own  tax,  can  see  no  reason  why  any  tax  should  be  paid  by  the  corporation  against 
that  part  of  the  income  which  is  distributed  to  the  shareholder  and  therefore  can  be 
equitably  taxed  in  his  possession.  Any  fiat  tax  on  corporations  deprives  the  small 
shareholder  not  only  of  the  personal  exemption  the  law  accords  him,  but  also  deprives 
him  of  the  benefit  of  the  lower  rate  on  the  first  $4,000  over  his  exemption. 
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It  seems  to  your  committee  that  there  is  no  reason  why  a  corporation  as  such  should 
pay  any  Federal  tax  which  is  not  in  like  manner  assessed  against  a  partnership  or  an 
individual  conducting  an  identical  institution. 

The  present  tax  law  is  collecting  in  the  neighborhood  of  $100,000,000  from 
the  corporations  of  the  country  under  the  capital-stock  tax  for  the  privilege  of  doing 
business  in  corporate  form.  If  the  Federal  Government  is  to  levy  any  tax  on  the 
privilege  of  doin^  business  in  corporate  form,  then  it  would  seem  that  such  a  tax  as 
the  capital  stock  is  the  fairest  measure  possible  under  the  Constitution. 

The  corporation  income  tax  has  been  generally  considered  as  paid  in  behalf  of  the 
shareholders  in  lieu  of  the  normal  tax,  and  dividends  have  accordingly  been  made 
exempt  from  the  normal  tax.  Under  this  plan  the  corporation  income  tax  and  the 
individual  normal  tax  should  be  at  the  same  rate. 

The  recent  report  of  the  Secretary  of  the  Tresisury  su^ests  a  still  wider  spread  be- 
tween the  flat  individual  normal  rate  and  the  corporation  income  tax  rate.  If  this 
extra  rate  on  corporate  income  is  designed  to  be  a  tax  on  the  privilege  of  doing  business 
in  corporate  form  it  is  fundamentally  wrong.  At  first  glance  it  seems  to  be  founded 
with  only  one  idea  in  mind :  To  get  the  money. 

Anv  tax  on  the  total  net  income  of  corporations  designed  to  eqfualize  the  taxes 
paid  by  partners  or  sole  traders  on  the  undistributed  earnings  of  their  business  should 
not  be  considered  for  the  reasons  that  we  have  pointed  out  elsewhere. 

THE   ADVANTAGES   OP  THE  TTNDI8TRIBTTTED   EARNINGS  TAX. 

In  SO  far  as  it  is  practicable  the  undistributed  earnings  tax  will  equalize  taxation. 

1.  It  will  thus  be  closed  to  the  serious  objection  which  is  directed  against  the 
excess-profits  tax  and  may  be  directed  against  some  of  the  substitutes  proposed  for  it. 

2.  Since  it  is  an  extension  of  the  income-tax  principle,  it  does  not  require  the  set- 
ting up  of  new  tax  machinery. 

3.  It  combines  with  the  income  tax  flexibility  of  rate. 

4.  By  removing  the  penalty  that  rests  on  smill  shareholders  it  will  encourage  the 
investment  on  the  part  of  larger  groups  in  shares  of  corporations,  and  thus  contribute 
to  the  financial  and  economic  staoility  of  the  country. 

STATEMENT  OF  KOBEKT  J.  F.  SCHWAKZENBACH,  NEW  YORK,  N.  Y. 

Tax  Thoughts  of  a  Manufacturer. 

Introduction. — So  much  has  been  written  in  connection  with  a  Federal  tax  system, 
so  much  "expert"  opinion  of  economists,  business  men,  and  students  brought  to  bear 
on  Uncle  Sam's  revenue  troubles  and  such  streams  of  theory  and  experience  turned  on 
the  problems  of  how  to  relieve  the  taxpaver  painlessly  of  his  property  that  it  may 
seem  unpardonable  to  add  to  the  wealth  o\  ideas  promulgated.  And  yet,  in  all  that 
wealth,  certain  differentiations  helpful  in  the  selection  of  subjects  for  taxation  and 
methods  and  machinery  of  tax  admini3tration  have  not  been  given  the  study  which 
perhaps  they  deserve.    To  call  attention  to  them  is  the  object  of  these  ''thoughts.** 

I. — tax  principles. 

Ahilitu  to  pay. — The  theory  so  frequently  advanced  that  'ability  tr>  pay"  (pro- 
gressively— otherwise,  who  dissents?)  must  form  the  basis  of  any  sound  income-tax 
measure  mav  well  be  questioned.  It  must  be  challenged  where  the  tax  ajpplies  to 
business.  \VTiy  should  income  of ' '  business  "  be  subject  to  a  tax  conceived  in  '  social " 
considerations?  It  is  such  which  have  given  birth  to  the  principle  of  progressive 
taxation.. 

Progressive  toxaiion. — This  principle  has  never  been  applied  to  busine3s  income 
anywhere  until  the  World  War  upset  all  precedents,  all  logic,  and  all  science  in  tax 
making,  and  governments  resorted  to  it  as  a  dire-need  expedient.  Opportunism  may 
be  pardonable  in  war,  but  certainly  no  longer  now  when  economic  laws  again  function 
ana  again  predicate  profits  upon  skill  and  efficiency  of  performance.  Progressive 
taxation  of  business  income  again  spells  taxation  of  ability  and  thrift,  and  by  inference 
tax  relief  for  inability  and  waste.  It  is  conceived  in  a  theorv  which  disregards  human 
nature  and  its  economic  effects  and  is  really  antisocial  in  the  last  analysis.  It  must 
be  dropped. 

Corparate  income  is  pricileged  soura  of  ''uriecrr^d  inrcvK.** — While  net  income  of 
business,  therefore,  should  not  as  such  be  subject  to  income  taxes,  but  only  as  and  \^  hen 
received  by  the  individual,  legislation  leaving  net  inccme  of  coipoiaticns  untaxed 
(though  only  while  remaining  undistributed)  is  prolably  not  politically  '*availalle.'* 
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It  should  he  poaeible,  however,  politically  and  otherwipe,  to  incori^orate  in  a  new  tax 

law  such  differentiation  between  "earned"  and  ''unearned"  income  as  would  tax 

the  latter  higher  than  the  former  by: 
(a)  Applying  a  low  basic  rate  to  personal  income  derived  from  personal  effort: 
(h)  Imposing  an  excise  tax  on  corporate  net  income,  preferably  in  the  form  of  a 

percentage  addition  to  the  rate  applying  to  personal  income  derived  from  persoDal 

effort; 

(c)  Imposing  such  tax  also  on  income  derived  in  the  form  of  interest  on  loans  and 
deposits,  rents,  royalties,  etc.  (" unearned  income"): 

(d)  Taxing  all  "unearned  income"  at  the  source; 

(e)  Exempting  unearned  income,  normal  tax  on  which  has  been  paid  at  the  source, 
in  the  hands  of  receiver  thereof  from  such  normal  tax  (but  not  from  the  surtax). 

Sug^^estion  a  is  justified  by  the  consideration  that  the  fruit  of  personal  effort,  unsup- 
ported by  possession,  should  be  taxed  the  least. 

Suggestion  h  is  justified  by  the  advantages  in  the  corporate  form  of  doing  business, 
plus  by  the  sense  of  eauity  hereinafter  specified. 

Suggestion  c  is  justified  by  a  sense  of  equity  which  demands  that  "  work  "  be  better 
compensated  than  the  fruit  of  mere  "possession,"  and  the  fruit  of  "safe"  possession  be 
taxed  at  least  as  much  as  tliat  of  "risky"  possession. 

Suggestion  d  is  justified  by  the  administrative  advantage  which  attends  collection 
at  the  source. 

The  sales  tax. — As  "income  "  is  uncertain  and  unstable  by  comparison  with  sales,  and 
in  order  to  distribute  the  total  tax  levy  more  evenly  over  all  the  people  of  the  country, 
recourse  should  be  had,  in  addition  to  duties  and  excise  taxes  (as  we  have  ur  may  havo 
them),  to  a  small  tax  on  sales  of  commodities,  instead  of,  or  supplementary  fn  iho 
special  articles  taxes  now  in  use. 

Objections  thereto. — The  opposition  to  a  small  tax  on  sales  (say  1  of  one-half  per  cent) 
which  centers  in  the  actual  or  supposed  cumulation  thereof,  where  an  article  goes 
through  the  hands  of  various  "single-process"  operators  (resulting  allegedly  m  a 
serious  disadvantage  to  the  latter"),  is  academic. 

^^Single-process  operations*  *  no  handicap. — Single-process  operations  are  as  often  an 
advantage  as  they  are  a  disadvantage,  and  are,  moreover,  in  part  applied  to  com- 
modities consi^ed  (not  owned)  so  tnat  tax  cumulation  occurs  only  on  a  fraction  of 
cost  total.  It  IS  hard  to  see  how  limited  cumulation  can,  otherwise  than  in  tlieory. 
adversely  affect  deserving  single-process  operators.  They  will  thrive  in  spite  of 
multiple-process  competition  because  of  the  innate  strength  of  their  process  (while 
the  undeserving  kind  is  eliminated,  as  it  should). 

A  tax  should  he  dedendable  and  an  easy  income  producer. — A  consideration  which 
should  overrule  such  "b  ,,cademic  "  objections  is  this:  The  Government,  faced  by  a  con- 
dition, not  a  theory,  must  have  a  big  and,  relatively,  sure  revenue  wherewidi  to  meetits 
expenses  while  not  crippling  business  and  business  enterprise.  Excess  profits  taxes 
having  to  go,  and  surtaxes  requiring  reduction  to  become  more  productive,  and  if 
increased  tax  rates  on ''  unearned  incomes  "  do  not  produce  sufficient  revenue,  recourse 
to  an  indirect  tax  may  have  to  be  had. 

The  subject  of  such  a  tax  should  be  something ''  live ''  and  capable  of  bearing  same — 
not  property,  or  income  at  times  disappearing — the  sales  of  commodities. 

^^ Capital  invested"  and  ^^good  will  unfortunate  terms. — The  terms  "capital  in- 
vested "  and  *  *  good  will "  should  be  scrapped  by  the  (tax)  legislator.  Definition/appli- 
cation thereof  is  the  cause  of  nine-tentns  of  the  difficulties  and  worries  to  which  tax- 
paver  and  official  alike  are  exposed. 

*  Cost  or  market  whichever  is  lower"  a  theory. — The  valuation  of  inventories  for  the 

Surpose  of  account  closings,  whether  resulting  in  depreciation  or  appreciation  due  to 
eterioration,  obsolescence,  market  advance  or  recession,  or  other  causes,  should  be 
left  to  the  "bona  fide  appraisal "  of  taxpayer.  Inventoring  at  "cost  or  market  which- 
ever is  lower  "  are  requisites  of  law  with  which  actual  business  often  finds  it  impossible 
to  comply.  Itemized  costs  in  manufacturing  are  very  often,  if  not  usually,  simply 
not  ascertainable  and  market  values  are  very  often  very  hard  to  ascertain.  In- 
process  commodities  have  only  a  Uquidation  value.  Finished  commodities  have  but 
a  liquidation  vsJue  in  a  falUng  market.  Commodities  for  export  have  only  a  probable 
market  value.  Morevoer,  the  market  price  within  reach  of  the  taxpayer  (otner  than 
that  estimated  by  him)  is  the  price  which  he  is  asked  when  he  buys,  and  not  the 
price  at  which  he  must  sell. 

Bona  Me  appraisal  by  taxpayer  indispensable. — So  in  this  world  of  facta  (in  contrast 
to  a  world  of  theory),  the  requirement  that  inventories  be  reported  at  "cost  or  market 
whichever  is  lower,"  is  hard  to  comply  with,  if  compliance  at  al  there  can  be.  Why 
not  be  honest  and  call  a  spade  a  spade?  "Bona  nde  appraisal"  of  inventories  by 
the  taxpayer  is  the  only  way  out  of  the  tangle  into  whirn  theorizing  experts  have 
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brought  the  business  of  the  country.  The  taxpayer  is  not  only  the  best,  but  he  is 
often  the  only  judge  of  values.  T^hat  he  would  anticipate  probable  developments 
in  his  appraisals,  just  as  he  anticipates  when  he  buys,  sells,  engages  help,  builds, 
equips,  is  a  matter  of  course.  That  need  worry  no  one,  nay,  should  prove  a  source 
of  gratification,  ad  the  Treasury  needs  business  appraisals,  and  business  is  anticipa- 
tion, the  use  of  foresight,  the  banking  on  expectations.  Concede  it,  and  the  attempts 
of  the  Internal  Revenue  office  (very  creditable  in  themselves  as  long  as  a  theory 
prevails)  to  broadly  define  "market  value''  become  superfluous. 

Surtaxes  should  oe  reduced. — ^The  arguments  in  favor  of  lower  surtaxes  (say  not 
exceeding  33}  per  cent  in  the  highest  brackets)  are  too  well  known  to  require  much 
elucidation.  Not  only  do  surtaxes  as  high  as  73  per  cent  drive  investors  into  invest- 
ments in  tax  exempt  securities,  but  they  discourage  men  of  vision  and  daring  to 
engage  in  business  enterprises  which  would  benefit  the  Nation.  (For  the  latter 
reason  it  would  seem  advisable  not  only  to  eliminate  the  high  rates  of  the  upper 
brackets,  but  reduce  those  of  the  medium  ones.  No  man  should  have  to  devote 
more  than  one  quarter  of  his  ''earned  income"  to  the  payment  of  tax  thereon.) 

Moreover,  as  prosperity  depends  largely  upon  the  husbandry  of  resources  finding 
expression  in  the  accumulation  of  capital,  the  public  ownership  of  which  notoriously 
spells  waste  because  it  subjects  same  to  the  manipulation  of  those  who  have  to  work 
for  political  effect  rather  than  economic  results,  the  thing  to  do  is  to  encourage, 
instead  of  to  discourage,  reasonable  accrual  of  capital  in  private  hands. 

Corporate  surpluses  should  qo  untaxed  until  distributed. — For  the  same  reason  tem- 
porary accumulation  of  capital  in  corporate  hands  (surpluses)  should  go  untaxed 
until  distributed.  Business  and  the  country  need  them.  The  way  to  get  them  is 
by  permitting,  not  by  penalizing  them. 

If  nonincorporated  business^  on  account  thereof,  feels  itself  at  a  disadvantage,  it 
can  incorporate  and  pay  the  higher  normal  tax. 

CommoTi'Sense  tax  principles  needed. — ^The  country  badly  needs  simple,  practical, 
productive  tax  principles  lending  themselves  to  easy  application.  The  time,  inonev, 
and  energy  now  spent  by  millions  of  Americans  on  their  tax  problems  is  simply 
appalling.  This  notwithstanding,  the  docket  of  unaccepted  or  unadjusted  tax  returns 
is  growing  more  in  a  day  than  tne  internal -revenue  ofnce  (no  matter  how  efiicient) 
can  handle  in  a  week.  The  State-tax  offices,  no  less,  are  swamped  with  thousands  of 
cases  awaiting  adjustment  which  often  can  not  be  had  on  account  of  conflicting  pro- 
visions of  State  and  Federal  law  and  administrati\e  rulings.  Officeholders,  lawyers, 
and  accountants  are  the  beneficiaries  of  this  intricate,  wasteful,  impractical  system  of 
academic  theory  legalistically  expressed  and  so  lacking  in  good  sense,  and  the  people — 
all  the  people — are  the  **goat." 

n. — ^APPLICATION   OP  TAX  PRINCIPLES. 

Tax  principles  are  practical  and  simple  when  they  can  be  applied  to  life  without 
undue  waste  of  effort,  produce  revenue,  and  reasonably  meet  reasonable  requirements 
of  ordinary  average  justice. 

Such  justice  demands  that  the  taxpayer  subject  to  income  taxes  at  progressive 
rates  shall  have  the  privilege  to  average  his  income  over  a  term  of  consecutive  years, 
not  exceeding,  say,  five  (except  in  case  of  liquidation),  to  be  selected  by  the  Govern- 
ment for  the  purpose  of  arriving  at  a  fair  average,  provided  that  nothing  shaU  prevent 
the  Government  from  securing  annually  advance  payments  of  taxes  as  if  the  averaging 
provision  did  not  exist,  and  that  both  such  payments  and  payments  due  be  subject  to 
interest  at  the  rate  of  6  per  cent  per  annum. 

The  ups  and  downs  of  American  btisiness  life  are  tremendous.  A  year,  whether  a 
fiscal  or  a  calendar  year,  never  coincides  with  an  economic  business  c^cle,  and  to  use 
it  for  measuring  income  means  proceeding  on  an  indefensible  supposition  and  aggra- 
vating the  fact  that  the  perpetration  of  justice  now  hinges  largely  on  the  accident  of  a 
closing  date.  This  false  supposition  is  of  relative  unimportance  where  income  is  not 
taxed  progressively  and  where  normal  rates  remain  the  same  for  long  periods.  But  it 
is  fraught  with  inequity  where  the  "up  "  in  business  occurs  in  one  year  and  the 
''down "  in  the  next,  and  where  normal  rates  change  frequently. 

Besides  doing  reasonable  justice,  an  averaging  provision  would  lead  to  "audit  by 
period"  instead  of  audit  by  single  year,  whereby  effort  would  be  saved  and  auditing 
expense  reduced. 

Justice  also  demands  that  the  taxpayer  be  harangued  no  more  than  is  absolutely 
necessary  wiUi  audits  and  inquisitions  by  administrative  officials; 

That  his  word,  signature,  or  oath  be  accepted  at  its  face  value,  except  upon  proof 
by  the  Government  in  court  of  fraud,  or  intent  to  defraud:  and,  finally, 

That  he  have  appeal  from  Internal  Revenue  Board  rulings  to  special  tax  courts 
familiar  with  tax  laws,  tax  procedure,  and  tax  values. 
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III. — REUEF  FROM  PRE8ENT  INJUSTICES. 

But  neither  the  in^^orporation  in  a  new  law  of  practical  and  just  tax  principles,  nor 
new  pro\'isions  for  bu«ine=8-like  application  thereof,  can  proAnde  relief  for  the  in- 
justices which  have  and  will  be  perpetrated  under  the  old  law. 

Relief  proinsion  of  act  of  1918  should  be  extended  to  1919  and  subsequeiU  years. — It  is  a 
cr>ang  injustice,  for  instance,  that  the  so-called  relief  provision  of  the  revenue  act  of 
1918  (whirh  is  really  an  equity  provision)  pro^dding  that  inventory  losses  sustained 
in  1919  subsequently  ascertained  can  be  debited  to  the  profit  of  the  prer^eding  year, 
has.  as  yet  not  been  extended  to  all  the  years  during  which  the  present  revenue  a/*t 
shall  have  been  in  force  or  that  a  similar  law  providing  relief  similar  to  that  intended 
by  (^ongreas  has  not  been  enacted. 

So-called  '^net  loss  provision''  would  afford  no  relief. — The  so-called  "net  loss  provi- 
sion" which  has  been  FU,Q:Qre9ted  as  a  substitute  therefor  and  would  provide  that  "net 
loss"  of  any  one  year  can  be  carried  forward  to  the  next  is  not  an  equitable  provision. 
It  would  make  the  consummation  of  justice  hinge  on  the  whim  of  events  inasmuch  aa 
justice  would  be  denied  to  thoee  who  will  have  no  profit  to  which  to  charge  a  loss 
forward  to.  and  no  relief  afforded  to  him  whom  progres."nve  rates  have  unjustly — due  to 
a  faulty  technique — robbed  of  his  rightful  property. 

IV. — CONCLUDING   REMARKS. 

Tax  system  sho^ild  be  rebuilt  from  the  '  round  up. — The  whole  country  has  freely  dis- 
cussed principles  of  taxation — ^but  Rome  keeps  burning.  The  taxpayer's  real  ever\-- 
day  problem  is  as  far  from  solution  as  ever,  and  continues  to  exact  a  grotesque  toll  in 
property,  time,  and  human  vitality.  The  enactment  of  a  sales  tax  will  brin^  no  relief. 
A  tax  on  surplus  will  do  but  harm.  Abolition  of  the  excess-profits  tax  will  prove  a 
weak  palliative. 

Why?  Because  such  fractional  changes  are  but  patchwork,  and  cure  but  local  ail- 
ments. What  is  needed  is  a  reconstruction  of  the  tax  laws  from  the  ground  up.  com- 
plete revision  of  underlying  tax  principles,  tax  procedure  and  the  tax  administrative 
machinery. 

It  is  ihia  conviction  which  has  actuated  me  in  putting  down  these  thoughts  in  the 
hope  that  thereby  I  may  contribute  my  mite  toward  the  solution  of  a  very  complex 

Eroblem.    If  the  result  will  be  to  bring  just  a  bit  of  relief  to  the  country's  man  of 
usiness  so  loaded  down  with  the  world's  present-day  troubles,  the  efforts  put  into  these 
lines  will  have  been  prodigiously  repaid. 

STATEMENT   OT  HON.   CHARLES    S.  THOMAS,  BEPBESENTINa 
CERTAIN  COLORADO  aOLD-MININa  COMPANIES. 

Mr.  Thomas.  Mr.  Chairman,  what  I  have  to  say  first  will  be  in  a 
professional  capacity.  I  have  been  retained  by  some  of  the  gold 
mining  companies  of  the  West  to  call  attention  to  an  inequality  in 
the  existing  law  under  which  one  or  two  of  them  are  subject  or  about 
to  be  subject  to  the  imposition  of  a  tax  w^hich  ought  to  be  eliminated, 
provided  the  provisions  of  the  present  law  are  equitable,  as  I  think 
the^  are. 

The  act  of  1918  exempted  from  the  operations  of  the  excess-profits 
tax  all  companies  and  individuals  engaged  in  the  production  oi  gold. 
Thc  reason  for  that  exemption,  after  being  stated,  was  so  perfectly 
obvious  that  the  committee  was  unanimous  in  making  the  conten- 
tion that  there  can  be  no  such  thing  as  an  excess  profit  in  a  business 
whose  product  has  a  fixed  market  value  the  world  over  and  which 
consequently  produce  the  same  product  at  all  times  and  without  re- 
gard to  interest. 

Senator  Watson.  There  is  no  doubt  about  that. 

Mr.  Thomas.  The  mistake  which  was  made  at  the  time  of  the 
enactment  of  that  law  was  in  overlooking  the  necessity  for  making 
it  applicable  to  the  act  of  1917;  so  that  the  anomalous  situation 
occupied  by  those  engaged  in  that  industry-,  which  is  not  producing 
any  profits  at  all,  is  that  they  are  subject  to  an  excess-profits  tax  for 
one  year  and  exempted  from  that  tax  for  all  succeeding  years. 
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The  companies  which  are  at  present  laboring  under  that  ine(}uality 
are  only  three  or  four,  for  the  very  ffood  reason  that  there  is  very 
little  profit  in  any  sort  of  mining,  ana  particularly  in  gold  mining  at 
present.  The  revenues  which  have  been  realized  by  the  application 
of  the  law  of  1917  are  comparatively  slight  because  of  what  I  have 
just-stated.  The  amount  in  the  individual  cases  is  at  present  time 
a  subject  of  very  serious  concern.  For  example,  the  Golden  Cycle 
Co.,  of  Cripple  Creek,  which  I  represent  directly,  is  face  to  face 
with  the  assessment  of  an  excess-profits  tax  for  the 'year  1917  of 
about  $450,000. 

Senator  Watson.  For  what  year  is  that? 

Mr.  Thomas.  For  the  year  1917.  And  thaf  arises  very  largel)^ 
from  a  difference  between  the  company  and  the  authorities  of  the 
Government  as  to  the  application  that  should  be  placed  upon  the 
mine  for  that  year,  the  mme  having  been  secured  prior  to  the  first 
day  of  March,  1913. 

Senator  Watson.  And  that  tax  for  1917  has  not  yet  been  adjusted  ? 

Mr.  Thomas.  It  has  not  yet  been  adjusted.  And  I  may  say  that 
my  employnaent  in  this  matter  has  brought  me  to  a  realizing  sense 
of  the  complicated  conditions  which  exist  and,  I  suppose,  necessarily 
so,  in  the  department  of  revenue  and  which  seem  to  be  essential 
to  the  administration  of  the  excess-profits  tax. 

Senator  Watson.  Of  course,  so  lar  as  that  particular  individual 
case  is  concerned,  there  is  nothing  we  can  do  by  way  of  legislation 
to  relieve  that,  is  there  ? 

Mr.  Thomas.  Yes.  I  have  prepared  an  amendment  which  it  is 
entirely  within  the  competence  of  tne  Congress  to  enact,  but  which,  of 
course,  is  designed  to  oe  applied  only  to  the  unpaid  excess-profits 
tax  of  these  companies  of  1917.  I  have  had  copies  made  for  distri- 
bution, which  of  course  I  will  leave  here. 

Senator  Watson.  ^Suppose  that  a  company  like  unto  the  one 
which  you  represent  has  paid  the  tax.     Do  you  provide  for  a  refund  ? 

Mr.  Thomas.  No;  I  have  not  done  so,  because  I  represent  no 
such  company.  The  amount  involved,  however,  is  entirely  incon- 
sequential. 1  have  applied  for  a  statement  of  the  figures  on  the  sub- 
ject, the  Government's  figures,  and  as  soon  as  I  have  them  I  will 
submit  them  to  the  individual  members  of  the  committee.  But  the 
amount  involved  in  the  application  which  I  am  making  is,  as  far  as  I 
know,  less  than  8750,000. 

This  is  the  amendment  which  I  have  suggested: 

Amend  section  304,  paragraph  (c),  so  that  the  same  shall  read  as 
follows: 

In  any  case  of  any  corporation  engaged  in  the  mining  of  gold,  the  portion  of  the 
net  income  derived  from  the  mining  of  gold  Ehall  be  exempt  from  the  tax  imposed 
by  this  title,  or  any  tax  imposed  by  Title  II  of  the  revenue  act  of  1917,  and  the  tax 
on  the  remaining  portion  of  the  net  income  shall  be  the  proportion  of  a  tax  computed 
without  the  benefit  of  this  8ubdi\dsion  which  such  remaining  portion  of  the  net  income 
bears  to  the  entire  net  income. 

I  can  not  say  that  the  payment  of  this  tax  would  be  ruinous  to 
the  companies  I  represent,  but  it  certainly  would  be  a  considerable 
hardship  in  view  of  the  present  condition  of  the  industry. 

The  purpose  of  my  application  is  to  show  the  injustice  of  requiring 
an  excess-profits  tax  one  year  from  companies^ which,  for  the  most 
conclusive  of  reasons,  are  exempted  from  the  payment  of  such  a  tax 
for  all  succeeding  time. 
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That  ends  my  appearance  before  you  in  a  professional  capacity. 

I  have  given,  or  attempted  the  give — and  largely  because  of  the 
fact  that  I  was  once  a  member  of  this  committee,  I  presume — a  great 
deal  of  attention  to  some  of  the  problems  with  which  you  are  con- 
fronted and  which,  in  my  judgment,  constitute  this  committee  and 
what  it  will  do  the  most  important  portion  of  the  present  Congress 

I  want,  first,  to  call  your  attention  to  what  I  think  can  be  done 
in  regard  to  the  manner  of  payment  of  taxes  that  will  at  least  enlist 
your  interest!  I  say  ''the  manner  of  payment.''  By  that  I  mean 
the  material  or  currency  in  which  payments  of  taxes  to  the  Govern- 
ment may  be  made  or  snould  be  made.  Under  the  provisions  of  the 
law  at  present  provision  exists  for  the  estabUshment  of  a-  sinking 
fund  for  the  redeniption  of  our  bonded  debt,  a  provision  which  I 
have  no  doubt  the  Government  has  very  carefully  considered  and  is 
complying  with.  The  present  value  of  Government  bonds  is  humil- 
iatingly  low,  due,  of  course,  to  the  effect  upon  Government  securities 
of  the  prevailing  depression.  Much  of  the  public  complaint  comes 
from  investors  in  bonds  at  par,  and  particularly  diu'ing  the  time  of 
their  issue,  and  who  feel  that  the  Government  has  been  derelict  in 
not  doing  something — in  not  doing  everything,  in  fact,  in  its  power 
to  enhance  the  value  of  its  own  securities. 

It  has  led  to  a  great  deal  of  speculation  in  public  securities,  in 
consequence  of  which  their  values  are  subject  to  the  manipulation 
which  attends  similar  practices  in  regard  to  all  classes  of  securities. 

Some  time  ago  the  issuance  of  county  warrants  by  counties  in  my 
State  was  made  necessary,  in  order  to  carry  on  the  municipal  affairs 
of  these  local  organizations,  and  we  were  confronted  wim  a  large 
(quantity  of  warrants  for  which  there  was  no  fund  for  their  redemp- 
tion and  no  prospect  of  an  immediate  change  of  condition.  The  sit- 
uation became  so  serious  as  to  attract  the  attention  of  the  general 
assembly,  which  happily  provided  a  remedy  for  the  condition  by  the 
enactment  of  a  statute  authorizing  or  permitting  the  taxpayers  in  the 

{)ayment  of  their  taxes  to  pay  25  per  cent  of  the  amount  of  their 
evies  in  these  warrants.  Of  course,  that  had  the  effect  at  once  of 
giving  some  stability  to  the  warrants,  and  at  the  same  time  enabling 
^e  county  to  meet  its  obligations  temporarily  by  the  acceptance  in 
part  of  taxes  on  these  securities. 

The  practical  operation  of  that  scheme  was  in  all  respects  satis- 
factory. Within  the  course  of  8  or  10  years  it  resulted  m  bringing 
the  outstanding  warrants  at  par,  while  the  others  were  of  course 
canceled  as  they  were  received. 

I  believe  that  your  committee,  by  making  similar  provisions,  can 
very  materially  improve  the  existing  financial  situation  and  in  all 
prooability  receive  almost  as  much  revenue,  and  at  the  same  time 
you  will  not  be  reauired,  or  the  Treasury  Department  will  not  be 
required,  to  set  aside  the  actual  cash  or  any  part  of  the  actual  cash 
received  for  the  sinking  fimd. 

Suppose,  for  instance,  that  my  tax  next  year  should  be  $1,000,  and 
that  in  the  payment  of  the  tax  I  pay,  if  I  see  fit  so  to  do,  one-fourth 
of  the  amount  of  the  tax  in  Government  bonds.  I  make  the  pay- 
ment in  bonds  and  the  Treasury  at  once  retires  them.  Of  course, 
there  is  a  diminution  pro  tanto  of  the  jpublic  debt  to  the  extent 
of  the  retirement.  If  that  thousand  dollars  is  multipUed  by  a 
thousand  millions,  and  two  hundred  and  fifty  millions  of  the  out- 
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standing  bonds  of  the  Goverment  are  used  by  the  taxpayer  in  the 
liquidation  of  his  taxes  to  the  Government  and  tlie  Government 
retires  that  number  of  bonds,  the  advantage  will  be  not  only  that 
the  debt  itself  is  diminished  but  that  the  portion  of  the  debt  which 
ceases  to  be  interest  bearing  relieves  the  annual  interest  account 
of  the  Government  pro  tanto. 

On  the  other  hand  it  is,  I  think,  equally  obvious  that  if  Govern- 
ment bonds  can  be  used  by  the  taxpajjer  in  part  payment  of  his 
taxes  they  will  at  once  acquire  a  value  in  the  market  that  nothing 
else  will  give  to  them,  and  the  time  will  not  be  very  far  distant  when 
there  will  be  no  difference  between  the  actual  ancl  the  par  value  of 
the  bonds  themselves. 

If  this  provision  accomplished  no  other  object  than  the  one  just 
mentioned  it  would  be  of  enormous  benefit  not  only  to  the  Govern- 
ment, whose  credit  would  thus  be  improved,  but  to  the  holders  of 
the  bonds  who  are  at  present  obliged  to  sell  them  at  a  very  serious 
loss.  In  other  words,  will  not  such  a  method  for  the  payment  of 
taxes  so  rapidly  enhance  the  value  of  the  national  securities  as  to 
bring  themWic  to  par? 

Using  the  illustration  of  an  experience  which  I  referred  to,  I  am 
perfectly  satisfied  that  if  a  provision  of  the  following  character  be 
inserted  in  the  revenue  law  it  will  vindicate  the  wisdom  of  this 
committee  perhaps  even  beyond  my  own  expectations. 

Add  to  section  1314  of  the  revenue  act  oi  1918  the  following: 

And  collectors  may  also  receive  at  par  Liberty,  Victory,  or  other  Government 
bonds  with  adjustment  and  allowance  for  accrued  interests  whose  principal  sum 
shall  not  exceed  25  per  centum  of  the  total  tax  due  and  payable  in  any  one  year 
from  any  person  hereunder. 

Senator  Dillingham.  Has  it  come  to  your  attention  that  very 
manv  of  the  wealthy  taxpayers  have  been  compelled  to  .sell  their 
bonds? 

Mr.  Thomas.  I  was  about  to  refer  to  that,  Mr.  Chairman.  You 
anticipated  me  directly. 

I  know  a  number  of  large  taxpayers  in  my  section  of  the  country 
who  have  been  obliged,  because  of  the  depressed  condition  of  affairs, 
to  sell  their  bonds  and  to  sell  them  very  largely  in  order  to  procure 
the  actual  cash  necessary.  That  has  the  depressing  effect  of  further 
lowering  the  market  value  of  the  bonds;  and,  on  the  other  hand, 
it  means  a  ver\r  serious  loss  to  the  man  who  has  bought  at  par  and 
whose  financial  condition  compels  him  to  part  with  ms  bonas. 

If,  on  the  other  hand,  these  taxpayers  could  use  25  per  cent  of 
the  bonds  for  that  purpose,  in  all  probability  the  advantage  thus 
gained  would  make  it  umiecessary  lor  them  m  many  instances  to 
resort  to  further  sacrifices  for  the  purpose  of  securing  the  amount 
of  money  necessary  for  the  remaining  amount  of  taxes  due. 

That,  in  my  judgment,  is  one  of  the  practical  things  which,  if 
enacted  into  law  by  this  committee,  will  not  only  be  sanctioned  by 
public  opinion  but  would  prove  of  inestimable  benefit  to  the  w^hole 
coimtry. 

I  merely  wish  to  add  that  the  instance  which  I  cite  from  my  own 
State  is  not  an  unusual  or  uncommon  one  in  the  West  by  any  means. 
It  has  been  frequently  resorted  to,  and  I  think  even  now  in  some  of 
the  States  of  the  Union  that  that  statute  exists.  It  is  still  on  the 
statute  books  in  my  State,  but  it  is  good  for  nothing  because  the 
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disparity  in  the  value  of  warrants  between  the  face  vahie  and  their 
actual  value  lias  disappeared  and  the  credit  of  tlie  various  counties 
where  the  condition  has  existed  has  of  course  passed. 

I  think,  Mr.  Chairman,  that  is  all  I  care  to  say.  I  was  going  to  suy 
something  in  regard  to  the  sales  tax,  but  I  can  communicate  that,  if 
I  am  permitted,  in  the  shape  of  a  written  statement  that  will  answer 
every  purpose. 

Senator  Dillingham.  The  committee  really  would  be  glad  of  your 
opinion,  Senator. 

Mr.  Thomas.  I  am  satisfied  that  nothing  I  can  sav  will  add  to  the 
information  which  the  committee  already  has.  I  nave  one  or  two 
what  I  may  call  practical  suggestions  in  regard  to  it  that  I  can  easily 
put  into  writing  and  submit  in  that  shape. 

The  other  two  matters,  however,  are,  in  my  judgment,  both  of  im- 
portance, and  the  last  one  supremely  so. 

BKIEF  OF  HON.  CHARLES  S.  THOMAS.  BEP&ESEHTINO  CERTAIN  COLORADO  GOLD- 

MINOrQ  COMPANIES. 

I  have  requested  the  enactment  of  an  amendment  to  para^ph  (c)  of  section  304 
of  the  revenue  act  of  1918,  so  that  the  same  when  amended  will  read  as  follows: 

In  the  case  of  any  corporation  engaged  in  the  mining  of  gold  the  portion  of 
the  net  income  derived  from  the  mining  of  gold  shall  be  exempt  from  the  tax 
imposed  by  this  title  or  any  tajc  imposed  by  Title  II  of  the  revenue  act  of 
1917  and  assessed  but  remaining  unpaid,  and  the  tax  on  the  remaining  por- 
tion of  the  net  income  shall  be  the  proportion  of  a  tax  computed  without  the 
benefit  of  this  subdivision  which  such  remaining  p3rtion  of  the  net  income 
bears  to  the  entire  net  income. 
The  purpose  is  to  incorporate  the  exemption  of  the  revenue  act  of  1918  with  the 
revenue  act  of  1917,  and  for  the  relief  oi  those  corporations  engaged  in  the  mining  of 
gold  which  have  been  assessed  for  but  which  have  not  piid  excess-profits  taxes  for 
the  year  1917. 

REASON   FOR  THE   EXEMPTION. 

Excess  profits  must  arise  from  the  production,  manufacture  of,  or  traffic  in  com- 
modities whose  prices  respond  to  the  laws  of  supply  and  demand.  They  imply  a 
return  to  the  producer  or  dealer,  or  both,  in  excess  of  a  fixed  or  normal  gain.  But 
gold  is  not  a  commodity  in  the  ordinary  acceptance  of  the  term.  It  is  the  standard 
of  values  for  them  all.  Its  market  price  is  therefore  fixed  bv  law.  That  price  is  and 
must  be  arbitrary  and  inflexible.  It  is  therefore  unaffected  by  conditions  influenc- 
ing the  price  of  commodities.  The  quantity  produced  or  the  cost  of  production  are 
immaterial.  This  is  true  not  alone  of  the  United  States,  but  of  all  other  countries. 
That  price  is  a  little  more  than  $20  per  ounce. 

Gold  is  therefore  sui  generis.  A  mine  abundantly  supplied  with  gold-bearing  ores, 
or  ores  readily  yielding  to  treatment,  will  probably  prove  more  profitable  to  its  owners 
than  one  containing  smaller  deposits  or  one  whose  ores  are  more  refractory.  But  this 
is  due  entirely  to  phvsical  differences,  for  the  market  price  of  the  output  of  both 
mines  is  the  same.  When  these  conditions  were  called  to  this  committee's  notice 
in  1918,  it  unanimously  agreed  to  the  request  for  the  exemption,  and  paragraph  (c) 
of  section  304  was  inserted  into  the  bill.  It  was  as  unanimously  accepted  by  tiie 
Senate,  and  I  think  it  met  with  but  little  objection  either  in  the  House  or  in  the 
conference  committee. 

The  revenue  act  of  1917  did  not  make  this  exemption  because  the  need  for  it  was 
not  noted  during  its  consideration.  I  feel  very  sure  that  had  this  been  done  the  Con- 
gress would  have  excluded  corporations  mining  gold  from  Title  II  of  that  act.  And 
the  failure  of  the  Sixty-fifth  Congress  to  enact  the  para^ph  in  the  form  which  my 
amendment  proposes  was  a  palpable  oversight.  For  if  corporations  mining  gold 
should  not  be  subjected  to  an  excess-profits  tax  upon  their  profits  of  1918  and  mic> 
ceeding  years,  a  fortiori  should  they  be  relieved  from  its  operation  in  1917,  where 
chey  have  not  paid  but  are  asking  to  be  relieved  from  the  exaction. 

The  gold-mining  industry  has  suffered  unduly  from  the  changed  conditions  of  labor 
and  material  due  to  the  recent  war.  The  cyanides  used  for  leaching  the  metal  from 
the  ore  were  exported  from  Germany.  After  the  blockade  they  were  manufactured 
here,  but  at  an  enormously  enhanced  price  to  the  consumer.    Powder,  tools,  candle®. 
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nuvchinery,  etc.,  were  then  doubled,  as  were  the  wages  of  the  miners.  But  the  mar- 
ket price  of  the  product  was  unchanging.  Other  metals  responded  to  the  increased 
demand.  The  price  for  some  of  them  soared  to  the  clouds,  thus  making  increased 
costs  of  mining  and  ore  treatment  comparatively  unimportant.  The  gold  miner 
among  all  the  producers  of  the  continent  nad  no  alternative  but  to  continue  his  de- 
velopment and  take  chances  upon  the  elimination  of  his  profit  or  shut  down.  Most 
of  them  eventually  did  the  latter.  Very  few  persisted  in  ^ing  ahead,  and  very  few 
of  these  realized  much  if  any  profit.  These  few  are  certainly  entitled  to  considera- 
tion, especially  as  the  assessments  made  against  them  are  based  upon  profits  calcu- 
lated upon  arbitrary  valuations  of  the  mines  out  of  all  proportion  to  tneir  actual  value. 
Hence  the  profits  are  not  real  but  fictitious.  With  this  phase  of  the  gold  miners* 
case  this  committee  is  not  asked  to  legislate.  It  is  not  out  of  place,  however,  to  assert 
that  the  relief  to  be  obtained  by  the  proposed  amendment  relates  to  assessments 
which  can  not  be  justified  by  the  revenue  act  of  1917  properly  construed  and  applied . 

EFFECT  OP  THE    PROPOSED  AMENDMENT  ON  THE   REVENUES. 

Due  to  the  destructive  effect  of  war  costs  of  production  upon  the  gold-mining  indus  - 
try,  I  do  not  believe  the  excess-profits  tax  of  1917  has  affected  half  a  dozen  companies . 
I  personally  know  of  but  two,  one  in  Oolorado  and  one  in  Arizona.  There  may  be 
others,  but  their  number  is  extremely  limited.  I  am  entirely  within  bounas  in 
asserting  that  the  amendment  will  affect  not  to  exceed  $500,000  of  disputed  revenue. 

I  have  applied  for  a  statement  from  the  Bureau  of  Interzial  Revenue  showing  the 
amount  of  excess-profits  tax  realized  from  corporations  mining  gold  under  the  reve- 
nue act  of  1917,  but  thus  far  have  not  received  it.  While  the  amendment  does  not 
affect  them,  their  amount  will,  I  am  very  sure,  fully  justify  my  estimate  of  the  amount 
involved  in  pleading  and  disputed  assessments.  But  were  they  much  larger,  the 
principle  of  the  exemption  would  not  be  affected. 

INDUSTRY  NOT  PROTBOTED. 

Since  gold  is  not  a  commodity,  the  mining  of  it  is  not  and  can  not  be  made  a  pro- 
tected industry.    It  therefore  enjoys  no  governmental  privil^^  unless  the  stabiliza- 
tion of  the  product  at  a  fixed  price  can  be  called  one.    No  one  conversant  with  the 
difficulties  of  its  mining  and  treatment  will  deem  it  so.    Indeed,  at  present  it  is  a 
erious  handicap,  since  the  actual  value  of  gold  mined  would  but  for  the  price  restrlc- 
ion  be  realized  by  the  producer.    The  world  sorely  needs  all  that  can  be  taken  from 
he  earth,  and  the  industry  should  not  be  handicapped  even  for  a  single  year  by  the 
burden  of  an  unnatural  and  preposterous  tax. 

STATEMENT  OF  J.  BAKSAY,  OF  ST.  MARYS,  PA.,  PRESIDENT  OF 
THE  REFRACTORIES  MANUFACTTJBEBS'  ASSOCIATION  OF  THE 
UNITED   STATES. 

Mr.  Ramsat.  We  are  a  national  industry,  having  members  from 
Maine  to  California,  and  we  represent  about  80  per  cent  of  the  output 
of  the  refractories  in  the  Umted  States. 

The  Chairman.  Do  you  want  to  speak  on  invested  capital  ? 

Mr.  Ramsat.  I  want  to  speak  firat  about  our  opposition  to  the 
excess-profits  tax,  and  our  recommendation  or  what  we  approve  as  a 
substitute. 

The  Chairman.  The  committee  heard  the  refractories  people  very 
fully  in  the  last  Congress  on  the  questions  of  taxation,  but  still,  you 
may  go  ahead. 

Mr.  Ramsay.  It  will  only  take  a  few  minutes.  We  are  very  much 
opposed  to  the  first  excess-profits  tax  law.  Our  industry  is  made  up 
oi  a  great  number  of  small  producers,  the  determination  of  whose 
invested  capital  has  been  a  very  great  detriment  to  them  in  tax 
matters.  They  feel  that  the  repeal  of  the  excess-profits  tax  law 
should  be  substituted  by  a  sales  tax  and  an  income  tax.  We  feel 
that  a  sales  tax  is  an    advantageous  one,  because  it  equally  dis- 
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tributes  taxation  on  all  people;  in  other  words,  we  believe  that  the 
war  was  a  war  for  humanity  and  that  every  human  being  in  the 
United  States  should  bear  his  proportion  of  the  taxes,  and  we  be- 
lieve that  a  sales  tax  would  be  a  means  to  that  end.  We  believe 
it  will  be  simple  to  operate  and  undoubtedly  could  raise  sufficient 
revenue  for  the  needs  of  the  Government  in  addition  to  the  mcome 
tax  at  present. 

The  only  two  things  we  wanted  to  be  on  record  on  are  these: 
We  oppose  vigorously  the  excess-profits  tax  laws,  and  we  favor  the 
sales  tax,  with  an  income  tax.  We  just  simply  wanted  to  get  those 
two  matters  in  the  record. 

The  Chaibman.  Have  you  anything  in  writing  that  vou  want  to 
file  ? 

Mr.  Ramsay.  No,  sir. 

The  Chairman.  Mr.  Ramsay,  we  are  glad  to  have  had  your  views. 
I  know  you  have  a  great  many  concerns  scattered  over  Pennsylvania 
and  throughout  the  country,  important  industries.     Is  that  all  ? 

Mr.  Ramsay.  Yes,  sir. 


ESTATE  TAX. 

STATEMENT   OF  ROBERT  LYNN  COX,  BEPBESENTINa  THE  ICET- 
BOPOLITAN  LIFE  INSTJBANCE  CO.  OF  NEW  YORK  CITY. 

Mr.  Cox.  Mr.  Chairman,  I  am  third  vice  president  of  the  Metropoli- 
tan  Life  Insurance  Co.,  but  am  appearing  here  to-day  as  a  member 
of  a  committee  of  the  Association  of  Life  Insurance  Presidents,  in 
company  with  Mr.  E.  E.  Rhodes,  vice  president  of  the  Mutual  Benefit 
Life  Insurance  Co. 

Senator  Watson.  Is  the  Metropolitan  Life  Insurance  Co.  a  mutual 
conapany  ? 

Mr.  CJox.  It  is  a  mutual  company  of  New  York  City.  We  wish  to 
present  for  your  consideration  a  few  points  on  behau  of  the  life  in- 
surance companies. 

The  tax  Question,  viewed  from  our  standpoint,  groups  itself,  I 
think,  into  tnree  general  classifications,  so  far  as  this  hearing  is  con- 
cerned. First,  taxes  payable  b^r  the  companies  as  corporations;  sec- 
ond, taxes  payable  by  beneficiaries  under  life  insurance  policies; 
third,  taxes  payable  by  life  insurance  policyholders  direct.  In  the 
first  place,  there  are  the  taxes  that  are  imposed  upon  the  companies 
and  are  paid  by  the  companies;  taxes  in  various  forms.  It  is  not  my 
purpose  to  discuss  that  question  here  to-day.  We  think  they  are 
unscientifically  imposed;  tnat  they  are  unduly  burdensome  in  many 
respects;  that  they  are  uneaual  and  inequitable  as  between  compa- 
nies. But  this  particular  suoject  was  taken  up  at  the  Treasury  De- 
partment two  years  ago,  and  the  Senate  haa  before  it  suggestions 
coming  from  the  Treasury  Department;  in  fact,  adopted  them  in  the 
Senate,  and  we  are  assuming  here  to-day  that  what  you  considered 
then  will  come  before  you  in  ordinary  course  for  consideration  again. 

We  were  not  then  asking  for  a  reduction  in  taxes  or  an  exemption 
from  taxation,  and  we  are  not  now.  The  law  proposed  then,  to 
which  we  assented,  would  have  increased  our  taxes,  but  it  would 
have   made   them   definite   and  certain  from   our  standpoint  and 
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from  the  standpoint  of  the  Government.  It  would  have  saved  much 
of  the  litigation  in  which  we  have  had  to  engage.  There  are  now 
literally  mdlions  of  dollars  in  litigation  under  the  ambiguities  and  un- 
certainties of  the  present  law,  and  the  life  companies  are  very  anxious 
to  be  rid  of  that  situation. 

With  that  much  said  about  the  taxes  that  are  imposed  upon  us,  I 
would  like  to  consider  two  or  three  other  points  with  you.  The  first 
in  importance  among  the  taxes  that  are  unposed  upon  and  paid  by 
the  policyholders  or  beneficiaries  comes  imder  the  classification  of 
estate  taxes,  and  we  have  some  specific  suggestions  to  make  with 
reference  to  them. 

The  estate  taxes  are  now  imposed  on  estates  of  residents  of  the 
United  States  on  amounts  payable  to  beneficiaries  in  excess  of 
$40,000.  As  to  nonresidents  they  are  imposed  on  any  amornt  pay- 
able to  beneficiaries;  that  is,  they  are  nominally  imposed,  although 
I  think  not  actually  imposed  in  practice. 

As  to  the  imposition  of  taxes  on  estates,  on  beneficiaries,  in  excess 
of  $40,000,  we  are  asking  that  that  tax  be  eliminated.  The  reason 
for  that  is  this:  We  beheve,  in  the  first  place,  that  it  is  dn  illegal 
tax,  even  the  one  that  you  are  now  attempting  to  impose.  It  is  not 
a  tax  upon  the  decedent's  estate;  it  is  a  tax,  if  a  tax  at  all,  upon  bene- 
ficiaries under  these  life  insurance  policies.  It  is  a  tax  on  the  con- 
tract between  the  company  and  the  ben^ciaries  which  becomes 
effective  on  the  policyholder's  death. 

Senator  MoCumber.  Was  not  that  question  passed  on  by  the 
Supreme  Court  of  the  United  States  in  a  decision  they  rendered 
yesterday  ? 

Mr.  Cox.  I  do  not  think  so,  Senator.  I  have  not  noticed  that  it 
was. 

Senator  Watson.  I  do  not  think  it  touched  that  question. 

Senator  McCumber.  I  do  not  know  how  broad  the  question  was 
that  was  before  the  court. 

Mr.  Cox.  I  am  not  advised  except  by  the  item  in  the  newspaper 
that  I  saw  this  morning,  and  that  did  not  seem  to  cover  this  particular 
question. 

There  is  one  other  point  that  I  would  mention,  and  that  is  the 
tax  that  is  imposed  upon  money  that  is  payable  to  the  executor;  in 
other  words,  a  tax  on  policies  payable  to  tne  estate  of  the  insured. 
Now,  as  to  that  question,  we  are  asking  that  there  be  an  exemption  of 
enough  insurance  to  pay  the  inheritance  tax  imposed  by  the  United 
States  Government  and  bv  the  several  States  including  any  accrued 
or  unpaid  income  tax.  The  reason  for  that  is,  briefly,  this :  The  Gov- 
ernment has  through  its  inheritance  tax  become,  in  a  sense,  a  partner 
in  the  distribution  of  estates^  You  are  stepping  in  and  askhig  for  a 
substantial  amount  of  money  out  of  every  estate.  We  thinK  you 
should  put  the  man  who  is  in  the  position  of  becoming  the  decedent, 
and  whom  we  would  like  to  make  a  policyholder,  in  a  position  where 
on  his  death  insurance  would  become  available  to  pay  these  taxes 
that  are  to  be  paid  to  the  Government  and  the  States.  Beyond  that 
we  are  not  asking  for  any  exemption  of  money  pavable  to  the  estate 
of  the  policyholder,  but  only  to  cover  these  specinc  taxes  which  are, 
of  course,  substantial  amounts,  and  which  we  feel  the  Government 
ought  to  recognize  as  something  to  be  encouraged  in  the  matter  of 
prompt  payment. 
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Senator  Simmons.  Do  you  mean  that  you  propose  an  exemption 
in  that  case  only  where  it  is  nominated  in  the  policy  where  this  in- 
surance fund  shall  be  applied  to  the  payment  of  taxes  ?    ' 

Mr.  Cox.  We  are  not  asking  for  it  on  the  basis  of  what  the  policy 
may  provide,  but  we  are  asking  that  where  insurance  is  payable  to 
the  estate  sufficient  shall  be  exempt  to  enable  the  executor  to  pay 
these  taxes  that  are  imposed  upon  the  estate  and  upon  the  beneficiaries 
under  the  estate. 

Senator  Simmons.  That  would  apply  to  all  taxes,  all  insurance 
money,  payable,  according  to  the  terms  of  the  poHcy,  to  the  estate  of 
the  deceased. 

Mr.  Cox.  Yes;  up  to  the  amount  needed  to  pay  both  Federal  and 
State  inheritance  taxes  and  any  accrued  and  unpaid  income  taxes. 
Sometimes  we  change  the  benenciary.  It  will  be  determined  on  how 
the  policy  is,  in  fact,  paid  at  the  death  of  the  decedent. 

Tne  other  point  which  I  wish  to  emphasize  especially,  and  which  I 
think  we  can  complain  of  as  being  one  of  the  most  onerous  burdens 
of  this  particular  tax,  is  the  attempt  to  tax  nonresident  decedents; 
that  is,  the  residents  of  foreign  countries,  having  in  mind  especially 
our  business  in  Canada.  Of  coiu^e,  this  objection  applies  mainly  and 
primarily  to  American  companies  doing  business  in  Canada  and  in 
other  foreign  countries.  Tne  law  provides  that  there  shall  be  a  tax 
imposed  upon  any  amount  of  insurance  payable  to  these  nonresident 
decedents.  It  is  a  very  impracticable  tning  to  colle>ct.  So  far  as  I 
can  find  out  the  Government  has  collected  very  little,  if  any,  tax  from 
this  source.  But  it  becomes  a  matter  of  very  grave  business  import- 
ance to  the  companies  doing  business  in  foreign  countries.  That  is, 
you  are  expected,  under  the  regulations  of  the  department,  to  give 
notice  to  tnis  foreign  beneficiary  that  a  tax  is  payable,  and,  iinder 
recently  revised  regulations,  you  are  not  only  required  to  give  notice 
to  this  foreign  beneficiary  that  a  tax  will  be  due  but  you  are  also 
required  to  withhold  payment  of  that  insurance  imtil  that  foreign 
beneficiary  has  filed  a  oond  covering  the  amount  of  the  tax. 

That  becomes  complicated  further  by  this  fact,  that  when  we  do 
business  in  foreign  countries  we  are  required  to  maintain  reserves  and 
deposit  them  in  that  foreign  country.  Our  contracts  do  not  provide 
for  the  withholding  of  the  tax  from  those  beneficiaries,  nor  for  the 
requirement  of  a  bond  from  them  to  cover  it.  They  have  a  contract 
right  to  come  in  and  demand  payment  of  that  insurance  of  us  on  the 
death  of  the  DoUcyholder,  regardless  of  any  regidation  that  the 
United  States  Government  may  impose.  They  have  jurisdiction  over 
us  in  those  foreign  coimtries  in  the  matter  of  suits.  They  can  serve 
notice  upon  a  foreign  agent;  they  can  bring  suit  in  their  courts,  and 
we  have  no  defense  to  any  action  over,  there  as  we  see  it  and  as  we 
believe  the  law  to  be.  Wnen  we  set  up  the  fact  that  the  Internal 
Revenue  Commissioner  at  Washington  has  asked  us  to  do  certain 
things — and,  by  the  way,  those  things  are  not  provided  for  in  the 
statute — that  is  no  defense  to  the  action.  Furthermore,  there  is 
another  complication  that  is  an  embarrassment  to  us  with  reference 
to  that  defense. 

Senator  Watson.  You  do  not  mean  that  the  Commissioner  of 
Internal  Revenue  provides  for  some  tax  that  you  have  to  pay  that 
is  not  provided  f  or  oy  statute  % 
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Mr.  Cox.  No,  sir.     The  words  of  the  statute  provide  for  it. 
Senator  Watson.  Do  you  mean  to  say  that  the  foreign  country 
does  not  seek  to  take  into  consideration  our  law  here  ? 

Mr.  Cox.  Not  as  between  us  and  their  citizens  over  there,  because 
we  have  agreed  to  pay  a  certain  amount  of  money  on  the  death  of  a 
resident  Canadian. 

Senator  Watson.  Can  you  not  put  in  a  poHcy,  though,  a  provision 
that  would  exempt  you  u'om  the  payment,  so  far  as  the  tax  is  coil- 
cemed? 

Mr.  Cox.  Yes,  sir;  I  suppose  we  might  do  it,  although  I  am  not 
so  sure,  because  to  do  that,  I  think,  would  destroy  our  foreign 
business. 

As  I  was  about  to  say  with  reference  to  the  enforcement  of  the 
payment  of  a  policy  over  there,  five  of  the  Provinces  of  Canada  and 
the  Dominion  itself  impose  penalties  for  not  paying  a  policy  within 
30  or  60  days,  in  some  places  30  days  and  in  other  places  60  days. 
So  we  are  not  onlv  subject  to  suit  over  there  in  their  courts,  but  the 
Government  itself  may  come  in  and  seek  to  impose  penalties  for  not 
paving  within  60  days. 

On  the  question  of  the  way  in  which  it  would  affect  our  business 
over  there,  it,  of  course,  arouses  a  very  great  feeling  of  resentment 
on  the  part  of  a  Canadian  citizen  that  a  policy  written  by  a  company 
in  that  coimtry,  with  funds  on  deposit  there  sufficient  to  pay  it,  should 
hold  up  its  insurance  and  subject  him  to  a  tax  by  the  United  States 
Government;  and  it  is  done  only  on  the  theory  that  the  American 
company,  having  a  domicile  in  this  country,  may  be  subject  to  the 
control  of  Congress  to  the  extent  of  imposing  this  taxation.  That  is 
disputed  by  our  counsel  and  all  of  the  lawyers  that  have  passed  upon 
it  as  probably  bein^  impossible  to  accomplish.  But  assuming  for  the 
moment  that  it  is,  let  us  see  how  it  has  worked  out  and  is  working 
out  to-day. 

Senator  Watson.  Do  you  mean  by  that  that  our  lawyers  hold 
that  this  tax  is  an  illegal  tax  ? 

Mr.  Cox.  They  hold  that  it  is  an  illegal  tax;  that  the  United 
States  Government  does  not  have  jurisoiction  over  that  foreign 
citizen  for  the  purpose  of  forcing  him  to  pav  tax  when  the  contract 
was  made  in  Canada  and  is  payable  with  mnds  that  are  deposited 
in  Canada. 

Senator  Watson.  Of  course,  it  is  done  wholly  on  the  assumption 
that  the  tax  is  on  the  foreign  company. 

Mr.  Cox.  But  it  does  not  impose  it  on  the  forei^  company:  it 
imposes  it  on  that  nonresident  decedent.  There  is  nothmg  that 
miuces  the  company  liable  for  that  tax,  and  the  regulation  of  the 
Internal  Revenue  Department  which  requires  us  to  force  a  bond 
is  not  provided  for  in  the  statute. 

Senator.  Watson.  The  best  way  to  do  that,  then,  would  be  to 
test  it  in  the  courts. 

Mr.  Cox.  We  have  been  very  anxious  to  test  it  in  the  courts  and 
have  offered  to  go  into  the  courts  if  they  would  let  us.  We  have 
even  said  to  the  Internal  Revenue  Department,  ''Will  you  please 
prosecute  us  so  we  may  test  this  question  involving  this  illegal  tax  ?'' 
They  said  they  would  not. 
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N,»nw:.'    V  vfsoN.  Have  you  a  large  volume  of  insurance  of  that 

\h  • -x,  \es,  dir:  millions  and  millions  of  dollars  are  in  force 
I  i  f.iK.,^,  And  my  partictilar  company  does  a  very  large  industrial 
tt4  Kne»<:-<k  which  means  policies  of  small  amounts  written,  gen- 
•.r*Mi  -<*t*wiing,  on  workingmen.  Our  average  policy  maturing  over 
rh#-n  ui'  uiiustrial  policy,  is  probably  less  than  $200,  and  this  tax 
n'/MfU  It  *«%».h  such  case  be  a  very  nommal  one.  Perhaps  the  expense 
M)r.n  II  giving  notices  and  requiring  the  bond  would  amount  to 
m/»f.    liiin  the  tax  involved  on  that  particular  policy. 

tVv  i'  low  it  affects  the  Canadian  mind,  let  me  tell  you  that  a 
m»aoi«*  ♦i  the  Ontario  Pariiament,  a  lawyer  of  high  standing  and 
^^»  .4  >-i>iite,  had  a  case  in  which  he  foun^  that  a  chent  of  his  was 
^Kivii  'u  be  taxed  by  the  United  States  Government  under  the  provi- 
>i\»\»5s  >t  this  law.  When  he  went  to  Parliament  this  year  he  said, 
%  .1  take  care  of  that  question;  I  will  introduce  a  oill  that  will 
H*'  «.it»  that  every  American  company  doing  business  in  Canada 
>iUfc.i  yymt  in  large  letters  in  red  ink  across  the  face  of  its  poUcy  the 
•X*  >ions,  in  substance,  of  this  American  tax  law,  so  that  policy- 
N  uH»rs  hereafter  may  know  what  the  American  Government  is  trying 
..'  vio  to  people  of  Canada  who  are  dealing  with  American  companies. 
Oi  coui-se,  tnat  as  a  competitive  matter  makes  it  impossible,  as  you 
can  see  without  much  argument,  for  us  to  do  business  in  Canada. 
We  wont  to  that  man,  who  is  a  reasonable  man,  and  said,  '*  We  would 
like  an  opportunity  to  present  this  question  to  Congress,  which  is 
gi>iiig  to  convene  shortly,  in  order  that  they  may  see  the  situation  in 
whicli  they  are  putting  the  American  company,  with  reference  to 
doing  business  in  Canada  and  other  foreign  countries.'^  He  withheld 
his  bill ;  it  was  postponed  under  those  circumstances,  he  stating  that 
ho  would  uwait  action  of  Congress  with  reference  to  this  particular 
mattor.  So  w^e  see,  and  I  think  there  can  be  no  doubt  about  it,  the 
destruction  of  foreign  life  insurance  business  done  by  American  com- 
panies unless  we  get  relief  from  this  particular  thing.  As  I  sav,  I  do 
not  know  how  much  money  has  been  collected  by  tne  Federal  Gov- 
orntnont  under  this  provision  of  law,  but  it  surely  must  be  nothing 
more  than  nominal  in  amount,  a  few  hundred  dollars,  perhaps,  or 
a  few  thousand  dollars,  but  those  figures,  of  course,  will  be  available 
for  your  committee.     You  can  find  out  just  what  it  has  amounted  to. 

Those  are  the  amendments  particularly  that  we  are  stressing  for 
your  consideration  with  reference  to  this  estate  tax;  first,  this  ques- 
tion of  taxation  of  foreign  residents,  of  allowing  us  to  have  free  of 
tax  enough  insurance  to  pay  these  taxes  and  the  State  taxes  and  un- 
paid income  taxes  and  the  wiping  out  of  this  particular  tax  on  bene- 
ficiaries, which  we  believe  is  illegal. 

1  realize  that  even  by  trying  to  eliminate  the  first  question  I  have 
taken  a  good  deal  of  the  time  of  the  committee,  so  I  shall  present 
only  one  other  matter  for  your  consideration  and  that  Tery  briefly; 
that  is,  the  proposed  amendment  of  section  234  of  Title  il  of  the 
inc\>me  tax  act. 

Some  years  ago  what  we  call  business  insurance,  or  the  insurance 
ol  corporation  officers  and  employees,  was  on  the  same  basis  with 
the  individual  insurance  and,  therefore,  exempt  from  tax;  that  is, 
the  proceeds  of  policies  were  excluded  from  income.  But  a  certain 
abuse  developed  with  reference  to  that  in  that  agents  with  their 
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alertness  in  writing  business  went  out  and  solicited  people  to 
buy  corporation  insurance  of  high  price;  that  is,  endowment  in- 
surance or  limited  payment  life  insurance,  with  a  high  surrender 
value,  and  thus  practically  evade  the  tax.  Of  course,  that  was  a 
7ery  unwise  thing  to  do  and  something  which  the  companies  did 
not  countenance,  but  it  was  done.  It  led  to  the  swinging  of  the 
pendulum  too  far  in  the  other  direction.  The  statute  was  amended 
three  vears  ago  and  that  privilege  was  stricken  out,  and  since 
then  tne  proceeds  of  business  insurance  polices  have  been  treated  as 
income  under  the  statute  and  have  to  be  accounted  for  as  income. 
That  has  practically  resulted  in  the  destruction  of  that  form  of 
insurance,  particularly  as  it  has  been  subjected  during  the  past  two 
or  three  years  to  the  excess-profits  tax  provisions.  We  nave  instances 
where  income  from  policies  like  that  were  subjected  to  a  tax  equal  to 
60  per  cent  of  the  amount  of  the  insurance.  That  is,  take  a  small 
company  with  $25,000  capital  and  a  man  insured  for  $100,000.  Of 
course,  you  have  what  appears  to  be,  when  you  treat  that  as  income, 
an  enormous  income  for  that  particular  year.  So  we  felt  that  some 
way  should  be  found  whereby  we  could  be  allowed  to  do  that  business, 
of  the  right  kind,  there  being  a  demand  for  it  and  a  need  for  it;  and 
yet  not  have  it  open  to  any  evasion  of  the  law,  such  as  was  possible 
under  the  old  act.  . 

In  order  to  accomplish  that  we  have  been  giving  considerable  con- 
sideration to  the  method.  We  have  tried  to  have  in  mind  both 
sides  of  this  question.  We  feel  like  life  insurance  ought  to  be  put 
as  nearly  as  possible  on  a  parit^r  with  fire  insurance  carried  by  a 
corporation  or  any  other  indemnity  against  actual  loss.  When  a 
corporation  officer  is  insured  it  is  because  he  has  particular  worth  to 
that  particular  corporation  and  his  death  wiU  cause  that  corporation 
a  loss.  That  loss  becomes  an  insurable  interest  which  we  can  insure 
against.     So  we  are  asking  that  we  may  be  permitted  to  do  that 

J  Tactically  under  supervision  and  regulation  by  the  Commissioner  of 
ntemal  Kevenue,  by  amending  section  234,  adding  thereto  the  follow- 
ing: ''and  a  reasonable  allowance  for  premiums  paid  for  indemnity 
against  the  death  of  any  person  connected  with  a  trade  or  business 
carried  on  by  the  taxpayer,  by  insurance  on  the  whole  life  continuous 
level  premium  plan,  or  sucn  other  form  of  insurance  as  may  be 
approved  bv  the  commissioner.'' 

That  is  following  the  ''reasonable  allowance"  requirement  which 
relates  to  the  salaries  that  may  be  paid,  giving  the  Commissioner 
of  Internal  Revenue  power  over  them,  and  limiting  it  to  a  whole 
life  policy  which  carries  very  low  surrender  values  and  reserves. 
We  leel  that  that  would  be  a  restriction  which  would  enable  com- 
panies to  take  up  the  writing  of  that  business  again  and  yet  not  do 
mjustice  to  the  Government  from  the  standpoint  of  loss  of  taxes. 

Senator  Watson.  We  would  have  to  study  that  carefully.  Not 
being  an  insurance  man  I  do  not  know  what  that  means.  I  pre- 
sume the  members  of  the  committee  would  be  a  little  wool-gathered 
on  that. 

Senator  McCumber.  Have  you  prepared  amendments  along  that 
line  ? 

Mr.  Cox.  I  have,  Mr.  Chairman. 

Senator  McCumber.  We  will  have  them  printed  as  a  part  of 
your  remarks. 
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(The  amendments  referred  to  are  as  follows:) 

BUOOESTED  AMENDMENTS  TO  TITLE  IV — ESTATE  TAX. 

Sec.  402  (f)  To  the  extent  of  the  amount  receivable  by  the  executor  a«  in'^uranro 
under  policies  taken  out  by  the  decedent  upon  his  own  life  in  txceHSofihe  mm  required 
to  meet  estate  transfer,  and  inheritance  taxes  imposed  by  the  United  States  '*r  any  State  of 
the  United  States  and  payable  by  the  executor  or  by  the  decedent's  bentAciarits  and  any 
accrued  and  unpaid  income  tores  of  the  decedent,  and  to  the  oxtont  of  tho  cxeooQ  ovof 
$407093  of  tho  amount  Focoivftblo  by  all  othoF  bcnofieiaFioo  oo  inoumnoo  under  policieo 
tftkon  out  by  the  dooodont  upon  hio  own  lifor 

Skc.  403  (b)  (3)  Third  para^iraph.  For  the  purpose-  of  this  title»  stock  in  a  doine(»tic 
corporation  owned  and  held  by  a  nonresident  aecedent,  and  the  amount  Foooi%^abio 
00  ineniHtnoo  upon  the  life  of  a  nonrotridcnt  decedent  where  the  insurcf  ie  a-d€«€fltie 
eorporation,  shall  be  deemed  property  within  the  United  States,  and  any  propert>' 
of  which  the  decedent  has  mane  a  transfer  or  with  respect  to  which  he  has  created  a 
truet,  within  the  meaning  of  subdivision  (c)  of  section  402,  shall  be  deemed  to  be 
situated  in  the  United  States,  if  so  situated  either  at  the  time  of  tiie  transfer  or  the 
creation  of  the  trust,  or  at  the  time  of  the  decedent's  death.  The  amount  receivable 
as  insurance  upon  the  life  of  a  nonresident  decedent  shall  not  be  deemed  properti/  within 
the  United  States  for  the  purpose  of  this  title. 

SUQOB8TBD  AMENDMENTS  TO  TITLE  n. — INCOME  TAX. 

Sec.  234.  (1)  All  the  ordinary  and  necessary  expenses  paid  or  incurred  during 
the  taxable  year  in  cairying  on  any  trade  or  business,  including  a  reasonable  idlovv- 
ance  for  salaries  or  other  compensation  for  personal  services  actually  rendered,  and 
including  rentals  or  other  payments  required  to  be  made  as  a  condition  to  the  con 
tinned  use  or  possession  of  property  to  which  the  corporation  has  not  taken  or  is  not 
taking  title,  or  in  which  it  has  no  equity,  and  a  reasonable  allovfance  for  premiums  paid 
for  indemnity  against  the  death  of  any  person  connected  with  a  trade  or  business  carried 
on  by  the  taxpayer ^  by  insurance  on  the  whole  life  continuous  level  premium  plan,  ot 
svjch  other  form  of  insurance  as  may  be  approved  by  the  commissumer. 

Sec.  214.  (1)  Amend  same  as  above. 

Sec  215  (d)  Strike  this  out. 

Sec  213.  (h)  (1)  Strike  out  the  words  ''to  individual  beneficiaries  or  to  the  estate 
of  the  insurea." 


TRANSPORTATION  TAX. 

STATEMENT    OF    8.    H.    MABX,    ASSISTANT    aSNEBAL    0OT7NSBI. 
AMERICAN  RAILWAY  EXPRESS  CO.,  NEW  YOBJ:,  N.  Y. 

Mr.  Marx.  We  are  not  addressing  ourselves  to  the  sales  tax  at  all. 
As  you  notice  from  the  calendar,  we  speak  of  the  tax  on  express 
transportation,  and  our  purpose  in  coming  to  you  is  principally  to 
have  you  give  us  the  same  treatment  that  you  may  accora  to  the 
transportation  tax  on  freight  and  passenjgers  and  PuQman. 

There  have  been  a  number  of  bills  introduced  on  that  subject, 
most  of  them  in  the  House.  I  think  there  is  only  one  in  the  Senate — 
some  of  them  include  the  express,  others  do  not.  The  one  in  the 
Senate,  which  was  introduced  on  May  12  by  Mr.  Trammell,  does 
repeal  A,  B,  and  C  of  section  500.  Section  500  of  the  revenue  law 
is  the  tax  on  transportation  and  other  facilities  and  insurance;  and 
paragraph  A  of  that  section  levies  a  tax  equivalent  to  3  per  cent 
upon  the  amount  paid  for  transportation  oy  freight.  That  is  a 
straight  3  per  cent  tax,  and  is.  not  so  very  difficult  of  computation. 

The  next  paragraph,  B,  levies  a  tax  of  1  per  cent  for  each  20  cents 
or  a  fraction  thereof  upon  express.  You  will  note  that  that  is  a  little 
more  difficult  of  computation.     It  is  almost  a  5  per  cent  on  the 
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amount  paid.  But  inasmuch  as  it  is  1  cent  for  each  20  or  a  fraction, 
then  you  have,  maybe,  a  22  cent  charge,  which  makes  2  cents  tax, 
and  our  experience  is  that  the  average  is  5.51  per  cent  of  our  total 
collections;  C  levies  a  tax  of  8  per  cent  straight  upon  the  passenger 
fare  paid  on  railroads;  paragraph  D  levies  8  per  cent  upon  the  amounts 
paid  for  Pullman  reservations;  and  paragraph  E  a  tax  of  8  per  cent 
straight  upon  pipe-line  transportation,  and  so  on  through. 

As  I  ssLjy  some  of  these  bills  expressly  have  stricken  out  A,  C,  and 
D,  which  is  freight,  passenger,  and  Pullman,  omitting  to  strike  out 
B,  which  IB  express. 

We  feel  that  the  express  tax  should  certainly  be  repealed  if  these 
others  are,  and  we  even  feel  that  it  should  be  repealed  if  the  others  are 
not,  because  the  cost  of  collecting,  I  must  say,  almost  equals  the 
amount  of  the  tax.  We  have  no  figures  to  prove  that  statement, 
and  so  I  simply  give  you  the  reasons  for  our  broad  conclusion,  ana 
that  is  this:  That  the  average  express  charg^e  is  small.  You  under- 
stand that  express  transportation  deals  with  the  small  packages, 
packages  whicii  need  fast  and  expeditious  service.  The  freight  is 
slow;  express  goes  on  passenger  trains,  and  if  you  have  a  small 
package  that  you  want  to  get  some  place  in  a  hurry  you  go  to  the 
express  company  and  ask  them  to  hurry  it  there  for  you.  The  aver- 
age charge  on  express  shipments,  including  our  carload  business  and 
everything  else,  is  only  $1.48  per  shipment;  the  average  tax  on  that 
is  7.8  cents. 

Express  shipments,  because  they  are  small  and  because  they  are  of 
value,  must  oe  given  very  special  care  and  attention,  and  each 
requires  a  separate  way  bill,  requires  separate  treatment  in  carrying 
it  through  the  accoimts,  and  the  result  is  that  there  is  a  great  deal  of 
expense.  In  the  first  place,  the  package  is  taken  in  to  the  agent; 
he  must  compute  1  cent  on  every  20  cents  or  fraction  thereof  of  the 
chaise,  and  then  he  must  enter  that  separately  on  all  of  his  accoimts. 
The  tax  is  separate  from  the  express  charge  and  the  valuation  charge; 
if  there  is  an  extra  value,  that  is  charged  tor  also.  As  I  say,  we  have 
only  $1.48  on  which  to  pay  all  expenses,  including  the  expense  of 
computing,  collecting,  reporting,  and  payinff  that  tax,  and  there  is 
only  7.8  cents  tax  on  the  shipment.  Tne  ram-oads'  average  charge,  I 
beheve,  is  about  $20,  which  you  will  see  is  a  greater  leeway  for  expense 
of  those  matters  than  the  express  company  has. 

The  express  company  does  business  throughout  the  entire  United 
States  and  has  28,000  agencies.  This  work  is  done  at  each  and  all 
of  those  agencies.  The  number  of  shipments  handled  by  the  com- 
pany each  day  is  761,000,  which  you  virill  note  is  only  an  average 
shipment  for  each  agency  of  27  per  day.  That  is  due  to  the  fact  that 
wherever  there  is  a  railroad  station  we  have  an  agent  at  least  who 
handles  the  express  shipments.  Each  one  of  those  28,000  agencies 
must  be  properly  equipped  with  the  forms,  etc.,  for  computing,  col- 
lecting, and  reporting  these  taxes. 

The  amount  of  tax  in  a  whole  year  is  $17,550,000. 

Senator  Calder.  That  is  the  amount  paid  for  express  ? 

Mr.  Marx.  That  is  the  amount  which  we  collect  and  pay  over. 

Senator  Calder.  Your  company  ? 

Mj.  Marx.  There  is  only  one  company,  except  that  May  1  the 
Southeastern  Express  Co.  began  doing  business  m  the  southeastern 
part  of  the  Unitra  States.     All  the  otner  States  are  covered  by  this 
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one  company.  As  you  will  remember  on  account  of  the  war  the  old 
<5ompanie8  were  required  to  form  themselves  into  one  company  bv 
the  Director  Greneral. 

Senator  Calder.  And  they  have  never  separated  ? 
Mr.  Marx.  They  have  never  separated. 
Senator  Calder.  Is  it  likely  thev  will  ? 

Mr.  Marx.  I  do  not  think  so,  1>ecause  the  Interstate  Conunerce 
Commission,  in  accordance  with  the  permission  granted  by  Congress 
in  the  transportation  act,  authorized  the  one  company  to  contmue, 
and  found  tnat  that  was  really  the  best  way  to  give  the  best  and 
cheapest  service  to  the  whole  country.  You  can  go  into  one  express 
office  and  ship  a  package  to  any  other  part  of  the  United  States. 
You  do  not  have  to  sit  down  and  find  out  which  company  goes  to  that 
point  or  which  can  get  there  quickest.  You  simply  take  it  in,  and 
one  companv  handles  it  over  any  railroad  or  line. 

So  that  the  one  company  at  present,  so  far  as  we  can  see  and,  as 
I  say,  so  far  as  the  Interstate  (Commerce  Commission  could  see,  will 
continue  indefinitely,  except,  as  others  may  spring  up,  as  one  has 
already  in  the  Southeast. 

So  these  figures  I  have  given  do  cover  all  business,  as  this  other 
company  was  not  in  operation.  Hence,  the  total  amoimt  involved 
in  this  IS  only  $17,000,000.  I  say  ''only,"  because  really  in  com- 
parison to  the  other  figures  you  are  considering  it  is  a  small  amount; 
for  instance,  the  statement  is  made  that  the  tax  on  freight  is  $300,- 
000,000.  So  that  our  figure  is  really  small  comparea  to  the  big 
amoimts  that  you  are  considering  in  the  whole  scheme. 

As  I  say,  the  point  I  wish  to  impress  upon  you  is  the  amount  which 
the  Government  gets  from  this  does  not  justify  the  trouble  and 
•expense  of  collecting,  and  when  you  consider  also  that  one  of  the 
big  questions  right  now  is  the  reduction  of  rates  in  order  to  get 
business  back  on  a  normal  basis,  we  believe  that  taking  this  tax  oflf 
is  going  to  be  a  very  substantial  help  to  the  shipper,  because  not 
only  do  we  have  to  collect  and  report  it,  etc.,  but  the  shipper  also 
has  the  sanae  burden.  Of  course,  it  is  a  tax  which  the  shipper  can 
deduct  in  his  income-tax  reports  and  other  reports,  and  so  he  wants 
to  carry  that  separately  also.  He  haft  the  computation  of  those 
things.  So  that  altogether  I  really  believe  that  the  expense  on  the 
transportation  business  to  the  shipper  and  the  company  is  equal  to 
the  tax  collected. 

By  striking  that  tax  off,  you  can  to  that  extent  reduce  express 
rates  and  help  that  situation  in  that  way. 

Senator  Simmons.  What  you  want  is  simply  a  flat  rate  for  the 
-express  companies,  just  like  that  given  to  the  railroads,  and  you 
thmk  it  ought  not  to  be  any  greater  than  that  of  the  railroads  1 

Mr.  Marx.  You  understand  that  at  the  present  time  there  is  the 
express  rate  which  fixes  the  charge  that  the  express  company  shall 
receive  ? 

Senator  Simmons.  I  understand  that. 

Mr.  Marx.  This  tax  is  a  tax  upon  that,  and  we  should  like  to  have 
the  whole  tax  stricken  off,  and  certainly  it  should  be  if  the  railroad  tax 
is  to  be  stricken  off,  because  there  is  a  relation  between  freight  rates 
and  express  rates  which  should  be  maintained,  and  if  you  strike  it 
off  of  the  railroads  it  is  going  to  bring  the  railroad  rate  up  that 
much  closer  to  the  express — the  express  is  generaUy  higher — and 
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disturb  that  relation  of  express  rates  which  should  be  maintainedi 
because  it  helps  to  hold  to  the  freight  business  which  it  should  have 
and  to  the  express  business  which  should  move  by  express  and  go 
on  the  passenger  trains. 

In  order  to  collect  this  SI 7,000,000  yearly  we  handle  225,256,000 
shipments,  and,  as  I  have  stated,  each  one  of  those  shipments  must 
be  separately  handled  in  the  collection  of  this  tax.  The  agent  com- 
putes it,  coUects  it,  and  has  to  report  it  to  his  district  accountant, 
who,  in  turn,  carries  it  through  to  the  general  auditor,  of  which 
there  are  four,  and  they  carry  it  through  to  the  vice  president  who 
in  turn  reports  it  to  the  Government. 

I  have  riled  with  your  committee  and  have  here  two  copies  of  the 
brief,  to  which  are  attached  some  of  the  forms  which  show  tne  amount 
of  work  involved,  and  it  shows  marked  on  each  form  the  separate 
space  which  is  absolutely  necessary  for  the  purpose  of  carrving 
forward  in  our  accounts  and  through  the  accounts  to  the  point  where 
we  pay  it  to  the  Government — the  war  tax,  as  it  is  called — in  addition 
to  all  other  entries. 

The  express  business,  as  I  say,  is  a  matter  of  great  detail,  as  you 
can  readily  see  from  the  67  different  kinds  of  blanks  we  have  to  use, 
and  one  or  more  columns  must  be  added  to  each  one  of  those  blanks 
in  order  to  have  a  space  for  the  war  tax  [exhibiting  forms  and 
reports  to  the  committee],  and  that  involves  a  great  deal  of  compu- 
tation and  many  columns,  and  you  can  see  by  looking  through  tnat 
[indicating]  how  much  work  it  really  entails. 

You  can  also  see  on  some  of  these  forms  that  we  have  had  to  leave 
out  other  information  in  order  to  put  this  war  tax  in,  because  it 
simply  means  another  column,  and  on  some  of  the  forms  it  means 
three  columns,  and  on  the  large  one  here  [indicating]  the  war  tax 
is  entered  four  times  on  that  sheet.  In  order  not  to  make  that  sheet 
any  larger,  we  had  to  cut  out  the  column  which  previously  had  been 
used  for  valuation  charges.  These  details  are  necessary,  because  the 
Interstate  Commerce  Ck)mmission  fixes  our  rates  on  transportation. 

In  addition  to  that,  we  have  a  valuation  charge  which  is  a  kind  of 
an  insurance  of  value,  and  which  is  entirely  separate  from  the  trans- 
portation charge.  So,  all  those  figures  must  be  kept  separate  in 
order  to  get  at  the  actual  revenue  which  accrues  from  the  transporta- 
tion itself,  and  that  is  valuable  information  which  should  be  retained 
on  these  forms.  But  we  had  to  strike  it  out  of  some  of  them  in  order 
to  make  room  for  this  transportation  tax. 

If  there  is  an  overcharge  or  an  undercharge,  as  there  is  not 
infrequently,  the  same  procediu'e  has  to  be  gone  through.  We  have 
to  deduct  or  add  this  tax  to  whatever  change  may  be  made  in  the 
charge,  and  if  it  has  been  reported  to  the  Government  and  paid  to 
the  Government,  we  have  to  then  get  our  refund,  and  not  only  does 
the  forwarding  agent  have  to  go  through  those  computations,  but 
also  the  receiving  agent. 

As  I  said,  expedition  is  the  principal  feature  about  express  service, 
and  the  computation  and  collection  of  this  tax  just  simply  adds  one 
more  straw  to  the  things,  minor  though  they  may  be,  which  go  to 
help  to  upset  things.  If  there  is  some  dispute  over  the  amount  of 
the  tax  or  some  difficulty  in  computing  it,  it  holds  up  the  shipments 
and  it  delays  the  work  of  the  office,     it  is  simply  one  of  those  little 
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things  which  we  should  like  very  much  to  get  rid  of,  and  we  feel  it 
would  be  very  helpful  to  the  shipper  also  to  be  rid  of  it. 

I  think  that  gives  you  in  a  few  words  what  our  situation  is  and 
that  we  should  like  to  have  the  whole  tax  taken  off  of  express 
transportation. 

The  sales  tax,  as  it  stands  now,  is  based  on  the  sale  of  goods,  wares, 
or  merchandise.  I  have  in  the  past  seen  some  bills  pm-porting  to  be 
sales-tax  bills  which  were  so  broad  that  they  might  be  construed  to 
cover  service  of  many  kinds,  including  our  service,  and  we  should 
like  to  have  that  borne  ill  mind  in  drafting  a  bill  of  that  kind,  that 
the  language  be  not  so  broad  that  the  tax  oe  placed  on  our  service,, 
even  though  the  other  one  be  repealed. 


INSURANCE  TAX. 

STATEMENT  OF  A.  B.  FOBBEST,  VICB  PBESIDENT  AND  GENBBAI* 
MANAOEB  NOBTH  AMEBIC  AN  ACCIDENT  INSUBANOB  CO.,  CHI- 
CAGO, ILL. 

Mr.  Forrest.  I  represent  what  is  known  as  Health  and  Accident 
Underwriters'  Conference  Committee,  of  about  90  companies  engaged 
in  a  business  commonly  known  as  industrial  health  and  accident 
insurance. 

Senator  McCumber.  Where  is  your  residence  ? 

Mr.  Forrest.  My  residence  is  Chicago.  It  is  a  business  devoted 
to  writing  insurance  on  workingmen  pnncipallY,  and  I  am  sent  here 
to  ask  for  the  repeal  of  section  503  of  internal  revenue  law  of  1917. 
Mr.  Estes  will  present  the  brief  in  respect  to  all  of  the  other  sections, 
but  I  wish  to  speak  particularly  about  the  abuse,  or  rather  the  burden 
that  has  been  put  upon  these  companies  dealing  in  what  we  call 
'^  bread  and  butter  insurance,"  through  one  particular  addition  to 
section  503,  which  places  a  20  per  cent  tax  on  the  first  premium 
of  this  insurance. 

I  will  explain  that  the  insurance  is  sold  to  workingmen  in  monthly 
installments;  for  instance,  take  a  risk  at  $1  a  month,  we  would  insure 
him  against  sickness  and  accident.  If  he  had  to  pay  S12,  or  an 
annual  premium,  he  could  not  pay  it,  because  his  pay  comes  in 
monthly  or  weekly  installments. 

Now,  to  place  upon  the  first  month's  premium  a  20  per  cent  tax 
deprives  the  insurance  company  of  the  ability  to  write  the  risks 
because  of  the  expense.  The  1  per  cent  spread  over  the  entire  year 
is  not  so  burdensome,  but  the  20  per  cent  is  impossible,  and  the 
result  has  been  that  the  business,  that  has  been  an  aid  to  the  work- 
ingmen, has  been  decreased  probably  50  per  cent.  The  company 
which  I  represent  and  have  represented  for  over  30  years  has  had 
its  business  of  that  character  reduced  to  50  per  cent  since  this  act 
went  into  eflFect. 

Senator  Walsh.  The  doUar  premium  would  be  20  cents  ? 

Mr.  Forrest.  A  dollar  premium  would  be  20  cents. 

Senator  Walsh.  For  a  year  ? 

Mr.  Forrest.  Yes,  sir;  20  cents  on  $1,  and  no  tax  thereafter. 
But  the  life  of  this  premium  is  short,  and  it  makes  it  prohibitive. 
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Senator  Smoot.  In  other  words,  you  want  that  20  cents  divided 
into  12  payments? 

Mr.  Forrest.  We  see  no  reason  why  the  tax  should  not  have 
heen  1  per  cent  on  that  business,  just  the  same  as  on  the  health  and 
accident  policies  that  are  sold  to  a  banker.  The  banker  can  afford 
to  paj  a  year's  premium,  and  he  is  only  charged  1  per  cent,  but  the 
workmgman  is  charged  20  per  cent  for  his  first  payment,  and  we 
have  to  pay  this  commission  to  get  it,  and  there  is  big  expense  in 

getting  it;  and  if  it  does  not  persist  and  keep  on  pavmg,  then  we 
ave  paid  a  j^eat,  larger  percentage,  and  the  business  will  not  aflFord  it. 

Senator  Sutherland.  One  per  cent  on  the  annual  premium 
would  be  12  cents  ? 

Mr.  Forrest.  Would  be  12  cents,  and  the  average  life  of  that 
insurance  is  7  months,  and  we  are  paying  about  13  cents  more  than 
the  more  fortunate  man  who  can  pay  his  premium  annually.  The 
result  has  been  that  the  companies  of  this  cnaracter,  companies  that 
write  this  character  of  business,  have  departed  from  the  system  and 
have  gotten  into  the  habit  of  forcing  annual  and  semiannual  pay- 
ments; and  now,  when  salaries  are  not  as  lai^e  as  formerly,  we  find 
difficulty  in  malnng  collections. 

Senator  Watson.  What  is  the  maximum  policy  you  write? 

Mr.  Forrest.  In  this  particular  class  ? 

Senator  Watson.  Yes. 

Mr.  Forrest.  $5,000,  and  $200  a  month,  we  will  say.  But  the 
average  policy  would  run  about  $60  a  month — about  $2  a  day. 

Senator  Watson.  What  is  the  tax  on  that  kind  of  a  policy  under 
provisions  of  this  act  ? 

Mr.  Forrest.  The  tax  would  be  40  cents. 

Senator  Sutherland.  What  is  the  premium  ? 

Mr.  Forrest.  The  premium  is  $2. 

Senator  Watson.  The  premium  is  $2  and  the  tax  40  cents  the 
first  month  and  no  tax  thereafter  ? 

Mr.  Forrest.  Forty  cents  the  first  month  and  no  tax  thereafter, 
and  the  business  persists  about  seven  months  and  then  lapses. 

Senator  Smoot.  On  an  average? 

Mr.  Forrest.  On  an  average.  I  am  appealing  only  on  this  one 
point. 

Senator  Watson.  What  is  the  point  you  make  ?  You  want  the 
payment  of  this  tax  distributed  ? 

Mr.  Forrest.  We  want  this  tax  repealed  altogether;  but  I  want 
to  point  out  that  this  has  been  a  hardship  on  the  working  man  who 
buvs  this  price  of  insurance;  that  is  my  entire  point,  and  Mr.  Estes 
will  present  the  figures. 

STATEMENT  OF  P.  M.  ESTES,  PRESIDENT  SOUTHEBN  INDUSTRIAL 
INSURERS'.  CONFERENCE;  ALSO  GENERAL  COUNSEL  LIFE  <fe 
CASUALTY  INSURANCE  CO.  OF  TENNESSEE,  NASI&VILLE,  TENN. 

Mr.  EsTEs.  Mr.  Chairman  and  gentlemen,  my  name  is  P.  M. 
Estes,  of  Nashville,  Tenn.;  and  I  happen  at  this  time  to  be  presi- 
dent of  an  organization  known  as  the  Southern  Industrial  Insurers' 
Conference.  It  is  composed  of  insurance  organizations  that  raiige 
from  Chicago,  111.,  to  Jacksonville,  Fla.  I  am  also  representing, 
in  a  way,  the  Health  and  Accident  Underwriters'  Conference,  com- 


^"  INTERNAL  REVENUE. 

posed  of  about  90  companies  distributed  generally  over  the  United 

nf  k  ^\;f^^T7®'^^^^®^  ^^  ^^®  ^^^^^  ^^  business  that  has  been  spoken 
01  by  Mr.  Forrest— that  is,  commercial  and  ordmary  accident  busi- 
ness, as  well  as  the  industrial  features. 

Our  position  is  this,  Mr.  Chairman,  that  we  seek  the  repeal  of 
section  503  of  the  revenue  act  of  1918.     That  section  of  the  revenue 
act  sought  to  impose  a  special  excise  or  occupation  tax  on  the  busi- 
ness of  insurance  and,  more  than  that,  in  the  very  first  section  it  is 
provided  that  that  tax  should  not  be  passed  on  to  the  consumer 
or  to  the  policyholder,  but  must  be  paid  by  the  company, 
of  icoo*^^  i^  a  survival  or  revival  of  the  Spanish  American  War  act 
O.L  •  ^  ^      "Z  '     ^®  sought  to  raise  funds  for  the  recent  war  emer- 
^ncies  the  chairman  of  the  Ways  and  Means  Committe'e  of  the 
r^l^^^  ^^k.  ^t^U^surance  section  of  the  act  of  1898  and  put  it  in  the 
the  v^®  o\t  ^    ^^  ^^^^  ^®  ^^  ^^*  mindful  of  the  fact  that  in 

inpn^^^f   ^         there  was  no  provision  whereby  constitutionaUy  an 
and  haH        /  ^®  levied,  and  that  if  he  had  had  that  in  mind 

would  ^^i^derstood  that  if  insurance  companies  made  money  they 
would  ^^^  ^  same  income  tax  as  other  classes  of  business  that  step 
legiajof^^^  l^ave  been   taken  in   the  inception  of  this  war-revenue 

the  t^%  ^hian  that,  I  wish  to  call  the  attention  of  this  committee  to 
that  ^\  that  as  soon  as  the  emergency  of  the  war  of  1898  had  passed, 

Tj^j    V  ^as  promptly  repealed. 
ixiji^j^    ®  ^s   a  gross  income  tax.     Moreover,  if  the  company  does  not 
a  nxaf^^^^®^'  ^^*  Chairman,  it  is  a  tax  upon  capital.     It  is  a  tax,  and 
wKetl^^^^^^  one,  as  I  shall  show  you  in  a  moment,  that  must  be  paid 
yo^^^^  ^^^*  the  company  makes  money  or  not ;  and  if  it  fails  to  make 
191 R^^'     as  many  of  these  companies  have  done  during  the  years 
hav    ^^   1920,  owing  to  the  very  disastrous  epidemic  of  ''flu"  we 
?  »  ^^  amounts  to  an  appropriation  of  a  material  part  of  the 

P^tal  of  the  companies  engaged  m  these  lines  of  business, 
^nator  McCumber.  That  is  true  of  all  excise  taxes,  is  it  not  ? 
^1*.  EsTES.  That  is  true  of  all  excise  taxes. 

We  are  not  seeking,  in  asking  the  repeal  of  this  section  503,  to  be 

relieved  of  the   burden  of  taxation.     Our  position  is  this:  That  the 

business  of  insurance  is  a  necessary  and  essential  occupation;  that 

it  is  a  business  that  encourages  thrift  and  economy;  that  insurance 

lies  at  the  basis  of  credit;  that  it  is  necessary  for  the  protection  of  the 

homes  of  the  people  during  the  sickness  of  the  head  of  the  famih^,  or 

in  the  event  of  his  death,  and  those  things  that  apply  to  all  classes  of 

insurance  apply  particularly  to  industrial  insurance,  because  these 

people  very  seldom  have  anything  but  these  contracts  of  insurance  in 

which  they  invest  from  week  to  week  their  small  savings. 

With  respect  to  this  class  of  business,  may  it  please  the  committee, 
I  wish  to  point  out  also  the  facts  that  in  our  own  minds  there  is 
no  similar  class  of  business  that  pays  an  excise  tax.  We  think  that 
our  class  of  business,  in  other  words,  the  insurance  business — and  so 
far  as  I  am  concerned  I  would  like  to  speak  for  all  of  them  in  this 
respect — that  we  assimilate  ourselves  more  particularly  to  the  busi- 
ness of  a  trust  company  or  of  a  bank  than  of  any  other  class  of 
business. 

So  far  as  I  know  there  is  no  commercial  occupation,  there  is  no 
manufacturing  business,  there  is  no  banking  business  that  pays  an 
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excise  tax.  I  except  from  that,  of  course,  those  lines  of  business 
that  are  in  the  way  of  luxuries  or  in  the  nature  of  manufacturing  of 
tobacco  and  of  pool  tables,  and  things  of  that  character.  But  outside 
of  those  matters  of  luxuries,  and  also  the  lines  of  business  like  those 
who  employ  child  labor,  where  the  tax  is  put  on  for  the  purpose  of 
being  prohibitive,  there  is  no  other  class  of  business  of  the  stability 
and  of  the  character  of  the  insurance  business,  an  essential  and 
necessary  occupation,  that  is  used  for  the  purpose  of  the  protection 
of  credit  and  of  the  home  and  for  the  encouragement  of  tnrift,  that 
bears  a  special  excise  tax. 

If  the  committee  will  pardon  me  just  a  moment — I  will  consume 
but  a  few  minutes — I  would  like  to  read  an  authority  upon  that 
subject.  Vice  President  Coolidge,  in  a  recent  address  on  the  subject 
of  advantages  of  insurance  organizations,  said : 

There  is  one  thinpf  I  want  to  congratulate  you  upon,  and  that  is  the  fact  that  in  spite 
of  the  conditions  of  the  rise  in  price  of  everything  else,  the  price  of  life  insurance  te- 
mains  where  it  was  before  the  war.  I  don't  know  how  you  are  able  to  accomplish 
that.  I  almost  doubt  if  you  do  justice  to  yourself  and  to  those  who  are  engaged  in 
the  promotion  of  that  great  enterprise  to  continue  on  the  present  basis,  but  at  least 
it  shows  that  you  have  maintained  a  most  patriotic  attitude  toward  your  dealings 
with  the  public,  that  you  have  been  able  to  supply  them  with  what  we  regard  now 
almost  as  an  absolute  necessity  at  tlto  same  rate  at  which  they  could  have  secured  it 
before  the  war,  and  prior  to  the  great  advances  in  everything  else. 

That  was  another  point  that  I  desired  to  point  out  to  the  com* 
mittee,  the  fact  that  m  the  year  1918,  in  addition  to  the  difficulties 
of  the  cost  of  operating  their  business  which  had  risen,  on  practically 
the  same  scale  as  the  cost  of  operation  of  all  other  kinds  of  business^ 
that  we  had  a  great  epidemic  oi  influenza,  of  which  400,000  or  500,000 
people  in  the  Unitea  States  died,  and  a  great  many  were  sick,  to 
whom  payments  had  to  be  made  weekly  hj  these  companies.  And  in 
the  year  1920  they  were  visited  by  a  siinilar  epidemic,  not  so  great 
in  the  matter  of  mortality,  but  equally  destructive  to  the  finances 
of  these  organizations  in  tne  matter  of  sickness,  because  practically 
the  same  number  of  people  were  sick  in  1920  as  in  1918. 

Senator  Watson,  i  ou  say  this  20  per  cent  tax  is  not  passed  on  to 
the  insured,  but  is  paid  to  the  company  ? 

Mr.  EsTEs.  It  is  required  by  the  law  to  be  paid  to  the  insurer,  and 
not  only  as  a  matter  of  law  but  it  is  a  matter  of  necessity. 

Senator  Watson.  I  want  to  get  at  this,  then:  Since  the  imposition 
of  this  tax,  you  have  not  increased  premiums  ? 

Mr.  EsTES.  Not  at  all.  These  taxes  in  the  industrial  business  are 
as  generally  understood,  in  multiples  of  5  cents;  that  is  the  way  the 
insurance  is  written.  You  do  not  write  it  as  in  the  ordinary  policies 
where  the  imit  is  a  thousand  dollar  policy,  but  this  is  5  cents,  and 
even  though  the  law  permitted  it,  it  would  be  impracticable  to  add 
a  fraction  to  a  weekly  premium,  and  it  has  not  been  done,  either  in 
the  case  of  these  industrial  companies  nor  in  fact  in  the  case  of  any 
other  character  of  insurance  have  the  rates  been  raised;  certainly 
they  have  not  in  the  case  of  accident  insurance,  and  in  the  case  of 
fire  very  little,  if  any. 

Senator  Walsh.  Do  you  know  what  the  Government  receives 
from  this  tax  ? 

Mr.  EsTEs.  Yes,  sir. 

Senator  Curtis.  Fire  insurance  has  been  raised  ? 
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Mr.  EsTEs.  They  added  a  little  expense  item  to  it,  I  believe.  This 
tax  amounted  to  $18,421,754.01. 

Senator  Walsh.  For  what  year  ? 

Mj.  Estes.  I  read  from  the  annual  report  of  the  CJonamissioner  of 
Internal  Revenue  for  the  fiscal  year  endmg  June  30,  1920,  on  pages 
66  and  67. 

Senator  Smoot.  That  is  the  year  1919  business;  that  is,  the  fiscal 
year  1920? 

Mr.  Estes.  Yes,  sir.  As  I  understand  it,  June  30, 1919,  to  June  30, 
1920,  is  the  period  covered. 

Senator  Smoot.  The  taxes  are  paid  in  calendar  years  instead  of 
fiscal  years,  so  that  would  be  the  year  1919  ? 

Mr.  Estes.  1919;  I  accept  that  statement  as,  of  course^  entirely 
correct. 

We  do  not  think  that  is  such  a  material  item,  so  far  as  the  gen- 
eral revenues  of  the  Federal  Government  are  concerned,  that  it  would 
furnish  any  argument  whatever  from  the  standpoint  of  necessity  for 
its  retention.  We  are  not  asking  for  reUef  from  the  burden  of  tax- 
ation. If  this  act  is  repealed,  we  stand  where  all  other  Icjgitimate 
classes  of  business  do;  we  pay  whatever  income  taxes  are  levied  upon 
banks,  trust  companies,  or  any  other  companies  of  that  nature. 

Although  it  is  not  so  material,  so  far  as  the  Government  is  con- 
cerned, as  we  think  we  can  justly  insist,  it  is  most  material  so  far  as 
the  insurance  companies  are  concerned,  and  in  what  I  have  to  say  I 
refer  particularly  &  the  claas  of  companies  I  personaUy  represent,  Jke 
weekly  benefit  companies. 

I  have  their  statements.  I  asked  that  they  should  give  me  the 
amount  this  tax  alone,  the  occupation  tax,  bears  to  the  percentage 
of  combined  capital  and  surplus:  Provident  Life  &  Accident,  Chatta- 
nooga, 9^  per  cent;  in  other  words,  this  tax  alone  took  an  amount 
equal  to  9^  per  cent  of  the  capital  and  surplus  of  that  company. 

Industrial  Health  &  Insurance  Co.,  of  Atlanta,  Ga.,  amounted  to 
14  per  cent. 

The  Durham  Life  Insurance  Co.,  of  Raleigh,  N.  C,  15.81  per  cent 
of  the  capital  and  surplus  of  that  company  was  required  to  pay  this 
occupation  tax  alone. 

In  the  case  of  the  National  Life  &  Accident,  Nashville,  7.07  per 
cent,  and  so  on. 

Senator  Sutherland.  How  do  you  account  for  the  wide  difference 
in  the  percentage  ? 

Mr.  Estes.  It  ^rows  out  of  this  fact,  that  some  companies  push 
their  business  wim  more  vigor  than  others;  as  has  been  stated  by 
Mr.  Forrest,  this  is  a  business  that  lapses  largely,  and,  of  course,  the 
more  vou  push  the  business  the  greater  your  lapse  ratio  is  going  to 
be.  As  a  matter  of  fact,  during  the  year  practically  80  per  cent  of 
this  business  lapses.  It  is  being  written  on  the  industrial  class  of 
the  population,  and  they  are  more  or  less  careless  in  the  maintenance 
of  their  obligations. 

It  is  a  tax  that  we  say  operates  unequally  so  far  as  our  class  of 
business  and  other  classes  of  business  are  concerned.  Also  within 
the  compass  of  the  same  tax  it  operates  unequally  upon  the  various 
lines  of  insurance,  and  I  do  not  know  of  any  system  oi  calculation  by 
which  it  can  be  made  to  operate  more  equally.    • 
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I  am  not  here,  of  course,  for  the  purpose  of  insisting  that  any  other 
class  of  insurance  should  pay  more;  1  am  here  for  the  purpose  of 
saying  that  the  whole  thin^  should  be  wiped  out.  But  I  have  figures 
to  show  that  in  the  particSar  case  of  my  own  companies;,  composing 
the  Southern  Industrial  Insurers*  Conference,  that  this  tax  amounts 
to  $1  per  annum  on  each  $54.65  of  our  capital  assets.  When  you 
take  the  ordinary  life  insurance  companies,  it  takes  only  $1  out  of 
$3,132.29  of  theu*  assets.  In  other  words,  from  the  standpoint  of 
assets  we  pay  55  times  as  much  as  these  other  lines  of  insurance. 

We  can  not  pass  the  tax  on.  We  have  to  pay  it.  It  is  a  very 
great  burden,  so  far  as  we  are  concerned;  and,  m  conclusion,  I  wish 
to  submit  a^ain  to  the  committee  that  in  the  case  of  a  necessary  and 
an  essential  industry  of  this  character  certainly  no  exigency  exists 
at  this  time  that  should  require  or  really  permit  its  continuance. 

Senator  Sotherlakd.  I  understood  Mr.  Forrest  to  say  that  be- 
cause this  tax  would  be  put  in  the  first  monthly  premium  a  good 
deal  of  business  had  been  lost. 

Mr.  Forrest.  That  relates  to  another  branch.  Mr.  Estes  is  talk- 
ing particularly  about  the  weekly  payment  life  and  accident,  and  I 
rcM^sent  the  monthly  payment  nealth  and  accident,  which  does  not 
include  life. 

Senator  Sutherland.  You  pass  yours  on,  then,  to  the  insured  ? 

Mr.  Forrest.  No,  sir;  we  are  obliged  to  pay  it. 

Senator  Sutherland.  Well,  you  have  not  increased  your  rates, 
then  ? 

Mr.  Forrest.  No;  there  has  been  no  increase  in  rates,  but  we  have 
been  obliged  to  give  up  the  monthly  collection  and  endeavor  to  collect 
annually  or  semiannually  in  order  to  enjoy  the  1  per  cent  rather  than 
the  20  per  cent  of  the  first  payment. 

Senator  Watson.  Have  you  a  greater  number  of  lapses  now  than 
you  had  before  this  tax  was  imposed  ? 

Mr.  Forrest.  Not  when  we  get  the  annual  payment;  but,  for  in- 
stance, in  1916  we  wrote,  I  believe,  60,000  risks. 

Senator  Curtis.  How  many  lapses  ? 

Mr.  Forrest.  I  do  not  know  how  many  lapses.  In  1920  we  wrote 
20,000  in  all. 

Senator  Watson.  Of  course,  you  do  not  attribute  that  to  this  tax, 
that  falling  off  ? 

Mr.  Forrest.  We  attribute  it  to  the  fact  that  this  tax  obliged  us 
to  abandon  that  monthly  payment  system,  and  I  am  informed  that 
other  companies  have  done  the  same. 

STATEMENT    OF  H.   L.   EKEBN,    OHICAaO,    ILL.,  BEPBESENTINO 
VARIOUS  MTTTITAL  INSUBANCE  COMPANIES. 

Mr.  EcEBN.  Mr.  Chainnan,  I  represent  to  a  small  extent  the  same 
kind  of  insurance  as  has  been  discussed  here,  but  to  a  larger  extent 
I  represent  the  farmers'  companies  throughout  the  United  States. 
I  represent  the  National  Association  of  Mutual  Insurance  Companies, 
which  includes  more  than  550  of  the  mutual  insurance  companies 
throughout  the  United  States.  We  have  companies  in  every  State 
in  the  Union.  The  total  number  of  these  mutual  companies  in  the 
United  States  is  about  2,400.     There  are  290  farmers'  mutual  com- 
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panies  in  the  State  of  Illinois  alone.  Nearly  all  of  the  larger  ones  are 
m  our  association.  I  also  represent  the  f'ederation  of  Mutual  Fire 
Insurance  Companies,  which  is  an  organization  of  the  larger-class 
mutuals,  likd*  the  millers,  the  lumbermen,  the  hardware  deaJerSy 
and  the  general  writing  mutual  fire  insurance  companies.  I  also 
represent  the  National  Association  of  Mutual  Casualty  Companies, 
which  is  an  organization  of  25  of  the  large  workingmen's  compensa- 
tion mutual  companies  which  operate  principally  tnroughout  the  in- 
dustrial States.  I  also  represent  the  Association  of  the  Automotive 
Mutual  Insurance  Companies,  which  numbers  over  40  companies. 

First,  I  want  to  speak  particularly  with  regard  to  the  effect  of 
section  503  on  our  larm  mutual  companies.  That  has  been  the 
source  of  a  good  deal  of  annoyance  to  the  Treasurer  Department, 
and  I  think  I  can  fairly  say  to  the  companies.  The  situation  is  Uiis: 
The  companies,  which  do  not  collect  any  interest  income  from  any 
source  other  than  a  working  balance  in  bank  and  interest  on  Liberty 
bonds  which  were  bought  for  patriotic  purposes,  do  not  pay  any  tax 
at  all.  These  companies  are  exempt  under  paragraph  10  of  section 
231.  The  moment  a  farm  company  receives  a  dollar  in  interest  on 
a  mortgage  or  in  rental  from  a  part  of  its  home  office  building,  it 
becomes  subject  to  the  income  tax.  In  practice,  of  course,  it  does  not 
pay  an  income  tax  because  the  deduction  relieves  it  of  the  income 
tax.  However,  the  fact  that  it  becomes  subject  to  the  income  tax 
makes  it  immediately  subject  to  the  premium  tax  under  section  503* 
This  has  the  unfortunate  effect  of  tending  to  discourage  the  accumu- 
lation of  assets  by  these  companies.  Thus,  a  company  which  has  an 
income  from  its  policyholders  of  $10,000  is  compelled  to  pay  a 
premium  tax  of  $100  imder  section  503  the  moment  it  has  an  interest 
mcome  of  $50  from  a  mortgage,  while  a  like  company  which  does 
not  have  interest  income  pays  no  premium  tax. 

We  ask  for  the  repeal  of  tms  premium  tax,  the  repeal  of  section  503 

The  mutual  companies  are  striving  to  put  themselves  on  the  most 
sound  and  solvent  basis.  That  can  not  be  done  unless  these  com- 
panies are  encouraged  in  the  accumulation  of  surplus  funds  and 
assets.  If  they  are  to  be  encouraged  to  accumulate  funds,  they 
must  also  be  encouraged  to  invest  these  funds.  The  practical  opera- 
tion of  this  law  is  to  discourage  such  accumulation.  This  tends  to 
place  these  companies  on  a  very  unstable  basis.  That  applies,  of 
course,  principally  to  the  farm  companies. 

Mr.  Estes  has  made  the  argument  that  this  insurance  premium 
tax  is  a  tax  on  a  necessitv.  Insurance  is  the  only  necessity  which  is. 
subjected  to  this  kind  of  a  specific  tax.  We  urge  that  section  503 
should  be  wiped  out  as  to  aU  companies. 

In  order  to  make  the  record  clear,  I  want  to  say  that  insurance 
companies  did  increase  their  rates  in  fire  insurance  as  a  result  of  this 
tax.  When  the  tax  was  imposed  the  bureaus  making  these  insurance 
rates  throughout  the  United  States  qtlite  generally  added  a  surcharge 
of  10  per  cent  to  the  then  existing  prenuums.  That  surcharge  waa 
collected  for  about  a  year. 

Senator  Curtis.  Some  of  them  added  much  more  than  that,  did 
they  not  ? 

Mr.  Ekern.  I  think  in  one  State  there  was  a  larger  percentage 
added. 

Senator  Dillingham.  That  was  not  Kansas,  I  hope. 
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Mr.  Eksrn.  It  was  not  Kansas;  but  in  one  of  the  other  States  I 
am  informed  a  lai^er  percentage  was  added.  Throughout  most  of 
the  United  States  uiis  10  per  cent  was  added  and  collected,  and  the 
official  report  of  the  superintendent  of  insurance  of  New  York  states 
that  during  the  period  of  about  a  jrear  New  York  City  alone  paid 
more  than  <3;000,000  for  that  addition. 

It  should  be  said  that  the  insurance  companies  at  the  time  this 
tax  was  put  on  figured  that  they  would  have  increased  expensea 
because  of  the  increased  cost  of  everything  else.  In  fact,  the  increade^ 
in  volume  of  premiums  waa  so  CTeat  that  I  think  all  concerned  were 
satisfied  afterwards  that  it  would  not  have  been  necessary  to  put  on 
the  addition  to  the  rate. 

There  is  no  doubt  that  in  the  long  run  this  premium  tax  is  added 
to  the  cost  to  the  policyholder.  It  can  not  be  otherwise.  Even  in 
t^e  health  and  accident  business  the  companies  are  less  liberal  in 
granting  additional  privileges  and  benefits  to  their  policyholders.  In 
the  fire  and  casualty  insiu'ance  business  the  rates  are  made  by  sched- 
ules, and  these  provide  for  additions  for  taxes.  These  schedules 
take  into  account  specifically  the  taxes  which  have  to  be  paid  by  the 
companies.  These  taxes  are  ultimately  saddled  on  the  man  who 
buys  and  pays  for  the  insurance. 

The  worst  part  of  it  is,  perhaps,  the  fact  that  the  cost  of  collecting 
this  tax  through  the  companies  burdens  the  policyholder  with  an 
excessive  expense  for  the  collection.  The  average  expenses  of  the 
casualty  ana  the  fire  insurauce  companies  run  apout  40  per  cent  of 
the  premiums.  In  other  words,  if  a  dollar  is  collectea  from  the 
policyholder,  about  40  per  cent  is  used  for  expenses  and  about  60  per 
cent  remains  to  pay  losses.  The  money  collected  as  a  tax  to  be  paid 
the  Government  is  handled  in  exactly  the  same  way.  When  an 
insurance  company  collects  SI  from  the  policyholder  to  be  used  to 
pay  this  tax,  40  cents  goes  for  expenses  ana  60  cents  remains  available 
to  apply  to  the  tax.  This  means  that  for  every  dollar  paid  the 
Government  in  a  premium  tax  the  fire  and  casualtv  insurance  com- 
panies on  the  average  collect  from  the  policyholders  $1.67.  lliat 
results  in  a  very  wasteful  expense  for  the  purpose  of  collecting  this  tax. 

The  Treasury  Department  spends  only  50  cents  for  each  $100 
collected  by  it  in  taxes  of  all  kmds,  most  of  which  are  paid  by  the 
taxpayers  directly  into  the  Treasury.  In  the  case  of  the  insurance 
premium  tax  the  policyholders  pay  the  insurance  companies  on  the 
average  for  each  $100  of  tax  to  the  Govemm'ent  an  added  $67  for 
collection  expense,  making  each  $100  i  tax  cost  the  poUcvholders 
$167.  It  seems  to  us  that  it  is  a  very  uneconomical  tax  whicn  should 
not  be  continued  when  the  emei^encv  of  war  has  passed. 

It  has  also  been  developed  by  the  committee,  which  has  been 
investigating  marine  insurance,  that  any  tax  of  this  kind  tends  to 
discoura£:e  the  development  of  American  marine  insurance  and 
drives  tEis  insurance  across  the  water.  There  is  no  doubt  about 
that.  If  we  are  going  to  develop  American  insurance  to  the  extent 
that  it  ought  to  be  developed  m  connection  with  our  commerce, 
clearly  the  business  must  be  relieved  from  a  tax  which  makes  com- 
petition with  foreign  companies  impossible. 

It  might  be  urged  in  behalf  of  tnis  tax  that  it  is  a  tax  ^at  is  com- 
monly applied  in  the  different  States.    That  is  the  one  thing  that  the 


\ 


612  INXfiKNTALr  BEVEKUE. 

report  of  this  committee  of  Congress  objects  to;  in  that  the  premiuin 
tax  applied  by  the  States  operates  to  prevent  the  development  of 
American  insm*ance  for  marine  purposes  and  for  insurance  abroad. 

It  would  be  a  very  unfortunate  tning  if  now  that  the  emergencyis 
over  it  shoiild  be  found  necessary  to  continue  this  premium  tax.  We 
are  asking  in  behalf  of  all  the  associations  that  I  represent  for  the 
repeal  of  section  503.  That  does  not  mean  that  we  are  asking  to  be 
relieved  of  taxation.  I  assume  that  in  any  plan  that  will  be  worked 
oiit  for  the  revision  of  the  internal  revenue  act  some  sort  of  an  income 
tax  or  corporation  tax  will  be  continued^ 

The  practice  abroad  is  to  levy  these  taxes  on  insurance  companies 
upon  profits,  and  there  is  no  reason  why  insurance  companies  should 
not  be  taxed  on  their  income  and  profits  exactly  as  other  corpora- 
tions. A  suggestion  was  made  here  just  a  moment  f^o  which  I  want 
to  reiterate,  namely,  that  insurance  companies,  after  all,  are  merely 
trustees  receiving  aeposits  of  their  policynolders,  exactly  like  a  baxLk, 
to  be  applied  from  time  to  time  to  the  payment  of  losses,  somewhat  as 
deposits  are  withdrawn  from  a  bank.  Clearly  these  deposits  ought 
not  to  be  taxed,  and  the  polic^older  should  not  be  singled  out  for 
an  extraordinary  tax  upon  this  necessity  just  because  he  prudetutly 
protects  himself,  his  family,  and  his  business  by  insurance. 

Senator  Jones.  Just  before  you  take  your  seat;  you  made  one 
statement  there  that  impresses  me  very  strongly,  if  I  understood  you 
correctly,  and  I  should  like  to  be  sure  that  I  £a  understand  you  cor- 
rectly. Is  it  a  fact  (hat  it  cost  $66  to  collect  a  SlOO  of  tax  i^on  your 
insurance  companies  ? 

Mr.  Ekebn.  That  is  the  average  for  the  United  States.  Our  in- 
surance companies,  the  mutual  companies,  vary  a  great  deal  in  their 
expenses.  We  have  one  company  that  has  an  expense  ratio  as  low 
as  $4  per  $100.  We  have  others  that  run  as  high  as  the  average  of 
the  general  business  throughout  the  United  States,  $40  per  $100. 
Obviously,  if  out  of  each  $100  collected  from  the  policyholders  $40  is 
used  for  expenses,  only  $60  will  be  left  for  other  purposes.  The  same 
ratio  applies  to  the  money  collected  for  the  tax,  and  $40  used  for 
expanses  is  66§  per  cent  of  the  $60,  which  remains  to  be  applied  to 
the  tax. 

Senator  Jones.  Then,  the  people  who  contribute  to  the  support 
of  those  companies  get  back  only  in  benefits  something  like  35  or  40 
per  cent  of  their  contributions  ? 

Mr.  Ekern.  They  g^t  back  60  per  cent,  40  per  cent  goes  for  ex- 
penses and  that  leaves  60  per  cent  for  the  purposes  for  which  the 
money  is  paid  in. 

Senator  Jones.  Where  did  the  $66  idea  come  in )  I  do  not  quite 
understand  that. 

Mr.  Ekern.  If  you  collect  $100  and  vou  use  $40  for  expenses  you 
have  $60  left  for  the  purposes  for  which  the  money  is  collected.  If 
you  want  to  have  $100  left  you  would  have  to  collect  $166.67  to 
permit  taking  out  40  per  cent  of  the  amount  collected  for  expenses. 

Senator  Watson.  Axe  all  these  companies  that  you  represent 
affected  in  the  same  way  and  to  practically  the  same  extent  by  that 
section  ? 

Mr.  Ekebn.  They  are  affected  in  the  payment  of  the  tfix.  Of 
course,  the  unfortunate  experience  I  cited  with  regard  to  the  farm 
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companies  is  mora  exaggerated  with  tlue  farm  eompames  than,  with 
the  larger  companieB;  but  the  natural  tendency  in  all  companies  is 
to  dideourage  the  business  at  insurance. 

Senator  DiujkgAam.  This  arerage  expense  is  larger  in  the  small 
companies  than  in  the  laiger  eompanies,  is  it  not  i 

Mr.  ExiElCN.  It  is  in  these  very  small  ones,  yes,  certainly.  I  would 
^e,  Mr.  CSiairman,  if  I  may  have  permission^  to  file  a  memorandum 
on  this  subject. 

Senator  McCctmbeb.  You  may  do  so  and  make  it  a  part  of  your 
testimony. 

Senator  Jones.  I  would  like  to  ask  what  it  is  that  makes  it  so 
expensive  to  collect  that  money  from  those  companies.  You  pay 
25  per  cent,  I  believe  you  said,  or  thereabouts,  for  oringing  the  busi- 
ness in  to  the  companies.     Is  that  correct  1 

Mr.  Ekern.  Let  me  make  this  clear.  In  speakrrip  of  this  average 
expense  of  about  40  per  cent  I  am  speaking  of  the  m*e  and  casualty 
business  generally.  1  am  not  speaking  specifically  of  the  business 
that  Mr.  Forrest  and  Mr.  Estes  talked  about;  that  is,  of  the  health 
and  accident  business  on  the  weekly  or  monthly  basis. 

Senator  Dillingham.  Nor  are  you  speaking  of  the  large  life 
insurance  companies  ? 

Mr.  Ekern.  No;  not  in  that  connection,  I  am  speaking  of  casu- 
alty business,  workmen's  compensation  liability  insurance,  and  other 
kinds  of  insurance  transacted  m  connection  with  the  general  casualty 
lines  and  of  fire  insurance. 

Senator  Jones.  Why  should  it  be  necessary  to  have  that  business 
so  expensive  in  its  operation?  Can  not  some  plan  be  devised  to 
make  insurance  a  little  cheaper  to  the  people  of  the  country  f 

Mr.  Ekern.  The  answer  to  that.  Senator,  I  think,  is  this,  that 
people  do  not  seek  insurance.  As  a  rule,  especially  in  life  insurance, 
and*  it  is  true  in  most  kinds  of  casualty  insurance  and  until  recently 
in  fire  insurance,  insurance  has  to  be  sold. 

Senator  Watson.  It  is  gotten  through  the  agents  ? 

Mr.  Ekern.  It  is  gotten  through  the  agents,  and  the  most  effective 
machinery  that  has  oeen  devised  yet  is  to  have  the  agent  go  to  the 
people  and  sell  it  to  them,  and  that  costs  money. 

Senator  Watson.  Have  you  never  had  one  of.  them  operate  on 
you,  Senator  Jones  ? 

Senator  Jones.  Oh,  yes;  I  have  been  a  victim. 

Mr.  Estes.  Senator,  this  $18,000,000  that  this  act  now  realizes 
will  not  be  a  total  loss  to  the  Government  for  the  reason  that  as  these 
companies  pay  income  tax  they  would  pay  an  income  tax  on  all  of 
these  portions  that  are  retainea  in  their  treasury  by  reason  of  being 
saved  from  the  operation  of  section  503.  For  example,  in  some  of 
the  companies  I  spoke  of  that  pay  out  of  their  capital  and  surplus 
as  high  as  17  per  cent,  when  they  come  to  make  their  income  tax 
returns  they  would,  of  course,  pay  whatever  the  prevailing  rate  of 
income  tax  was  upon  that  17  per  cent,  in  addition  to  such  other 
earnings  as  they  might  have.  So  the  $18,000,000  will  not  be  lost  to 
the  Government. 

Mr.  Ekern.  One  of  the  gentlemen  suggests  a  possible  misinterpre* 
tation  of  a  statement  that  I  made,  that  in  this  health  and  acciaent 
business  the  policyholders  might  be  treated  less  liberally  because  of 
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the  tax.  That  is  correct,  but  I  did  not  mean  to  give  the  impression 
that  this  would  be  the  case  in  the  settlement  of  claims.  It  is  the 
purpose  and  intention  and  practice  of  these  health  and  accident  com- 
pames  all  the  time  to  liberaUze  their  poUcies.  It  has  been  very  in- 
teresting to  me  to  note  how  much  the  companies  have  liberalized 
their  policies,  how  much  more  hberal  these  now  are  than  before. 
Any  tax  of  this  kind  necessarily  tends  to  restrict  that  hberalization 
of  the  contracts.  It  does  not  affect  the  settlement  according  to  the 
terms  of  the  contracts. 


TAX  ON   BEVERAGES. 

BOTTLED  SOFT  DRINKS. 

STATEinsm?  OF  JAMES  VE&NOB,  JB.,  DETROIT,  MICH.,  BEPBB- 
SENTING  THE  AMEBICAN  BOTTLEBS  OE  CABBONATED  BEVEB- 
AGES. 

The  Chairman.  What  does  your  firm  do? 

Mr.  Vernor.  It  bottles  ginger  ale. 

The  Chairman.  What  do  you  call  your  brand  of  ginger  ale? 

Mr.  Vernor.  Vernor's  Ginger  Ale. 

The  Chairman.  Will  you  state  briefly  to  the  committee  your  views 
on  the  matter  ? 

Mr.  Vernor.  I  shall  be  very  glad  to. 

First  of  all,  I  would  like  to  say  that  this  organization  represents 
about  14,000  bottling  plants  in  the  United  States.  We  represent  the 
bottling  plants  that  are  covered  by  that  section,  No.  628,  providing 
for  a  tax  of  10  per  cent ;  that  is,  the  bottling  plants  that  bottle  birch 
beer,  ginger  ale,  and  the  cola  drinks,  and  all  that  sort  of  thing. 

There  is  one  thing  that  I  would  like  to  call  your  attention  to,  and 
that  is  that  practically  90  per  cent  of  those  plants  are  small  plants 
with  an  invested  capital  of  under  $5,000.  They  are  not  plants  of  any 
size,  and  I  think,  under  the  ordinary  rules  of  taxation,  they  are  plante 
that  should  be  practically  exempt  on  account  of  the  small  amount  of 
business  they  do. 

We  are  not  at  all  interested  in  the  cereal  beverage  end  of  section 
628.  We  are  not  representing  that  end  of  it  at  all.  Neither  are  we 
representing  any  sirup  interests.  We  are  representing  the  actual 
bottlers  of  the  beverages. 

I  would  like  to  separate  in  the  minds  of  the  committee  the  idea 
that  I  think  has  applied  that  the  business  is  a  tremendously  profit- 
able one.  We  are  not  in  the  sirup  business.  There  are  certain 
sirup-manufacturing  concerns  in  the  United  States  that  have  ap- 
parently made  quite  a  lot  of  money  in  the  past  few  years.  They 
sell  that  sirup  to  the  small  bottlers  around  the  coimtry,  and  it  is  those 
small  bottlers  who  are  paying  the  tax. 

The  Chairman.  Do  most  of  the  bottling  concerns  make  the  bever- 
ages which  they  bottle,  or  do  they  bottle  for  some  manufacturer  of 
the  beverages? 

Mr,  Vernor.  I  would  say  that  probably  one-third,  possiblyT-now 
I  am  making  a  guess  for  you — 1  would  say  that  one-third  of  the 
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bottling  plants  to  one  half  probably  buy  the  sirup  from  various 
sirup  manufacturers  and  then  put  the  beverage  into  bottles.  They 
simply  perform  the  mechanical  labor  of  putting  it  in  the  bottles. 

Tne  Chairman.  And  putting  the  water  in  ? 

Mr.  Vernor.  Yes.  sir ;  the  carbonated  water.  The  other  half  make 
the  beverage  probaoly  right  from  the  base ;  that  is,  they  start  witii 
the  raw  materials,  such  as  extracts,  etc. 

The  Chairman.  Do  you  make  the  ginger  ale  as  well  as  bottle  it?  . 

Mr.  Vernor.  Yes,  sir, 

The  Chairman.  Proceed,  Mr.  Vernor. 

Mr.  Vernor.  I  just  wanted  to  separate  in  vour  mind  the  difference 
between  the  sirup  manufacturers  and  the  bottlers;  because  if  this 
tax  was  originally  aimed,  as  I  think  it  was,  at  some  of  the  big  sirup 
manufacturers,  it  was  aimed  wrongly  to  tax  them,  because  it  does  not 
apply  to  them  but  to  the  bottlers  that  bottle  the  drink  later  on. 

There  is  in  the  minds  of  a  few  the  idea  that  this  industry  ought 
possibly  to  gay  the  tax  on  account  of  prohibition.  I  think  tnat  is  a 
very  wrong  impression.  In  fact,  I  know  it  is  from  a  practical  stand- 
point, because  while  you  raised  practically  $300,000,000  from  liquor 
taxes  in  the  years  before  prohibition  took  effect,  our  total  industry 
only  does  a  gross  business  of  about  $140,000,000  to  $150,000,000.    Our 

fross  business  is  less  than  one-h*felf  of  the  taxes  collected  before  pro- 
ibition. 

The  Chairman.  Has  the  consumption  of  these  carbonated  bever- 
ages increased  since  prohibition  became  effective? 

Mr.  Vernor.  I  would  not  say  so ;  no,  sir.  I  would  not  say  so  for 
this  reason,  that  while  some  beverages  might  have  increased  in  con- 
sumption, a  great  number  of  bottling  plants  over  the  country  did 
business  through  the  saloons  and  through  the  bars,  and  the  minute 
they  were  closed  to  them  they  ceased  doing  business. 

If  I  might,  Mr.  Chairman,  I  would  like  to  set  another  impression 
before  the  minds  of  the  committee.  The  big  bulk  of  the  bottling  busi- 
ness that  is  subject  to  the  10  per  cent  tax  is  what  we  have  always  tried 
to  make  and  what  has  always  been  the  5-cent  bottle.  Some  of  you 
gentlemen  buy  a  bottle  of  ginger  ale  in  a  hotel  or  on  a  railroad  train 
and  pay  40  to  50  cents  for  it,  but  the  ginger  ale  and  soft  drinks  that 
are  sola  over  the  country  at  these  exorbitant  prices  are  only  a  small 
fraction  of  the  production.  The  sale  of  that  kind  of  soft  drinks  is 
largely  at  the  little  country  stores,  where  they  open  up  a  bottle  and 
sell  it  to  the  consumer,  and  it  has  always  been  sold  for  a  nickel. 
It  is  on  account  of  the  nickel  drink  that  this  tax  has  worked  such  a 
hardship  to  us  at  the  present  time. 

You  have  asked  if  there  is  an  increase  in  consumption  of  soft 
drinks.  I  might  say  that  in  1920,  the  year  closing  with  June  80, 1920, 
the  Treasury  collected  about  fourteen  million  six  hundred  and  some 
odd  thousand  dollars  from  our  tax,  but  in  December,  1920,  they 
collected  a  hundred  and  eleven  thousand  dollars  less  than  they  did  in 
the  preceding  December.  In  January,  1921,  they  collectecf  $200,000 
less  than  they  did  in  the  same  month  of  the  year  previous,  and  in 
February  $60,000  less.  In  March  they  collected  a  hundred  and  eighty 
thousand  dollars  less  than  in  the  year  previous. 

Taking  it  as  a  10  per  cent  tax,  that  means  in  that  particular  four 
months  period,  which  is  the  winter  period,  the  volume  of  that  par- 
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ticular  industry  shrunk  five  atid  a  half  million  dollars  over  the  pl«- 
ceding  vear. 

'The  Chaihman.  What  do  ytm  suggest  in  connection  With  the  matter 
pending  before  the  committee  ? 

Mr.  vERKOR.  Of  coui^se,  what  we  ask  is  relief  ftom  special  taxation. 
We  have  no  reason  for  not  wanting  to  pay  any  kind  of  taxes  that  any- 
body pays.  What  We  are  asking  is  equal  taxation  and  not  special 
taxation  on  a  food  pi^oduct. 

Senator  Smoot.  i  our  shrinkage  in  sales  Was  about  the  same  per- 
centage as  the  shrinkage  in  sAleis  of  other  commodities? 

Mr.  Vernor.  I  could  not  answer  that  question  for  you,  Senator. 

The  Chairman.  You  simply  desire  to  be  relieved  of  the  tax;  is 
that  it  ? 

Mr.  Vernor.  Yes ;  but  I  would  like  to  explain,  if  I  call  have  time 
enough,  one  reason  why  this  tax  is  a  particularly  bad  tax  for  us. 
1  have  tried  to  explain  to  you  that  the  heart  of  our  industry  is  based 
on  a  6-cent  beverage.  During  the  war,  of  course,  other  things  besides 
this  tax  forced  us  out  of  the  5-cent  class.  We  reached  a  point  where 
we  raised  from  70  cents  a  case  up  as  high  as  $1.30.  We  were  forced 
there  bn  account  of  sugar  and  one  thing  and  another.  That  cut  our 
volume  of  business  like  Sam  Hill  v^d  gave  the  dealers  a  chance  to 
profiteer,  which  they  did.  When  we  put  our  price  up  10  cents  a  case 
of  ^4  bottles  they  put  their  price  up  2  cents  a  bottle  and  got  48  cents 
more  out  of  it,  ana  the  Government  got  10  cents. 

Everything  is  back  to  a  point  now  where  we  can  produce  a  5-cent 
drink  if  this  tax  is  off,  but  with  thifi  tax  imposed  it  is  an  absolute 
impossibility,  which  I  can  prove  by  cost  sheets. 

The  Chairman.  It  is  sold  at  5  cents  now  1 

Mr.  Vernor.  In  very.  Very  few  localities,  and  the  men  who  are 
selling  it  to-day  for  that  will  go  bankrupt  if  they  continue. 

The  Chairman.  What  is  the  bulk  of  it  sold  at? 

Mr.  Vernor.  Six,  seven,  eight,  and  a  good  many  at  ten  cents.  In 
Detroit  we  get  6  cents  in  our  own  stores  for  it,  and  we  try  to  edu- 
cate the  public  to  demand  it  for  6  cents.  Nevertheless,  many  stores 
are  getting  10  cents  for  it.  The  minute  we  can  get  back  to  the  5-cent 
price  it  will  all  come  back  to  that  price,  but  now  this  tax  lifts  it  out 
of  the  5-cent  price. 

Senator  Smoot.  What  is  your  wholesale  price  to-day? 

Mr.  Vernor.  We  are  getting  90  cents.  Some  are  getting  80.  It  is 
an  impossibility  for  any  retail  dealer  to  market  it  for  a  nickel,  which 
is  $1.20  a  case. 

The  Chairman.  It  is  a  tax  that  you  could  not  very  readily  hope  to 
put  on  to  the  consumer  because  you  only  charge  5  cents  a  bottle? 

Mr.  Vernor.  Yes,  sir.  The  amount  of  money  that  the  Govern- 
ment gets  from  this  tax  is  not  in  any  proportion  to  what  the  public 
are  paying  for  the  goods,  because  the  amount  of  money  that  is  being 
taken  from  the  public  on  just  the  little  idea  of  being  able  to  get 
over  that  5-cent  price  by  jumping  up  8,  9,  and  10  cents  instead  of  6, 
means  an  exorbitant  price,  because  the  tax  is  only  8  or  9  cents  a  case. 

Some  people  have  asked  why  we  could  not  cut  down  the  size  of  the 
bottle..  We  can  not  do  that  because  our  money  is  tied  up  in  bottles, 
and  it  is  turned  over  and  over  again.  We  have  not  the  same  re- 
course that  they  have  in  many  industries. 
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Senator  Smoot.  You  would  have  to  have  a  new  plant  entirely  ? 

Mr,  Verkor.  Not  a  new  plant,  but  we  would  have  to  scrap  everjr 
bottle  that  we  have. 

Senator  SMoot.  I  do  not  mean  your  building  but  your  cases  and 
bottles  and  machines. 

Mr.  Vernor.  Yes,  sir. 

The  ChairJcak.  Proceed. 

Mr,  Vernor.  I  just  want  to  call  your  attention  to  the  fact  that 
Dr.  Alsberg,  of  the  Bureau  of  Chemistry,  has  recognized  the  soft- 
drink  industry  as  a  food  industry.  Dr.  Alsberg  used  the  phrase- 
"  food  product " ;  and  he  says  he  uses  it  advisedly  when  he  uses  it. 
There  is  proper  nourishment  contained  in  it,  and  it  goes  on  the 
shelves  of  grocery  stores  alongside  of  other  food  products. 
•  What  we  ask  is  that  we  be  taxed  the  same  as  any  other  food  prod- 
uct of  like  nature  is  taxed,  and  not  be  put  in  a  special  class  by  our- 
selves. 

Before  I  close  I  would  like  to  call  your  attention  to  one  other 
danger  that  this  industry,  faces,  and  that  is  the  danger  of  the  repeal 
of  Action  630  without  the  repeal  of  section  628.  In  every  recom- 
mendation that  I  have  noticed  I  have  noticed  that  they  have  recom- 
mended the  repeal  of  section  630  as  a  consumer's  tax,  while 
section  628  is  called  a  manufacturer's  tax.  There  is  really  very 
little  difference  between  those  two.  They  ate  both,  a  consumer's  tax 
and  a  manufacturer's  tax.  They  ^3^  in  direct  competition.  If  we 
were  to  repeal  section  630  and  leave  section  628,  it  would  sound  the 
dea^  knell  of  tlie  bottling  business.  There  is  not  a  particle  of  dif- 
ference between  the  two  kinds  of  drinks. 

Just  to  use  an  advertised  article,  for  example,  you  go  to  a  soda 
fountain  and  ask  for  a  glass  of  a  certain  drink,  and  tney  will  put 
in  some  sirup  and  some  water  and  put  it  into  a  glass.  It  is 
handed  to  you  under  the  most  insanitary  conditions  and  handed 
to  you  in  a  very  poorly  mixed  condition.  The  bottler  takes  that 
same  sirup  and  puts  it  into  a  bottle  in  a  sanitary  condition  with  a 
properly  sterilized  bottle,  properly  closed,  properly  mixed;  and  the 
only  difference  in  the  two  drinks  is  that  he  hands  it  to  you  with  a 
closed  top  on  the  bottle,  while  the  other  fellow  hands  it  to  you  in 
an  open  glass  ready  to  drink.  You  are  absolutely  taxing  the  privi- 
lege of  putting  that  drink  in  a  certain  type  of  container.  It  is 
the  same  drink.    And  there  is  another  angle  to  that 

Senator  La  Follettb.  It  is  very  much  less  sanitary? 

Mr.  Vernor.  Yes,  sir.  The  bottled  product  is  marketed  under 
very  adverse  conditions.  In  the  first  place,  it  costs  more  money  to 
market  it,  and  it  is  put  up  in  very  much  better  condition  and  has 
to  go  tiirough  another  pair  of  hands,  and  yet  it  is  taxed  to  a  point 
where  we  can  not  compete  with  a  drink  that  is  an  inferior  article. 

Another  thins,  if  you  were  to  lift  off  the  tax  from  soda  fountains 
and  levy  it  on  bottled  goods,  it  would  be  equivalent  to  lifting  the 
tax  from  the  $10  shoe  and  levying  it  upon  tne  $3  shoe. 

While  there  are  a  great  many  drinks  at  the  soda  fountain  that  come 
in  direct  competition  with  the  bottled  drinks,  there  are  by  far  the  big- 
gest majority  of  soda-fountain  drinks  that  are  sold  for  15,  20,  and  25 
cents,  and  it  is  those  high-priced  drinks  that  you  are  asked  to  lift  the 
tax  off  of.    That  is  just  another  angle  of  the  same  question.    A  soda 
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fountain  can  open  up  and  operate  on  a  very  small  investment.  You  can 
buy  a  gooseneck  for  a  soda  fountain  and  make  as  good  a  drink  as  over 
a  soda  fountain  for  a  very  much  less  expenditure  than  is  required  for 
the  production  of  bottled  drinks.  If  you  will  give  me  a  $20  bill  I  can 
invest  in  a  soda  fountain  and  make  just  as  good  a  drink.  The  rest 
of  it  is  all  show.  I  will  say  this :  That  the  bottling  concerns  in  this 
country  are  in  a  pretty  precarious  condition  to-day.  They  have  suf- 
fered some  losses  in  the  last  months  that  are  going  to  be  very  hard 
for  them  to  overcome,  and  I  question  whether  a  good  many  of  them 
will  not  go  to  the  wall.  There  is  only  one  solution  for  keeping 
the  industry  on  its  feet  and  saving  the  industry  and  that  is  to  get 
back  to  the  nickel  drink;  and  the  only  way  we  can  get  back  to  the 
nickel  drink  is  to  cut  our  costs  down.  This  10  per  cent  tax  is  the 
final  straw  that  breaks  the  camel's  back. 

Senator  Smoot.  You  have  a  great  deal  of  company. 

STATEMENT  OF  HON.  HENRY  L.  MYEBS,  UNITED  STATES 

SENATOR,  MONTANA. 

Senator  Myers.  Mr.  Chairman,  I  have  received  from  my  State  a 
number  of  very  vehement  protests  from  manufacturers  of  bottled 
soda  water  and  other  soft  drmks 

The  Chaibmax.  So  has  the  committee. 

Senator  Mtebs  (continuing) .  But  I  want  to  add  a  few  more,  and  I 
hope  the  few  that  I  will  add  will  be  suflBcient  to  carry  the  point.  I 
hope  they  will  be  the  straw  that  will  be  the  deciding  factor. 

They  protest  against  the  proposed  action  of  taking  the  tax  off  soft 
drinks  sold  out  oia  fountain  and  retaining  it  on  soft  drinks  sold  out  of 
a  bottle. 

The  Chairman.  The  committee  had  that  matter  before  it  very  fully. 

Senator  Myers.  This  is  a  gentleman  from  Missoiila,  M(Hit.,  who  is 
a  very  extensive  manufacturer  of  bottled  soft  drinks  and  has  a  large 
amount  of  money  invested  in  his  business.  He  says  that  if  that 
action  is  taken  it  will  drive  him  out  of  business. 

I  have  had  a  number  of  protests  to  like  effect  from  others  engaged 
in  that  business.  I  understand  that  some  brewers  who  were  put  out 
of  business  by  the  national  prohibition  law  are  now  engaged  in  the 
manufacture  of  bottled  soft  arinks.  They  would  be  put  out  of  busi- 
ness for  the  second  time  if  the  proposed  action  is  taken.  It  seems  to 
me  it  is  axiomatic  and  a  self-evident  truth  that  as  to  these  two  kinds 
of  soft  drinks,  one  sold  out  of  a  fountain  and  the  other  out  of  a  bottle, 
if  one  is  taxed  the  other  ought  to  be  taxed,  and  if  one  is  to  be  relieved 
of  the  tax  the  other  should  be  relieved. 

Senator  Simmons.  You  are  right  about  that. 

Senator  Myers.  I  do  not  ask  that  the  tax  be  taken  off  the  fountain 
drink.     I  think  it  ourfit  to  be  retained. 

Senator  Simmons,  i  our  men  would  be  willing  to  pay  the  tax  on 
bottled  goods  if  the  tax  is  retained  on  fountain  (&inks  ? 

Senator  Myers.  Yes,  sir.  It  seems  to  me  it  is  self-evident.  That 
is  all  I  have  to  say. 


TAX  ON  BEVERAGES.  .619 

GRAPE  JUICE. 

STATEMENT  OF  HON.  HILTON  W.  SHBBVE,  A  BEPBESENTATIVB 
IN  CONa&EBB  FROM  THE  STATE  OF  PENNSYLVANIA. 

The  Chairman.  What  do  you  desu'e  to  address  the  committee  on, 
Mr.  Shreve  ? 

Mr.  Shreve.  On  the  subject  of  the  tax  on  imfermented  juices, 
particularly  grape  juice. 

The  Chairman.  The  committee  will  be  glad-  to  hear  you  briefly. 
I  wish  to  say  that  we  have  been  very  liberal  in' giving  all  the  time 
necessary  to  hearings  before  this  committee  on  imfermented  fruit 
juices. 

Mr.  Shreve.  Mr.  Chairman,  we  want  to  just  complete  the  hearings 
to-day  by  statements  from  the  manufacturer. 

The  Chairman.  This  testimony  has  been  printed,  Mr.  Shreve,  and 
Tery  fully  considered  by  the  committee. 

Mr.  Shreve.  We  do  not  intend  to  repeat  any  of  the  testimony  that 
ias  been  offered  here  before,  but  we  desu*e  to  bring  the  testimony 
•down  to  date.  You  will  recall  that  at  the  last  hearing  we  heard  from 
the  growers  of  grapes  representmg  the  largest  districts  in  the  United 
States.  There  was  presented  at  that  time  especially  the  fact  that 
the  grape  business  is  not  a  local  industry  in  any  particular  State. 
The  point  we  want  to  bring  to  the  attention  of  the  committee  to-day 
is  the  manufacturing  situation.  We  had  fears  at  the  time  we  were 
before  the  committee  last  year  that  the  future  of  the  grape  business 
was  very  far  from  being  bright.  We  felt  that  there  was  almost  ruin 
staring  us  in  the  face.  Now,  we  come  to  you  to  tell  you  what  the 
<exact  facts  are. 

Two  years  ago  the  grapQ-juice  plants  consumed  45  per  cent  of  the 
product,  amounting  to  $3,700,000.  Last  year  they  consumed  only 
14  per  cent  of  the  product,  amounting  to  only  a  million  and  a  half 
dollars.  The  point  I  am  driving  at  is  this:  Unless  this  tax  can  be 
reduced  so  that  the  grape-juice  plants  can  continue  operation,  the 
farmer,  the  grower  of  the  grape,  is  going  to  be  down  and  out  and  will 
have  no  market  for  his  products,  because  the  manufacturing  plants 
are  the  foundation  of  tne  whole  business,  ad  they  take  a  certain 
percentage  of  the  grapes  each  year.  If  we  are  not  to  have  that 
grape  juice  marketed,  then  we  have  to  ship  in  baskets,  and  it  wiU 
result  in  congestion  all  over  the  United  States.  It  would  be  dis- 
astrous to  the  business;  there  is  no  (question  about  that.  I  have 
brought  here  to-day  the  executive  chairman  of  the  American  Fruit 
Juice  Producers^  Association.  He  will  tell  you  all  about  the  things 
that  have  not  been  presented  to  the  committee.  I  am  not  going  to 
repeat  any  of  this  testimony  that  you  have  already  heard,  but  1  do 
want  to  call  Mr.  John  F.  Welch,  who  is  the  executive  chairman  of  the 
American  Fruit  Juice  Producers'  A^ociation.  Mr.  Welch  will  tell 
you  all  about  the  manufacturing  end  of  this  business  and  why  they 
can  not  pay  this  tax  and  continue  to  manufacture  grape  juice. 
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STATEMENT  OF  JOHN  F.  WBliCfi,  KZSOUTIVE  CHATRlffAN  OF  THE 
AMEBICAN  FRUIT  JUICE  PRODUCEBS'  ASSOCIATION. 

The  Chairman.  Mr.  Welck,  will  you  state  your  full  name  for  the 
record  ? 

Mr.  Weix5H.  John  F.  Welch. 

The  Chaibman.  Where  do  you  reside? 

Mr.  Welch.  Westfield,  N.  Y. 

The  Chaibman.  What  is  your  occupation? 

Mr.  Welch.  Executive  cnoirman  of  the  American  Fruit  Juice 
Producers'  Association. 

The  Chairman.  Will  you  kindly  proceed  to  address  the  committee  ? 

Mr.  Welch.  Mr.  Chairman  and  gentlemen  of  the  committee, 
we  are  endeavoring  this  morning  to  present  to  you  facts  without  any 
theories.  We  are  going  to  claun  tnat  this  tax  on  the  producer  is 
burdensome  to  the  extent  that  it  is  defeating  its  own  purpose;  that 
it  is  a  double  and  even  a  triple  tax;  that  it  is  discriminatory  and  out 
of  proportion  to  other  proaucts  with  which  it  is  classed;  and  also 
that  it  is  a  tax  on  an  agricultural  product. 

The  third  pomt  has  Been  brougnt  up  here  before  this  committee 
and  has  been  well  covered.  We  shall  not  take  your  time  with  that 
this  morning. 

There  has  been  jt  great  deal  of  misinformation  about  the  size  of  the 
grape  juice  business,  about  the  prosperity  of  the  business.  There 
are  only  some  20  companies.  There  is  not  the  amoimt  of  money 
invested  in  the  grape  juice  business  in  proportion  to  other  so-callea 
large  businesses.  The  capacity  of  all  plants  is  only  some  11,000,000 
gallons.  Yet  it  is  large  in  proportion  to  the  output  of  grapes  in  the 
producing  sections. 

In  regard  to  the  prosperity  of  the  business,  it  may  be  significant  to 
you  gentlemen  to  state  that  in  the  10  years  last  past  the  average 

fross  profits  have  not  reached  10  per  cent,  when  it  should  have 
een  tne  most  prosperous  period  in  our  history.  We  depend  on  the 
volume  of  busmess  for  our  profits.  We  turn  our  money  only  once 
a  year,  and  10  per  cent  does  not  sound  like  a  very  prosperous  busi- 
ness. ^ 

We  were  confronted  with  increasing  cost  of  raw  materials,  boxes, 
bottles,  freight,  selling  cost,  advertismg,  and  everything  that  went 
into  the  cost.  Those  costs  increased  very  rapidly  along  in  1917  and 
1918,  and  then  came  the  tax  that  amounted  to  as  much  as  what  we 
would  call  a  good  profit  in  our  business.  Meanwhile,  the  eighteenth 
amendment  nad  gone  into  effect.  We  did  not  expect  any  tremen- 
dous increase  in  our  business.  Our  experience  in  the  many  States 
which  had  gone  dry  showed  us  that  the  per  capita  consumption  in 
the  dry  States  was  not  any  greater  than  in  the  wet  States.  So  that, 
contrary  to  popular  opinion,  the  eighteenth  amendment  was  of  no 
value  in  increasing  the  sales  of  grape  juice.  Part  of  that  is  due  to 
the  tremendous  number  of  new  drinks,  thirst  quenchers,  which  came 
on  the  market. 

The  Chairman.  Heart  exhilarators  ? 

Mr.  Welch.  Yes,  sir. 

Senator  Sutherland.  They  are  using  raisins  mostly,  are- they 
not? 
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Mr.  Welch.  I  could  not  tell  you,  sir.  The  grape  juice  consump- 
tion is  declining  under  the  unreasonably  high  prices  and  a  lar^e 
part  of  that  is  due  to  this  tax.  We  carried  over  a  considerable 
proportion  of  our  1919  pack,  and  we  packed  out  little  better  than 
3,000,000  gallons  in  1920  in  these  various  grape  juice  companies. 

Senator  Walsh.  How  much  of  depreciation  is  that  volume  ? 

Mr.  Welch.  The  capacity  of  the  factories  is  11,000,000  gallons. 
We  have  never  exceeded  7,000,000  gallons,  as  far  as  I  know. 

Senator  Walsh.  So  you  have  dropped  over  100  per  cent  ? 

Mr.  Welch.  Yes,  sir. 

Senator  Walsh.  This  has  been  due  to  the  large  number  of  other 
new  beverages  coming  on  the  market ! 

Mr.  Welch.  A  great  deal  of  it  is  due  to  that  and  to  the  high 
price  of  the  finished  products. 

Senator  Sutherland.  To  what  extent  have  the  increased  freight 
rates  brought  about  that  situation,  do  you  know } 

Mr.  Welch.  That  has  made  a  very  large  difference.  Let  me  eo 
into  that  point  just  a  minute,  please.  Grape  juice  has  to  be  made 
where  the  grapes  are  grown.  It  has  to  be  pressed  in  the  fall  into 
5-gallon  carboys,  which  cost  from  65  to  70  cents  apiece.  It  has  to 
stand  there  three  months  and  then  it  has  to  go  through  a  long,  verv 
dehcate  and  careful  process  during  the  rest  of  the  year  into  small 
bottles  which  are  shipped  to  the  various  markets.  The  juice  has 
to  be  shipped,  for  instance,  from  New  York,  Michig0.n,  and  Pennsyl- 
vania factories,  into  California,  Texas,  and  all  those  points.  It  is 
quite  different  from  a  bottling  concern  that  bottles  carbonated 
beverages.  Bv  the  way,  a  large  bottling  concern  in  a  city  the  size 
of  Atlanta  will  do  as  large  a  business  in  cases  per  year  as  the  biggest 

grape  juice  factory  and  do  it  all  within  a  few  miles  and  make  de- 
veries  by  truck. 

The  tax  since  the  last  pack,  since  1920,  up  to  April  1  of  this  year, 
received  by  the  Federal  Government  is  onlv  a  trifle  over  $76,000. 
That  does  not  represent  a  very  prosperous  ousiness.  There  just  is 
not  any.  That  is  the  reason  why  we  claim  that  the  tax  is  defeating 
its  own  pm-pose. 

I  say  that  this  tax  is  a  double  and  triple  taxation.  It  is  neces- 
sai^  to  get  the  raw  materials  into  cellars. 

Senator  Sutherland.    What  is  your  present  tax,  Mr.  Welch  ? 

Mr.  Welch.  The  tax  is  10  per  cent  on  the  cost  to  the  jobber  or 
the  party  to  whom  we  sell.  That  is  the  tax  on  the  juice  in  the 
•cellars;  the  cost  of  bringing  it  up  and  processing  it,  the  cost  of  the 
bottles,  which  will  amount  anywhere  from  50  cents  to  $1.50  a  case; 
it  is  a  tax  on  the  case  itself  which  costs  from  42  to  47  cents. 

Senator  Sutherland.  It  is  a  tax  on  the  gross  selling  price  ? 

Mr.  Welch.  Yes,  sir;  and  on  the  sales  cost,  advertismg,  and  the 
overhead. 

Senator  Sutherland.  What  does  that  mean  per  ton  of  grapes  ? 

Mr.  Welch.  The  tax  on  a  ton  of  grapes  in  1920  will  be  better  than 
1^40  in  terms  of  grapes.  It  was  around  $32  in  1919.  We  pay  tax 
on  the  preparation  of  the  juice,  on  the  freight,  on  the  sellmg,  and 
all  those  items.  Take  the  freight  alone.  The  average  freight  cost 
in  1920  was  47  cents  plus  a  3  per  cent  tax  on  the  freight,  plus  a  10 
per  cent  tax  on  the  total. 


622  INTERNAL  REVENUE. 

Senator  Walsh.  Can  you  give  us  a  concrete  case?  Suppose  I 
am  retailing  10  cases  of  grape  luice.     How  much  is  the  tax  t 

Mr.  Welch.  The  tax  would  Ibe  about  $7.20. 

Senator  Walsh.  How  much  would  10  cases  cost  me? 

Mr.  Welch.  $72. 

Senator  Walsh.  That  includes  the  cost  of  the  bottle  and  the 
juice  and  the  freight,  etc.  ? 

Mr.  Welch.  Yes;  that  is  delivered  to  you  at  the  sidetrack  and 
you  will  probably  cart  it  to  your  warehouse.  We  sell  to  the  jobbers 
principally. 

Senator  Sutherland.  You  pass  that  tax  on  to  the  consumer, 
however  ? 

Mr.  Welch.  Yes;  this  tax  is  passed  on  right  through.  The  grape 
juice  that  is  sold  over  the  foimtain,  when  made  with  carbonated 
water,  is  taxed  another  10  per  cent  on  top  of  these  other  taxes,  so  it 
catches  us  both  ways. 

Senator  Walsh.  Do  you  mind  telling  us  how  much  that  $72  ship- 
ment of  10  cases  of  grape  juice  would  be  retailed  for? 

Mr.  Welch.  It  would  be  retailed  for  around  60  cents  a  pint  bottle. 
That  would  require  a  little  work  in  mathematics. 

Senator  Sutherland.  How  many  bottles  in  a  case  ? 

Mr.  Welch.  Twenty-four. 

Senator  Walsh.  So  you  can  not  tell  us  how  much  the  retailer 
would  get  out  of  that  ? 

Mr.  Welch.  No,  sir. 

Senator  Walsh.  Never  mind,  then;  we  have  not  time  to  go  into 
that. 

Mr.  Welch.  I  want  to  compare  the  grape  juice  business  for  just  a 
moment  with  the  carbonated  bottled  beverage.  I  mentioned  the  fact 
that  one  of  the  big  bottling  plants  would  do  as  much  business  in  cases 
as  the  largest  grape  juice  company.  What  is  the  difference  ?  The 
grape  juice  manufacturer  by  the  tune  he  gets  his  grape  juice  ready 
to  ship  will  have  a  cost  around  $5,  more  or  less,  depending  upon  the 
size  01  the  bottle.  The  manufacturer  of  carbonated  beverage  has 
a  case  of  goods  costing  somewhere  near  60  cents.  The  carbonated 
bottler  denvers  by  truck  right  almost  in  his  front  door  yard;  the 
cost  of  distribution  is  practically  nothing  and  the  cost  of  selling 
is  practically  nothing,  wriile  the  grape  juice  mamif  acturer  must  again 

{)ay  out  $1  or  $1.25  for  selling  and  advertising,  and  60  cents  for 
reight,  and  then  he  must  make  a  profit  if  there  is  anjthing  left. 
Is  there  any  question  ?  I  do  not  want  to  take  up  your  tmie  imduly. 
The  Chairman.  Mr.  Welch,  the  committee  does  not  wish  to  be 
discourteous,  but  there  are  printed  hearings  already  on  this  subject 
in  reference  to  the  size  of  your  business  and  its  important  character, 
and  every  point  you  could  possibly  touch  on.  If  there  is  anything 
new  you  have  the  committee  will  welcome  it,  but  we  have  given  a 
great  deal  of  thought  and  attention  to  this  matter. 

Mr.  Welch.  May  I  just  add  this  one  point  ?  It  comes  somewhat 
from  the  growers'  side.  A  pint  bottle  of  grape  juice  contains  nothing 
but  what  comes  out  of  the  soil — ^nothing;  and  that  bottle  and  case 
and  everything  that  goes  with  it  goes  out  to  the  consumer  and  never 
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comes  back.  It  all  has  to  be  paid  for.  We  have  no  return.  And 
when  60  cases  go  through  one  of  these  plants  and  go  out  to  tha 
consumer  some  farmer  has  found  a  market  for  an  acre  of  grapes; 
and  every  time  through  economic  conditions,  through  inertia  of 
business,  through  taxation,  or  through  any  cause  we  cut  down  our 

{production  60  cases  that  same  farmer  has  got  to  find  another  outlet 
or  his  acre  of  grape  crop.  It  mounts  up  pretty  fast,  and  that  is  the 
reason  that  there  are  two  parties  represented  here  this  morning;  that 
is  the  reason  the  growers  are  represented  as  well  as  the  manufac- 
turers, and  that  is  the  reason  that  you  have  given  so  much  time  to 
these  growers,  because  of  their  large  interests  in  this.  It  is  vital  to 
them  and  we  know  it  is  vital  to  us. 

With  your  permission,  sir,  we  would  like  to  file  a  brief  covering^ 
more  particularly  our  side  of  the  case  from  the  manufacturers'  stand- 
point with  this  committee,  covering  in  point  what  I  have  said  and 
some  additional  facts. 

The  Chairman.  What  is  the  character  of  your  brief?  Have  you 
got  it  here  ? 

Mr.  Welch.  I  have  one  copy  here. 

The  Chairman.  How  niany  pages  does  it  consist  of  ?  I  suggest 
that  you  have  100  copies  printed  and  a  copy  sent  to  each  Meinoer 
of  the  Senate,  and  particmarly  the  members  of  this  committee,  and 
we  willgive  it  very  carefid  consideration. 

Mr.  Welch.  Thank  you,  sir;  we  will  be  very  glad  to  do  so. 

The  Chairman.  Mr.  Shreve,  have  you  anyone  else  that  you  desire 
to  be  heard  ? 

Mr.  Shreve.  We  have  several  Representatives  of  the  House  here 
this  morning,  if  you  will  hear  them  briefly. 

The  Chairman.  Of  course,  we  have  to  extend  every  courtesy  to 
Members  of  the  House ;  but  the  rule  of  the  committee  is  only  to  near 
one,  or  at  the  most  two,  persons  on  any  question  and  have  the  others 
record  an  appearance.  But,  still,  the  committee  will  hear  any  Mem- 
bers of  Congress  who  want  to  make  a  statement. 

Mr.  Shreve.  W©  should  like  to  have  you  hear  Mr.  Layton,  of  Dela- 
ware, who  will  speak  upon  the  medicinal  properties  of  grape  juice. 

STATEXBNT  OF  HON.  CALEB  B.  LAYTON,  A  BSPBESSNTATIVB  DT 
CONGBBSB  FBOM  THE  STATE  OF  BELAWABB. 

Mr.  Layton.  I  shall  not  go  over  the  manufacturing  side  of  this 
matter  or  the  profits involveain  the  question  of  taxation.  My  desire  is 
simply  to  bring  out  a  point  to  which  I  think  the  committee  should  give 
careful  consideration,  and  that  is  the  medical  side  of  this  question. 

Grape  juice  in  late  years  has  become  more  and  more  a  necessary 
adjunct  to  the  hospital  and  to  the  sick  man  or  sick  woman  in  the 
home.  It  is  being  more  and  more  extensively  used  in  the  height  of 
fevers  and  in  the  convalesence  from  almost  all  diseases,  unless  ther& 
is  contraindication  on  account  of  stomachic  conditions  or  something; 
of  the  sort. 

It  does  not  seem  to  me,  in  view  of  the  amount  of  money  the  Gov- 
ernment is  getting  from  this  source,  that  it  is  desirable  to  limit  th& 
supply  or  increase  the  cost  to  115,000,000  of  people  who  may  need 
it  from  a  medical  standpoint.    Neither  does  it  occur  to  me  as  being 


624  IKTEKNAL  REVENUE. 

•wise  in  any  sense  to  tax  the  grape  juice  and  not  tax  the  grape  jelly  and 
grape  jam.  They  come  exactly  from  the  same  sources  and  are  used 
practically  for  the  same  purposes,  it  bein^  well  known  that  grape 
juice  has  a  food  value  as  well  as  a  medicinal  value. 

In  addition  to  that,  one  other  thought  I  have,  and  then  I  will  quit, 
and  that  is  that  this  is  an  agricultural  product,  and  in  my  judgment 
:good  government  will  tax  agricultural  products  the  very  last. 

Senator  La  Follette.  Can  you  state,,  doctor,  the  number  of  calo- 
ries in  a  glass  of  grape  juice;  say,  an  8-ounce  bottle? 

Mr.  Layton.  My  dear  sir,  I  will  not,  because  I  can  not.  There 
are  quite  a  few  calories  in  grape  juice.  They  are  not  large,  but  they 
are  large  enough  to  be  a  recognized  part  of  the  pharmacopoeia  or 
pharmacy  of  the  present-day  medicine. 

Senator  La  Follette.  I  was  under  the  impression  that  it  had  a 
pretty  high  calories  value. 

Mr.  Layton.  It  has,  but  jrou  ask  me  a  specific  question,  and  I 
could  not  just  answer  it  specifically.  There  are  calories  there,  but 
just  how  many  I  am  not  able  to  state.  I  could  look  it  up  for  you,  if 
it  is  necessary.  It  has  a  food  value  and  it  has  absolute  medicinal 
value  beyond  a  question. 

Therefore,  the  question  is,  do  you  want  to  tax  food  values  and  do 
you  want  to  tax  medicinal  values  ? 

Representative  Reed.  Some  gentleman  has  handed  me  an  answer 
to  what  the  Senator  desires.  There  are  350  calories  per  pint  of  grape 
juice. 

The  Chairman.  Have  you  anyone  else  ? 

Representative  Sheeve.  We  would  like  you  to  hear  Congressman 
Chalmers  of  Ohio,  who  has  just  a  word. 

The  Chairman.  We  will  be  very  glad  to  hear  the  Member. 

STATEMENT  OF  HON.  WILLIAM  W.  CHALMERS,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  OHIO. 

Senator  La  Follette.  Are  you  from  the  Marion  district? 
.ILaughter.] 

Mr.  Chalmers.  No;  I  am  from  Toledo,  Ohio,  and  I  have  two 
counties.  Toledo  covers  nearly  all  of  one  of  them,  and  the  other 
county  is  Ottawa.  A  good  many  farmers  over  there  at  Put-in-BUiy, 
Port  Clinton,  and  vicinity  make  their  living  by  growing  grapes,  and 
that  is  why  I  am  here,     i  am  representing  them. 

I  can  not  qualify,  gentlemen,  as  an  expert.  When  I  lived  on  a 
farm  I  raised  a  few  grapes. 

The  Chairman.  Are  you  a  consumer  of  grape  juice? 

Mr.  Chalmers.  I  have  been,  yes.  [Laughter.]  But  I  have  never 
made  it  a  business  of  looking  on  the  glass  when  it  was  red,  nor  when 
it  moved  itself  aright,  or  when  it  stirred  itself  in  the  cup.  So  I  can 
not  qualify  either  as  an  expert  on  the  tax  problem,  nor  from  the 
standpoint  of  a  taster. 

Senator  La  Follette.  Do  you  know  anything  about  the  kicking 
qualities  of  grape  juice  ? 

Mr.  Chalmers.  No.  But  I  do  want  to  represent  my  farmers  up 
there;  and  I  hope  that  you  will  ease  up  just  a  bit  on  this  tax. 

Representative  Shreve.  I  think  that  is  all. 
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STAISMENT  OF  D.  K.  FALVAY,  WSSTFIELD,  N.  Y.,  PRESIDBNT 
CHATTTATTQTTA  AlflTD  LAKfi  EBIE  FBTTTT  QBOWEBS'  ASSOOIATK^T, 
8TATB    OF   NSW    YOBX. 

Mr.  Falvay.  Gentlemen  of  the  comniittee,  in  order  that  you  may 
know  what  the  Fruit  Growera^  Association  is  which  I  represent  as 
president,  I  wis^  tp  state  that  the  Chautauqua  and  Lake  Erie  Fruit 
Growei^'  Association  is  the  representative  organization  of  the  fruit 
growers  of  the  fruit  belt  of  Erie  County,  Pa.,  and  the  counties  of 
Chautauqua  and  Erie,  State  of  New  York.  It  was  organized  12 
years  ago  for  the  purpose  of  promoting  the  interests  of  fruit  growers. 
Its  membership  is  over  3,000  in  nuniber,  residing  in  what  is  known 
as  the  Chautau<]^ua  and  Erie  grape  belt.  The  association  does  no 
<5ommercial  business.  Its  officers  serve  without  pay.  None  of  the 
officeils  are  financially  interested  in  any  grape-juice  plant  nor  a 
stockholder  in  the  same,  and  none  of  the  manufacturers  are  grape 
growers.  The  members  are  all  fruit  growers  and  the  representatives 
at  this  hearing  are  all  grape  growers,  operating  their  own  farms. 

In  the  grape  belt  represented  by  myself  and  others  at  this  hearing 
there  are  42,000  acres  of  vineyard.  Other  grape  sections  of  the  State 
of  New  York  would  make  a  total  acreage  of  about  80,000  acres  in  the 
State.  Michigan  comes  second  with  nearly  40,000  acres,  and  Ohio 
third  with  nearly  20,000  acres.  These  are  the  three  largest  grape- 
producing  sections  east  of  the  Hocky  Moimtains.  The  grapes  grown 
axe  mostly  Conc<H*d  grapes* 

The  United  Stat^  Census  of  1909  shows  that  48  States  and  the 
District  of  Columbia  are  all  raising  grapes.  In  all,  over  3,800  coimties 
in  the  United  States  are  ensaged  in  grape  growing.  I  make  this 
statem^t  to  show  you  that  tne  grape  industry  is  a  national  factor  in 
the  ^ricultural  and  horticulture  ufe  of  many  thousand  citizens  of 
this  Kiopublic,  and  not  one  of  local  interest.  More  than  38,000  car- 
loads of  grapes  were  shipped  on  the  railroads  of  the  United  States 
in  1920,  valued  at  upwara  of  $30,000,000.  Every  grower  of  grapes 
was  adversely  affected  by  the  tax  matter  now  before  you. 

At  a  hearing  before  a  subcommittee  of  the  Senate  Finance  Com-- 
mittee,  held  March  30. 1920,  which  was  composed  of  Senator  Calder, 
of  New  York;  Senator  Sutherland,  of  West  Virginia;  and  Senator  Gore, 
of  Oklahoma,  appointed  for  the  purpose  of  hearing  the  views  of  fruit 
growers  on  the  revenue  tax  on  grape  juice,  there  were  present  repre- 
sentatives from  the  Michigan  irmt  belt,  from  Ohio,  rennsylvania, 
western  and  eastern  New  York,  and  the  Chatauoua  m^ape  belt.  All 
of  these  representatives  presented  arguments  wny  the  10  per  cent 
tax  on  grape  juice  should  be  removed.  We  are  here  to-day  for  the 
same  purpose.  We  are  speaking  for  all  the  grape  growers  of  the 
Unitea  States,  because  if  tne  large  grape  belts  can  not  sell  their  crop 
to  advantage  it  is  verv  certain  that  the  market  for  the  smaller  grape 
sections  win  also  be  denM>ralized. 

It  is  an  unusual  conditicm  when  the  producers  of  raw  material  are 
in  perfect  harmony  with  the  manufacturer.  In  this  case  the  in- 
terests ol  the  growers  and  the  manufacturers  are  identical.  The 
grape-juice  manufacturers  have  come  here  to-day  with  clean  hands. 
The  relation  of  tiie  grape  growers  and  the  ^ape-juice  manufacturers 
are,  and  have  been,  tne  pleasantest  possible.    They  have  always 

5340^—21 40 


626  mXEBNAL  BEVENXJE. 

■ 

giyen  the  grower  a  square  deal  and  paid  for  the  produce  purchased. 
This  I  personally  know,  as  I  have  been  in  the  business  of  grape  grow- 
injg  over  30  jears  and  have  had  all  the  ups  and  downs  connected 
with  the  business.  The  policy  of  the  grape-juice  manufacturers  has 
been  one  of  cooperation  with  the  grower. 

Neither  the  grower  nor  the  grape-juice  manufacturer  can  succeed 
without  this  cooperation.     Bom  are  equallj^  hurt  by  this  tax. 

Contrary  to  public  opinion,  grape  growing  is  not  a  gold  mine* 
On  the  contrary,  the  industry  is  carried  on  with  great  hazard  from 
year  to  year.  The  vineyards  are  owned  for  the  most  part  by  small 
growers.  In  the  Chautauqua  and  Erie  grape  belt  there  are  over 
4,000  growers  of  grapes.  Some  have  a  few  acres  and  others  have 
from  15  to  20  acres. 

There  are  very  few  vineyards  exceeding  60  acres.  The  average 
size  for  the  belt  is  about  11  acres.  In  connection  with  his  vineyard, 
the  average  farmer  carries  on  general  farming,  otherwise  he  would 
have  to  retire  from  the  ffrape  growing  industry.  About  the  only 
successful  grape  grower  I  mow  is  the  man  who  has  a  paying  outside 
business. 

During  the  past  20  years  the  Chautauqua  and  Erie  grape  belt  alone 
has  raised  162,867  lO-ton  carloads  of  grapes  and  other  sections  have 
produced  grapes  in  the  same  proportion  During  that  time  the 
grape-iuice  inaustry  was  in  the  process  of  development.  Tlie  tonnage 
taken  by  the  grape  juice  factories  varied  from  year  to  year,  frofn  14 
to  65  per  cent  of  all  the  grapes  grown.  On  account  of  the  small  ton- 
nage per  acre,  which  varies  irom  one-half  ton  to  3,000  pounds  per  acre 
for  the  belt,  and  the  enormous  expense  connected  with  the  indiistry 
and  the  uncertainty  of  getting  a  crop,  the  four  or  five  year  average 
of  OTofit  is  very  small. 

The  ^ape  industry  east  of  the  Rocky  Mountains  has  sustained  a 
serious  loss  this  season  by  the  freezing  weather  during  April  just 
passed.    California  vineyards  are  also  badly  frozen.    In  fact  the 

frape  sections  everywhere  are  more  or  less  injured  by  freezing, 
he  crop  in  New  York,  Ohio,  and  Michigan  will  not  exceed  25  per 
cent  of  a  normal  yield.  The  vineyard  expense  will  be  just  as  great, 
with  the  exception  of  harvesting,  as  if  there  were  a  full  crop. 

Time  was  when  grapes  could  be  grown  for  less  money  than  at 
present.  Formerly  we  paid  from  $8  to  $16  per  thousand  for  grape 
roots.  This  year  the  same  ffrade  of  roots.  One  Year  Extras,  are 
selling  for  $150  per  thousand,  which  means  an  acre  of  grapes  will 
cost  $105  for  roots  alone.  Baskets  have  advanced  from  $53  a 
thousand  inl918to$100  and  $125  per  thousand  now  and  practically 
all  other  factors  entering  into  the  production  of  grapes  have  advanced 
in  the  same  proportion.  Labor  required  in  raising  grapes  must  be 
skilled  labor  and  that  costs  more  than  common  labor. 

We  can  show  you  by  statistics  from  reUable  sources  the  cost  of 

f  rowing  grapes  and  the  profit  or  loss  per  acre  as  the  case  may  be 
y  the  secretary  of  our  association,  S.  F.  Nixon. 
There  is  a  point  in  all  business  where  profit  ceases  under  certain 
conditions.  We  who  have  been  in  the  grape  business  for  years, 
know  that  point.  There  is  one  thing  certain.  With  the  present  10 
per  cent  tax  on  grape  juice  the  grape  mdustry  is  seriously  tnreatened. 
The  grape-iuice  manufacturers  can  not  pay  a  living  price  to  the 
growers  and  tnen  pay  a  tax  amounting  to  nearly  $40  per  ton  before 


TAX  ON  BEVERAGES.  627 

the  juice  is  put  on  the  market.  The  growers  can  not  raise  grapes 
at  a  price  that  will  permit  the  grape-juice  manufacturers  to  pur- 
chase them  aad.sell  the  juice  with  this  tax  added.  This  is  not  a 
theory  but  a  condition  that  is  confronting  the  growers.  The  repre* 
sentative  of  the  manufacturers  has  presented  facts  and  figures  to 
prove  to  you  that  grape  juice  is  not  selling.  I  personal^  know 
that  the  statements  are  correct  and  the  fact  that  they  are  correct 
is  causing  much  apprehension  among  the  powers. 

While  the  conditions  herein  presented  are  apparently  limited 
to  a  few  localities,  the  fact  remams  that  the  whole  gr^e  industry 
of  the  Nation  is  aflFected.  As  every  State  is  growing  grapes,  the 
individuals  of  each  State  think  that  the  grapes  grown  ia  his  State 
are  iust  as  good  if  not  a  little  better  than  the  grapes  grown  in 
anotner  State,  and  perhaps  they  are.  The  grapes  grown  by  each 
State  first  supplies  its  home  markets  and  the  large  grape  belts  are 
shut  out  from  those  markets  unless  the  price  is  lower  for  the  grapes 
shipped  in.  With  a  150,000-ton  crop  to  be  disposed  of  from  tne  oig 
belts  and  the  grape-juice  manufacturers  out  of  business,  the  three 
great  grape  sections  would  have  to  invade  the  smaller  markets  or 
feave  flie  crop  unharvested.  It  means  that  there  would  have  to  be 
moved  in  from  three  to  four  weeks  15,000  carloads  from  the  three 
States. 

The  Concord  grape,  which  is  best  adapted  for  grape  juice,  is  har- 
vested by  one  picking.  California  usually  makes  three  pickings. 
Climatic  "conditions  force  us  to  harvest  otir  crop  before  October  20 
each  year,  as  the  danger  of  freezing  after  that  date  is  very  great. 

The  grape-juice  plants  take  the  place  of  cold-storage  plants.  As 
has  been  pointed  out  to  you,  the  grapes  are  received  from  the  growers 
and  then  are  taken  care  of  by  the  manufacturers.  The  grower's 
responsibility  ceases  after  he  delivers  the  grapes.  It  has  been 
repeatedly  tried  to  keep  Concord  grapes  in  cold  storage,  but  the 
experiments  were  expensive  failures.  After  a  Concord  grape  has 
been  thoroughly  chilled  the  pulp  separates  and  the  ^ape  when 
exposed  to  warmth  soon  deteriorates  and  becomes  unht  for  con- 
sumption. 

Transportation  has  been  a  serious  problem  for  several  years.  For 
long  shipments,  refrigerator  cars  should  be  used  and  the  fruit  shipped 
unaer  ice.  We  have  difficulty  in  getting  cars  to  handle  half  our  crop. 
To  divert  10,000  additional  refrigerator  cars  from  the  general  traffic 
for  so  short  a  period  as  four  weeks  seems  to  be  impossible.  The 
shipping  of  grape  juice  extends  through  the  year,  thereby  relieving 
a  car  shortage.  All  these  conditions  the  fruit  growers  have  to  con- 
tend with.  Ordinarv  box  cars  can  be  used  for  shipping  to  the  juice 
factories,  as  the  haul  is  short  and  made  the  same  day  of  loading. 

Grapes  are  a  product  of  the  soil.  At  the  Geneva  Experiment 
Station,  Geneva,  N.  Y.,  a  debate  was  held  some  years  ago  on  the 
question,  ''Resolved,  that  a  good  dairy  cow  gives  more  profit  than 
an  acre  of  grapes,"  and  the  cow  won.  Butter  and  cheese  are  products 
of  the  cow  and  yet  those  products  are  not  taxed,  nor  is  any  other 
food  product,  in  fact,  the  Federal  Government  has  justly  thrown 
the  mantle  of  protection  over  the  dairy  business  by  taxing  substitutes 
that  compete  with  the  dairy  cow. 
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In  contrast  to  that  protection,  there  is  a  tax  on  the  manufactured 
product  of  the  grape.  Dairying  is  usually  carried  on  in  territory 
that  is  of  low  value  per  acre  and  the  taxes  are  accordingly  low. 
The  vineyards  are  assessed  at  a  hi^h  rate  and  the  taxes  are  nigh. 

The  representative  of  the  manufacturers  of  grape  juice  has  pointed 
out  to  you  the  impossibility  of  competing  on  the  market  with  syn- 
thetic beverages.  We  have  no  quarrel  with  the  manufacturer  of 
so-called  synthetic  beverages,  but  we  can  not  understand  why  grape 
juice  should  be  singled  out  to  pay  three  taxes,  namely,  on  the  raw 
material,  on«the  cost  of  production  and  transportation,  and  a  fountain 
tax.  The  danger  is  that  the  cost  of  the  product  will  be  so  high  that 
the  consuming  public  will  refuse  to  buy  grape  juice  and  will  turn  to 
some  other  beverage.  In  fact,  lust  such  a  condition  now  exists  and 
we  are  asking  that  it  be  changea. 

It  takes  several  years  and  at  a  large  expense  to  develop  a  vineyard 
and  when  once  started  must  be  kept  in  operation  from  year  to  year. 
The  vineyard  can  not  be  allowed  to  stand  even  if  grapes  sell  at  a  loss. 

We  get  a  paying  crop  about  twice  in  five  years.  Were  it  not  for 
those  two  crops  we  would  not  be  here  asking  your  kind  consideration 
of  the  problems  that  confront  us. 

STATEMENT  OF  S.  F.  NIXON,  WESTFIELD,  N.  Y.,  SBCBBTABY  OKAIT-- 
TAUaUA  AND  UUCB  S&IB  FBX7IT  OBOWEBS'  ASBOCIATION. 

I  am  vice  {^resident  of  the  Chautauqiia  and  Lake  Erie  Grape  Growens'  Association 
(Inc.),  a  cooperative  corporation  which  sold  last  year  $3,000,000  worth  of  orapes,  and 
secretary  of  the  <^hautaiiqua  and  I^ake  Krie  f^fuit  Growers'  Association,  ^ith  an 
onrollujent  of  3,000  farmers. 

Both  of  theses  oiganizations,  having  had  brought  home  to  them  t.he  effect  of  a  10 
per  cent  tax  on  grape  juice,  are  united  in  their  feeling  that  it  is  more  of  a  burden 
than  their  heretofore  greatest  single  consumers  of  jrrapes,  the  grape-jmce  companies, 
can  hear  and  stiU  continue  to  provide  a  market  as  large  grape  consumers. 

In  a  hearing  on  March  30,  1920,  before  your  special  committee,  composed  oi  Senator 
Calder,  Senator  Sutherland,  and  Senator  trore,  the  grape  growers  of  the  United  Staton, 
represented  by  D.  K.  Falvay,  president  of  the  Chautauqua  and  Lake  Erie  Fruit  GroTv era' 
Association  of  New  York;  ().  W.  Johnson,  of  Ohio,  president  of  the  National  Grax>e 
Growers*  Afl8o<nation;  W.  Y.  "Velie,  president  of  the  Hudson  Kiver  Froit  Exchange; 
D.  li.  Thornton,  president  of  the  South  Michigan  Fruit  Asstxriation:  G.  E.  Pierre^ 
of  Pennsylvania,  grower  and  shipper,  and  S.  F.  Nixon,  secretary  of  the  Chautauqua 
aud  I»ake  Erie  Fruit  Growers'  Association  and  vice  president  of  the  Chautauqua  and 
Lake  Erie  Grape  Growers'  Association  (inc.)  of  New  York,  presented  the  case  againsit 
the  present  tax,  shu'wing  its  reaction  upon  the  grape  industry.  It  is  believed  tliat  we 
made  a  favorable  presentation  of  our  c:ase  before  your  committee. 

Daring  the  i'ourse  of  the  argument  it  was  my  particular  privilege  to  discuss  what 
amounted  to  the  following  hypothetical  question:  "Can  the  grape  growers  of  the 
United  States  produce  grapes  at  a  less  cost  and  sell  them  to  the  grape-juice  companies 
for  enough  less  to  absorb  an' amount  ec^ual  to  the  present  10  per  cent  tax?"  It  has 
been  shov.'n  that  the  10  per  cent  tax  in  1919  amounted  to  $32.30  a  ton  on  the  raw 
grapes,  and  in  1020,  $43.11  a  ton.  Can  the  grape  growers,  then,  now  grow  and  sell 
their  grapes  to  the  grape-juice  companies  $43.11  a  ton  cheaper  than  they  have  done 
in  the  past? 

On  i)ages  128, 129,  and  130  of  the  Ifearings  on  Unfermetited  Fruit  Juices  T  presented 
a  detailed  list  of  the  actual  costs  of  each  operation  of  raising  the  grapes,  i  had  pio^ 
cured  the  actual  cost  figures  on  three  vineyards  situated  in  widely  dillerent  located 
localities,  showing  the  cost  of  the  work  day  by  day. 

For  a  long  time  there  had  been  a  need  for  definite  information  on  the  cost  of  pro- 
ducing grap(5S.  In  view  of  the  differences  in  opinion  as  to  what  constitutes  a  fair  price 
for  grapes  and  a  £Eur  profit  for  the  grower,  it  would  seem  that  the  actual  coets  on  tbiee 
vineyards  in  widely  different  loialities  would  be  the  fairest  method  of  obtaining  the 
real  cost  of  producing  grapes. 
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Here  follows  the  summAry  of  the  cost  of  operations,  the  money  received,  and  the  net 
loBB  or  gain  on  three  vineyards  for  five  years: 


Total  cost  per  acre 

Average  amount  received 

Average  net  loss  or  gain  for  5  years 


8  acres. 

20  acres. 

6  acres. 

$78.37 
82.10 

960.42 
81.77 

SS3.22 
81.90 

+3.82 

+21.35 

-1.33 

This  amounts  t?  an  avera^  gain  of  $16..T1  on  two  of  the  vineyards,  and  a  loss  of  $1.33 
an  acre  on  the  third  vineyard,  for  a  five-year  averaj^e.  The  net  loss  and  gain  on  these 
vinevards  is  a  fair  and  reationably  accurate  method  of  showing  the  net  loss  or  gain  on 
all  of  the  commercial  vineyards  of  the  country. 

It  is  our  conclusion,  therefore,  and  our  ans\i'er  to  the  question,  that  the  vineyardist 
can  not  grow  and  sell  his  grapes  to  the  grape-juice  companies  for  $43.11  a  ton  leee  than 
they  have  been  sold  for  durmc:  the  past  five  years. 

Concerning  the  season  of  1920,  much  has  been  written  and  said  about  the  high  price 
received  for  grapes.  It  was  a  good  year,  perhaps  the  best  in  the  history  of  the  grape 
industry.  But  why?  The  grapes  were  sold  in  September  and  October,  1920,  at  the 
very  peak  of  the  Nation's  prosperity;  following  tne  prohibition  act  people  bought 
grapes  who  had  never  bought  them  before;  a  newlv  organized  cooperative  association, 
or^nized  under  the  agricultural  law,  controlled  tne  bulk  of  the  grape  crop  and  main- 
tained a  high  price.  It  was  a  freak  year,  with  every  contributing  factor  favorable 
toward  high  prices,  a  year  which  we  can  never  hope  to  see  again. 

Last  year  tne  grape-juice  companies  came  down  to  the  three  weeks'  shipping  season 
without  their  customary  contracts  with  the  growers.  My  own  vineyards  nad  hereto- 
fore been  contracted  with  the  grape- juice  companies  for  16  years.  The  companies 
placed  the  situation  before  our  organizations  and  stated  that  they  could  not  buy  the 
usual  amount  of  grapes  from  us  because  their  juice  was  not  moving,  owing  to  Ube  high 
price  to  the  consumer  compared  with  other  beverages.  It  is  now  a  matter  of  record 
that  they  purchased  only  14  per  cent  of  the  grapes  in  1920  compared  with  45  per  cent 
purchasea  in  1919. 

.  We  believe  that  their  cause  is  our  cause;  that  if  they  can  not  sell  their  product  to 
the  consumer,  we  in  turn  can  not  sell  our  product  to  them. 

STATEMENT  OF  O.  W.  JOHNSON,  GENEVA,  OOSIO,  PBB8IDBNT 
NATIONAL  QBAPB  QBOWEBS'  ASSOCIATION  OF  THE  TTNITBB 
STATES. 

The  evidence  shown,  not  only  at  this  meeting,  but  at  the  two  previous  hearings, 
has  disclosed  to  you  conclusively  that  we  have  now  left  open  to  us  but  two  markets 
for  our  product,  namely,  the  juice  factories,  which  consume  about  half  of  our  produc- 
tion, and  t^e  rest  is  used  by  the  home  trade.  Shut  out  or  destroy  this  sweet-juice 
trade  and  this  45  or  50  per  cent  consumed  by  them  will  become  a  drug  on  the  markets, 
with  consequent  reduction  in  price,  loss  to  growers,  vineyard  neglect,  and  finally  the 
complete  destruction  of  the  industry  as  a  national  asset. 

If  the  sweet-juice  trade  can  not  continue  buying  our  grapes  at  a  profitable  price  to 
us  and  pay  this  proposed  tax  all  at  once  and  the  same  time,  they  will  be  forced  to 
suspend  operations. 

If  they  can  not  sell  the  juice  at  a  profit  to  themselves,  thejr  can  not  buy  our  grapes 
at  a  profit  to  us;  if  we  can  not  sell  our  grapes  at  a  profit,  we  will  have  to  quit  the  busi- 
ness, as  many  are  now  doing  and  more  would  like  to  do. 

We  aro  engaged  in  a  lawful  business.  Our  product  as  it  leaves  our  hands  is  one  of 
the  most  beneficial  food  products,  and  when  either  eaten  in  its  natural  state  or  drunk 
in  its  specially  prepared,  unfermented  state  (the  state  it  is  in  when  applicable  to  this 
proposed  10  per  cent  tax)  is  considered  by  many  eminent  medical  authorities  of  the 
Umted  States  as  of  the  most  nourishing  and  even  necessary  food  value.  The  fact 
that  it  originated  in  the  medical  laboratories  for  necessary  use  in  the  hospitals  and 
sanitariums  of  the  country  at  large  proves  this.  It  is  spoken  of  as  "a  highly  valuable 
and  easily  assimilated  food  for  patients  especially,  during  the  convalescent  periods,'' 
and  is  in  general  use  in  hospitals  and  sanitariums  throughout  the  Nation.  (See  p.  102 
of  hearing  before  a  subcommittee  of  the  Committee  on  Finance,  U.  S.  Senate,  66th 
Cong.,  2d  sess.,  Tuesday,  Mar.  30, 1920.) 

Ours  is  the  only  food  product  taxed  under  the  revenue  act  of  1918.  We  believe 
that  it  is  contrary  to  our  National  Constitution  and  the  American  idea  of  fair  play  to 


630  iNTEBNAIi  REVEKUB. 

be  singled  out  of  all  the  many  fruite,  as  grapes  has  been  so  singled  out  by  this  law  and 
made  to  bear  a  tax  burden  many  times  greater  than  any  of  its  competitorB  are  com- 
pelled  to  bear  while  competing  for  the  same  trade,  in  the  same  markets,  at  the  same 
time  and  presented  to  the  buvihg  public  in  the  same  way. 

If  the  unfermented  juice  of  the  grape,  commonly  referred  to  as  sweet  juice  and  the 
element  subject  to  this  tax,  should  be  especially  taxed  because  of  its  potential  alco- 
holic possibilities  and  abuses  consequent  thereto,  then  com,  rye,  barley,  and  the 
other  products  should  be  included  in  the  same  measure.  The  pandlel  between  the 
grape  and  com  is  exactly  analagous.  Grapes  are  not  to  blame  for  the  deeds  done 
outside  the  law. 

Taxes  are  created  to  raise  revenue  or  destroy  objectionable  industry.  There  is  no 
other  reason  and  we  do  not  take  issue  with  either  reason.  Hence,  the  case  boila 
itself  down  to  this  point,  either  we  are  engaged  in  an  unlawful  industry  and  should 
be  taxed  out  of  existence,  or  this  is  a  good  place  to  raise  revenue.  Since  the  tax  has 
defeated  its  revenue  purposes  by  stopping  the  industry  until  only  320,000  gallons 
have  been  sold  to  April  1  this  year,  producing  leas  than  $75,000  in  revenue,  this  reason 
has  ceased  to  function. 

The  enforcement  of  this  tax  adds  much  to  the  necessarily  high  retail  price  required 
for  this  sweet  juice  to  reimburse  the  soda-fountain  dealer  in  the  same  ratio  our  com- 
petitor's products  reimburse  him  and  at  the  same  time  resLmburse  the  manufacturera 
of  the  juice  for  costs  and  taxes. 

With  the  price  set  by  inferior  and  less  costly  products  at  the  markets,  the  tax  added 
to  the  mpe  juice  initial  cost  of  manufacture,  retail  and  wholesale  trsmsfers  is  ulti- 
mately nanded  back  to  the  grower  who  has  to  take  the  loss  or  keep  his  crop.  If  this 
tax  is  passed  back  to  the  growers  permitting  the  juice  industry  to  survive,  it  will  cost 
us  $13  a  ton  and  we  can  not  survive. 

We  maintain  that  we  have  the  inalienable  right  to  live  and  pro6X>er  through  the 
legitimate  channels  of  trade,  and  having  chosen  the  long-established  horticultural 
industry  as  our  profession,  expended  years  of  labor,  study,  and  investment  thereon, 
we  belie^'e  we  are  entitled  to  a  just  and  equitable  chance  among  the  various  classes 
of  growers  in  that  industry  on  the  markets  of  our  Nation,  and  to  ask  Congress  to  repeal 
a  tax  which  either  shuts  out  of  market  or  if  we  pay  it  ourselves,  ruins  our  industry. 

This  10  per  cent  tax,  if  enforced,  singles  out  grape  juice,  technically  placing  it  in 
the  outlaw  class  by  taxing  it  heavily  as  no  other  fruit  is  taxed. 

We  repeat  we  believe  we  have  the  right  to  select  grape  growing  as  our  vocaticn  and 
that  we  produce  a  lawful,  clean,  and  wholesome  food  which  is  entitled  to  all  tke 
rights  and  privileges  enjoyed  by  other  food  products  of  the  Nation,  and  we  again 
desire  to  register  our  most  emphatic  objection  to  being  forced  by  taxation  to  chuige 
our  vocation  against  our  will  and  financial  interests. 

The  American  Constitution  directly  states  and  constantly  implies  that  all  laws 
and  likewise  all  taxes  shall  be  uniform  in  application  and  enforcement  throughout 
the  Nation.  All  American  jurisprudence  recognizes  that  no  single  lawfully  existing 
enterprise,  subject  to  legal  or  taxable  conditions,  can  be  singled  out  of  its  recognizea 
class  and  made  to  bear  a  hardship  not  equally  enjoyed  or  applicable  to  like  members 
of  its  class  for  legal  or  taxable  action  thereon.  To  single  out  one  single  fruit  juice 
and  tax  it  and  no  other  fruit  juice  is  clearly  a  violation  of  this  principle. 

The  spirit  actuating  this  measure  in  so  far  as  it  applies  to  this  tax  is  so  vicious  that 
to  allow  it  to  be  successfully  consumated  will  undermine  the  whole  fabrication  of  onr 
constitutional  rights. 

With  the  prohibition  act  against  the  intoxicating  by-prcducts  of  the  grape,  we  ndee 
no  issue  but  to  extend  the  effect  of  that  act  by  a  tax  against  the  legitimate,  ncnalcchclic, 
nonintoxicating  products  of  our  industry,  to  the  exclusion  of  all  others  of  their  class  is 
unjust  and  unlawful. 

It  is  unjust  because  it  deliberately  discriminates  where  all  should  be  equal. 

It  is  unlawful  because  it  is  contrary  to  the  recognized  operation  of  taxaticn  as  ret 
forth  in  our  Constitution  which  demands  uniform  application  under  like  conditio ns 
in  all  taxable  matters. 

It  is  outrageous  because  it  deliberately  attempts  to  foster  and  insert  in  cur  laws  an 
element  of  arbitrary  power  eminently  dangerous  to  the  true  principles  of  demcciacy 
as  expressed  by  our  American  institutions. 

It  nas  been  argued  that  this  grape  industry  is  only  a  small  and  ccmparatirely 
unessential  industry.  In  that  connection,  I  desire  to  call  your  attention  to  the  mass 
of  statistics  presented  by  your  honorable  bod>r  tlu-ough  your  subcommittee  en  Tues- 
day, March  30,  of  last  year,  1920,  and  printed  in  the  report  already  icfencd  to  in  Ihie 
brief,  much  of  which  can  be  found  on  pages  77  to  96,  inclusive,  and  to  the  supple- 
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mental  facts  and  statistics  this  day  presented  to  your  notice  showing  the  size  and  impor- 
tance of  the  grape  industry  in  almost  every  State. 

But  aside  from  all  of  that  is  the  relative  size  and  magnitude  of  an  industry  its  sole 
right  or  reason  to  demand  and  receive  justice  at  the  hands  of  our  legislative  bodies. 
Is  the  stature  of  an  industry  to  be  the  only  guide  as  to  its  treatment  by  Congress. 
We  do  not  and  will  not  believe  that  the  legislative  spirit  of  our  Congress  dees  now  or 
will  ever  entertain  this  belief. 

Now,  in  closing  I  desire  to  present  one  more  thought.  There  may  be  lurking  in 
your  minds  memories  of  the  reports  circulated  last  fall  and  winter  that  grape  growers 
made  big  profits  out  of  the  grapes  and  therefore  are  to  be  viewed  with  suspicion  when 
we  assemble  here  for  the  purpose  of  asking  that  legislation  we  deem  detrimental  to 
our  industry  be  modified  to  the  extent  that  we  bear  only  our  just  and  equitable  share  of 
the  Nation  tax  burden,  instead  of  a  special  and  discriminatory  tax  as  now  in  force. 

Let  me  answer  that  the  prices  obtained  last  year,  1920,  if  they  could  be  guaranteed 
to  occur  from  year  to  ^ear  and  continuouslv  we  would  have  no  cause  to  complain  if 
the  same  crop  production  per  acre  could  also  continue  in  the  same  regular  volume, 
but  the  facts  are  the  profits  of  1920  were  not  in  any  sense  excessive  when  compared 
to  other  lines  of  business,  and  did  not  begin  to  even  up  the  losses  sustained  the  years 
before  and  this  year  up  to  this  writing. 

In  1918  the  Ohio  crop  was  damaged  by  winter  kill  to  over  75  per  cent  of  a  normal 
crop.  In  1919,  through  drought  and  excessive  heat  during  the  peak  of  the  pickins 
season  a  loss  estimated  to  be  about  10  per  cent  was  sustained.  In  1920,  through  hafl 
that  three  times  viejited  our  section  we  lost  over  15  per  cent  of  the  crop.  Every  cost 
which  entered  into  our  1920  crop  was  double  the  prewar  average.  In  1921,  up  to 
this  writing  the  early  freezes  have  so  decimated  tne  crop  prospects  that  tne  crop 
will  not  reach  nearly  the  half  way  mark  and  already  one  devastating  hail  storm  has 
swept  through  the  Ohio  district  and  where  it  fell  it  absolutely  killed  everything  green 
on  the  farms.  The  facts  are  if  we  get  a  40  per  cent  crop  throughout  the  belt  this  year 
WB  w;iH  be  wonderfully  surprised.    But  we  nave  the  whole  season  yet  to  run. 

So  bad  is  this  risk  that  the  losses  in  our  belt  over  the  last  four  years  aggregate  some 
170  per  cent,  thus  losing  one  and  nearly  two-thirds  of  another  entire  crop  in  that  period 
of  time,  and  this  experience  is  duplicated  at  various  times  in  all  belts  growing  grapes. 

The  killing  freeze  of  this  spring  has  so  delayed  the  budding  season  that  we  greatly 
fear  our  crop  will  not  mature  m  time  this  year  to  be  picked  btefore  the  early  fall  freezes 
occur.  Formerly  these  fall  freezes  did  not  cause  us  much  material  loss  as  the  wine 
trade  would  take  them  at  or  very  near  the  market  prices,  but  in  any  event  they  could 
be  marketed .  N  ow  the  situation  is  changed .  An  early  freeze  that  will  spoil  the  grapes 
for  table  and  juice  will  leave  them  on  the  growers  hands. 

Therefore,  gentlemen,  we  growers  have  already  in  less  than  four  harvests  lost  nearly 
one  and  three  fourths  of  a  crop,  proving  our  oft  repeated  contention  that  we  grew  one 
of  the  most  hazardous  crops  of  agriculture;  a  crop  that  must  be  harvested,  sold,  deliv- 
ered to  market  and  consumed  in  practically  30  day's  of  time.  The  grape  juice  business 
which  is  being  destroyed  by  this  tax  is  our  sole  protection  against  constant  loss. 

So  hazardous  is  this  crop,  gentlemen,  that  until  this  year  no  insurance  company 
would  write  risks  on  the  crop,  and  the  cost  and  restriction  hedging  the  present  policy 
is  practically  prohibitive  and  very  little  of  it  is  being  written. 

Therefore,  trusting  in  the  rectitude  of  our  desires  and  the  belief  that  your  honorable 
body  will  imderstand  and  fully  appreciate  the  justness  of  our  claims  and  will  speedily 
grant  the  relief  we  so  urgently  ask  for  in  this  matter,  we  beg  to  leave  our  interests 
m  your  hands. 

STATEMENT  OF  HON.  DANIEL  A.  BEED,  A  BEPBESENTATIVE  IN 
CONGRESS  FBOH  THE  STATE  OF  NEW  YOBK. 

Mr.  Reed.  Mr.  Chairman,  in  view  of  the  fact  that  this  committee 
has  been  so  very  courteous  to  me  in  the  past,  when  I  have  appeared 
in  these  hearings  on  two  different  occasions,  I  am  just  going  to  say 
that  in  my  district  we  have  approximately  40,000  acres  oi  grapes 
whose  growers  are  interested  in  tnis  proposition. 

Gettmg  away  from  the  theoretical  proposition  to  the  practical 
end  of  it,  we  served  notice  about  a  year  ago  that  those  men  could  not 
stand  up  under  this  tax.     I  have  just  received  word  that  one  of  our 
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large  grape-juice  factories  has  gone  into  the  hands  of  a  receiver  in 
our  section  of  the  country. 

A  Congressman  from  tne  State  of  Washington  has  the  same  condi- 
tion to  report.  They  tried  to  save  the  loganberry  industry  by  going 
down  and  getting  a  ruling  that  it  was  a  food  product. 

Something  will  have  to  be  done,  because  tne  grape  juice  has  gone 
to  such  a  height  in  price  that  the  people  will  not  buy  it,  and  the 
country  is  not  getting  the  revenue  from  this  business  because  the 
grape  juice  is  not  being  sold.  In  lieu  of  taking  the  time  of  the  com- 
mittee I  will  submit  the  following  brief  for  the  record : 

BBIBF  OH  BEHALF  OF  TRZ  AHERICAN  FBUIT-JXTICE  PBODUOEBS'  ASSOOXATIOB. 

[American  Fruit-Juice  Producers'  Association.  Daniel  R.  Forbes,  counsel:  Chautauoua  <Sc  Lake  Erie  Fruit 
Growers'  Association,  D.  K.  Falvay.  president;  Southern  Michigan  Fruit  Association.  M.  H.  Pugsley, 
director;  National  Orape  Growers'  Association,  O.  W.  Johnson,  president;  Hudson  Kiver  Fmit  Ex- 
change, Edwin  W.  Barnes,  president;  Erie  County  (Pa.)  Grape  Growers,  George  E.Pierce,  president.] 

This  brief  is  a  statement  of  the  case  of  the  producers  of  grapes  and  of  the  manutac- 
turers  of  grape  juice,  upon  which  they  ask  that  the  present  tax  on  grape  juice  be 
removed.  The  present  revenue  law  places  a  tax  of  10  per  cent  on  the  selling  price  of 
grape  juice  when  sold  by  the  manufacturer  and  an  additional  10  per  cent  fountain 
tax  when  sold  as  a  carbonated  beverage. 

It  will  be  shown: 

A.  That  the  present  tax  is  (1)  so  burdensome  as  to  defeat  its  purpose;  (2)  it  is  double 
and  even  triple  taxation;  (3)  a  direct  tax  on  an  agricultural  product;  (4)  it  is  discrimi- 
natory an4  out  of  proportion  to  the  tax  assessed  on  other  articles. 

B.  That  grape  growers  throughout  the  United  States  are  vitally  interested  in  the 
preservation  of  the  grape- juice  business  and  are  equally  affected  by  this  tax.  Any 
legislation  or  tax  wmch  reduces  the  production  of  grape  juice  by  the  juice  manufac- 
turers lessens  the  opportunity  of  the  grape  grower  to  find  a  profitable  market  for  his 
products.  The  present  grape- juice  tax  tnreatens  to  take  away  from  the  grape  grower 
this  ready  market  for  a  lai^e  proportion  of  the  production,  as  it  is  clear  that  the  present 
tax  on  grape  juice  is  ruinous  to  the  industry.  Without  this  grape- juice  market  the 
grape  grower  can  not  expect  to  survive. 

Statement  on  Behalf  of  the  Manufacturers, 
this  tax  is  an  unjust  tax. 

This  statement  is  made  with  due  regard  for  the  facts  and  without  prejudice  against 
the  Congress  which  enacted  it.  Under  the  pressure  of  war-time  conditions  and  the 
urgency  of  the  need  for  a  great  revenue-producing  measure,  it  is  not  surprising  that 
the  manufacture  and  sale  of  grape  juice  should  be  sought  as  a  source  of  revenue  and 
that  many  Members  of  Congress  saould  have  soueht  the  i^ortest  method  possible; 
that  is,  to  group  this  food  product  with  the  so-called  "soft"  or  sjmthetic  beverages. 

As  a  matter  of  fact  the  grape  juice  business  as  an  industry  has  never  been  very 
large,  and  at  the  present  time,  owing  to  taxation  under  the  present  law  and  the 
unusually  high  cost  of  production,  now  faces  actual  ruin.  Grape  juice  manufacturers 
have  always  operated  on  a  narrow  margin  of  profit,  depending  entirely  upon  volume 
of  sales  for  a  return  on  invested  capital.  Grape  juice  must  be  producea  at  or  near 
the  vineyards  during  the  short  harvest  season  of  about  20  days,  and  its  roanu&icture 
involves  lai^e  investment  in  plant  equi|jment,  expensive  processing,  long  storage 
through  the  seasons,  and  an  unusually  high  d^ee  of  technical  skill.  In  order  to 
obtain  national  distribution  it  is  necessary  to  pack  grape  juice  in  costly  wooden  cases 
containing  4-ounce,  pint,  or  quart  bottles,  which  are  snipped  throughout  the  United 
States  to  the  general  market.  Owing  to  the  nature  of  the  business  and  the  long  freight 
hauls  it  is  impossible  for  the  manufacturer  to  secure  the  return  of  empty  bottles  and 
cases  for  reuse. 

The  cost  of  grapes,  bottles,  boxes,  packing,  etc.,  has  steadily  risen  from  year  to 
year,  as  is  shown  graphically  as  follows: 

1914 
1915 

1916  — — ^— — — 

1917  '^— — — — ^— — — ^— ^^^— 

1918  I 

1919  — — ^— ^^-^^— ^— ^-^— — — — — 

1920  — ^— ^— ^— ^^-^— ^— ^— i^— ^— — - 
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Before  the  enactment  of  the  present  revenue  law  which  placed  a  tax  upon  grape 
juice,  the  industry  was  severely  handicapped  owing  to  the  constantly  increasing  cost 
of  production  and  transportation  which  necessitated  retail  prices  so  high  as  to  ma- 
terially reduce  consumption.  The  tax  of  10  per  cent  on  the  manufactiu-er's  selling 
price  has  added  to  this  handicap  to  such  an  extent  that  it  is  no  exaggeration  to  say 
that  unless  this  tax  is  removed  before  the  coming  grape  harvest  season  there  will  be 
little  if  any  grape  juice  packed.  A  large  part  of  the  1919  press  of  grapes  was  carried 
over,  owing  to  the  impossibility  of  sale  at  the  necessarily  high  retail  price.  In  1920 
there  was  packed  3,191,930  gallons,  and  this,  toeether  with  the  carry-over  from  the 
preceding  year,  amounting  in  all  to  5,146,777  gallons,  remains  unsold  in  the  hands 
of  manumcturers  and  jobbers.  In  other  words,  there  has  accumulated  unsold  almost 
a  two-year  normal  supply  of  grape  j[uice.  It  is  apparent  that  no  industry  can  survive 
without  a  turnover  of  at  least  a  major  part  of  its  production  each  year. 

The  10  per  cent  tax  on  the  manufacturer's  selling  price  has  contributed  ^eatly  to 
the  depression  in  this  industry.  It  adds  to  the  selling  price  of  this  fruit  juice  72.3 
cents  on  each  case  sold,  which  is  equivalent  to  a  tax  on  the  juice  of  38  per  cent  of  its 
actual  manufactiiring  cost.  In  terms  of  cost  of  grapes  per  ton,  it  increases  their  price 
$43.11  per  ton.    The  present  law  places  a  tax: 

1.  On  the  cost  of  materials. — ^The  raw  material  for  a  gallon  of  grape  juice  costs  76i 
cents;  for  a  gallon  of  synthetic  beverage,  average  28  cents. 

^  2.  On  the  cost  of  pasteurization  and  storage^  sedimentation ^  deeantationf  repasteuriza- 
lion,  hauling y  labeling ^  and  packing. — Of  these  items,  only  the  cost  of  one  process, 
bottling,  enters  into  the  cost  of  "soft  drinks.'' 

3.  On  the  cost  of  nonretvmable  caseSy  bottles^  and  labels. — ^The  cost  to  the  juice  manu- 
facturer of  a  case  of  empty  4-ounce  bottles  is  $2.62 — ^tax  26  cents. 

4.  On  cost  of  transportation, — ^The  average  freight  charge  on  each  caee  of  grape  juice 
in  1920  was  47  cents,  upon  which  an  additional  3  per  cent  freight  tax  was  paid.  The 
grape  juice  tax  adds  to  the  selling  price  of  this  product  approximately  5  cents  per 
case  on  the  freight  item  alone. 

The  manufacturer's  tax  of  10  per  cent,  excessive  as  it  is,  is  not  the  only  tax  burden. 
Grape  juice  is  frequently  sold  at  the  fountain  diluted  with  carbonated  water.  The 
beverage  so  made  ia  aeain  taxed  10  per  cent  under  the  present  law.  This  further 
increases  the  retail  selling  price,  and  as  the  retail  price  has  become  extremely  high 
owing  to  the  constantly  increasing  costs  of  production,  tiie  sale  of  this  healthful,  pure 
fruit  product  has  been  greatly  curtailed.  Unless  the  retail  price  of  grape  juice  can 
be  brought  down  to  a  reasonable  basis  and  these  excessive  taxes  removed,  the  grape- 
juice  industry  can  not  hope  to  continue. 

The  grape-juice  industry  had  its  beginning  52  years  ago.  At  that  time  grape  juice 
was  almost  entirely  used  for  sacramental  and  medicinal  purposes.  Grape  juice  at 
the  pre-^ent  time  is  extensively  used  in  hospitals  and  by  invalids,  convalescents,  and 
in  the  diet  of  children.  It  is  recognized  as  havixig  unusually  high  food  value  and  is 
valued  by  physicians  for  its  antiscorbutic  properties, 

(See  authorities  quoted  in  the  exhibit.) 

The  manufacture  of  grape  juice  is  the  most  convenient  and  economical  method  of 
conserving  the  ^uluable  food  elements  of  the  grape.  As  a  product  it  is  economically 
comparable  with  canned  fruits  and  vegetables.  It  is  an  as^ricultural  product  which 
at  the  present  time  is  being  taxed  out  of  existence,  despite  the  fact  that  no  other  pre- 
served fruit  or  vegetable  is  so  burdened  by  such  taxation.  It  is  just  as  logical  for 
Congress  to  tax  canned  corn  or  fruit  jams  as  to  place  a  tax  upon  a  healthful,  fniit  prod- 
uct such  sa  grape  juice,  which  permits  the  public  to  obtain  throughout  the  year  the 
valuable  constitutents  of  fresh  grapes. 

That  part  of  the  grape  juice  production  sold  as  a  beverage  at  the  soda  fountain 
meets  in  direct  competition  the  so-called  "soft  drinks."  Most  soft  drinks  (not  in- 
cluding cereal  beverages)  are  sold  in  bottles  in  carbonated  form,  or  as  flavoring  sirups 
carbonated  at  the  fountain.  Soda-water  flavoring  sirups  are  not  taxed;  only  the 
beverap;e  made  by  the  addition  of  carbonated  water  is  taxed  at  the  fountain.  Yet 
^pe  juice,  carbonated  and  sold  in  the  same  way,  bears  both  a  manufacturer's  sell- 
ing price  tax  and  a  fountain  tax. 

Inottled  carbonated  **soft  drinks"  bear  a  manufacturer's  selling  tax  but  as  these 
**soft  drinks"  are  manufactured  locally,  the  capital  employed  is  limited  and  the 
manufacturers  secure  the  return  of  empty  bottles  and  cases,  which  eliminates  from 
their  selling  price  a  very  considemble  item,  the  tax  paid  is  very  small.  Where  the 
grape  juice  manufacturer  must  of  necessity  include  the  cost  of  expensive  bottles  and 
cases  and  long  freight  hauls  in  his  selling  price,  the  **soft  drink"  manufacturer  haa 
practically  none  of  these  charges.  ■  As  a  result,  these  "soft  drinks"  can  be  sold  for 
from  5  cents  to  8  centa  a  glass  in  the  same  market  with  grape  juice  selling  for  -from  18 
cents  to  26  cents.  "Including  materials,  labor,  rent,  delivery,  local  taxes,  and  over- 
head" these  "soft  drinks"  cost  uniformly  about  62  cents  per  case  or  41  cents  per  gallon^ 
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I  lu  iu^i\utA«  i\mV9  tAT  alone  on  a  case  of  grape  juice  is  72.3  cents  or  more  than  the 
« III  I.  .wx!  ,1  ij  .'si.v  .^t  tht\^^  **A>t*t  drinks." 
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:^  iiiaa  ifai'tiirv'r  of  1  gallon  of  grape  juice  is  $1.88  aa  compared 
•  r.^r  **$.^:t  drinks"  tigured  on  the  same  basis.    The  following 
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'I    *  vpL^i-vui  Tt^m  the  Above  that  grape  juice  is  taxed  far  out  of  proportion  to  the 
'.i\     .  I. » xi    '\    lu'  prt^^t^ut  law  upon  the  "soft  drinks"  with  which  it  must  compete 

\.     '.    .^  ux  -,'m»»h  will  furthermore  illustrate  the  fact  that  Congress  has  placed 
•.;    M    UN  .>  .u\  h\  alt  Will  food  product  a  greater  tax  than  has  been  placed  upon  many 
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Statement  on.  Behalf  of  the  Gbowers. 

K  V  iti  ';t,qK^  are  not  used  for  making  gp'ape  juice.  This  branch  of  the  grape  in- 
Ji.  .  I  \  UN  uv>t  i.  oJiK'orned  in  this  matter  and  is  not  considered  in  this  brief. 

( 'iv  lo  uu>  Intt  two  important  outlets  for  the  grapes  raised  in  the  United  States 
vo\v\  ;>  'u.;:  »suAiu  grapes),  and  these  are: 

Mui.uiueUue  o!  grape  juice.    Forty-five  per  cent  of  the  1919  crop  was  sold  for 
[  J>  .  v  •  ,K».>o.  only  14  per  cent  of  the  1920  crop. 

)iu»i«KMU  in  packages  to  national  markets.    The  movement  to  market  in  1920 
vv  .  I    I  ^.U\^  ^rown  east  of  California  amounted  to  12,058  cars. 

I  i.'lo  kjiapoa"  are  so  perishable,  and  therefore  so  difficult  of  commercial  sale  in 
i'xN  '\a^\\n  c4ud  long  distance  shipment,  that  the  permanent  closing  of  the  outlet  (a), 
\  Iw»  'uan'iiarluro  of  grape  juice,  can  mean  not  only  the  total  loss  to  9ie  growers  of  large 
k '  v'uuis  oi  the  fruit,  but  also  the  glut  of  every  principal  market  with  the  grapes  which 
irlio  ;i\»NvoJ!»  will  try  to  sell,  and  hence  a  period  of  ruinous  low  prices  to  all  growers 

\  I  vvwtt."*  hotween  $80  and  $100  an  acre  a  year  to  grow  grapes  in  New  York. 

vu«^»o^  rt\  orage  but  a  little  over  1  ton  per  acre;  to  be  exact,  2,100  pounds  according 
io  Ml,  bulvay.     (See  statement  quoted  last.) 

r»\'K^iv  the  grape  juice  industry  was  established,  grapes  sold  from  $8  to  $10  a  ton- 

suiv^^  the  establishment  of  the  grape-juice  factories  providing  a  new  outlet  for 
i;i^}K^«<.  prices  increased  to  an  average  of  $65.25  a  ton. 

I'liiH  in  the  last  outlet  left  to  the  grower  for  his  surplus  grapes,  and  to  shut  it  off  by 
\\\\   pi\>i\il>itive  tax  is  to  ruin  the  grape  industry. 

\ilvution  is  called  to  the  fact  that  the  grape-juice  manufacturers  took  but  14  per 
voiu  v»f  the  crop  last  year,  as  against  45  per  cent  the  previous  year.  They  paid  only 
^' .  ^^V^MHH)  for  grapes  in  1920  as  against  $3,700,000  the  previous  year. 

lu  tht^  industry  of  grape  growing  there  is  now  invested  outside  of  California  not  leas 
^h;Mi  |o(),000,000  in  land,  vines,  trellises,  packing  houses,  and  cultural  eouipmeat. 
^a<HHyi  are  grown  in.  almost  every  State  in  the  United  States,  asshowjn  by  tne  census 

vimpo  juice  is  made  in  all  the  large  commercial  grape-^wing  areas  in  the  United 
^Uti^  AQ^  the  industry  provides  a  market  for  grapes  which  is  a  necessary  outlet  to 
|N>riuit  the  grape-growing  industry  to  survive. 
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RdatwnMp  of  grape- juice  industry  to  grape-growing  industry. 

Capacity  of  factories tons. .  63, 000 

Size  of  1920  crop  (in  areas  where  factories  are  located) do 100, 000 

Size  of  1919  crop  (same  area) do 90, 000 

Percentage  of  crop  used  by  factories  in  1919 per  cent. .  45 

Percentage  of  crop  used  by  factories  in  1920 do 14 

Money  paid  by  factories  for  grapes  in  1919 13, 705. 930 

Money  paid  by  factories  for  grapes  in  1920 $1, 599, 650 

The  falling  off  in  grapes  used  and  money  paid  out  in  1920  is  self-evident. 

The  statement  of  numerous  witnesses  proved  that  the  grape-growing  industry  was 
not  profitable  nor  stable  until  the  grape-juice  industry  grew  to  sufficient  capacity  to 
funush  the  outlet  for  from  one-third  to  over  one-half  the  grapes  produced  in  the  big 
commercial  areas.  Grapes  are  very  perishable.  They  can  not  be  reconsigned  from 
market  to  market.  They  must  move  as  picked  and  be  sold  at  once,  and  gluts  and 
surplusses  can  only  be  avoided  by  outlets  such  as  the  ^pe-juice  factories  supply. 
Without  grape-juice  factories  operating  in  vineyard  distncts  great  quantities  of  ^pes 
would  be  lost  through  spoilage. 

Small  producing  areas  can  not  be  developed  imless  the  larger  competing  areas 
have  the  suxplus  outlet  provided  by  a  going  grape- juice  industry. 

The  tax  of  10  per  cent  represented  in  1920  a  tax  of  $32  on  every  ton  of  grapes  used 
in  this  industry.  For  1921,  with  the  increasing  costs,  it  will  represent  a  tax  of  about 
$43  on  every  ton.    This  is  manifestly  a  tax  which  the  growers  can  not  stand. 

This  tax  injuriously  affects  every  State  in  the  United  States. 

The  1920  agricultural  census  figures  are  not  completely  available,  but  in  those 
States  now  tabulated  it  is  foimd  that  the  grape-growing  industry  developed  very 
rapidly  up  to  1919. 

In  Wasnington,  for  example,  nearly  7  per  cent  of  the  farmsgrow  grapes  with  nearly 
500,000  bearing  vines  and  a  total  production  of  nearly  4,000,000  pounds,  an  increase 
of  over  230  per  cent  in  10  years. 

In  Oregon,  13  per  cent  of  the  farms  produce  grapes  with  a  total  of  3,000.000  pounds. 

In  Alaoama,  24,928  farms  grow  grapes,  an  increase  of  10,000  over  1909. 

Even  in  Maine  four  farms  out  of  every  100  grow  grapes. 

In  Maryland,  more  than  a  third  of  tlie  farms  in  the  State  have  vineyards. 

In  Ohio,  there  has  been  an  increase  from  30  per  cent  to  48  per  cent  in  the  farms 
producing  grapes  since  1909. 

Utah  produced  more  than  a  million  pounds  per  year  and  Idaho  more  than  a  half 
million. 

In  Massachusetts  22.9  per  cent  of  the  farms  grow  grapes,  an  increase  of  6.6  per  cent 
since  1910,  producing  over  a  million  pounds. 

In  Delaware  18.5  per  cent  of  the  farms  grow  grapes,  an  increase  of  6.4  per  cent. 
Total  production,  1,445,000  pounds. 

West  Virginia  shows  35  per  cent  of  the  farms  produce  grapes,  an  increase  of  8.7  per 
cent,  producing  2,186,000  pounds  of  grapes. 

Indiana  has  34.5  per  cent  of  the  farms  producing  grapes,  producing  6,600,000  pounds 
of  grapes. 

The  complete  tabulation  of  the  grape  crop,  complete  by  counties  in  every  State,  is 
found  in  report  of  the  hearins;3  rererred  to. 

The  industry  is  unable  to  stand  up  under  a  10  per  cent  tax. 

The  evidence  is  quoted  to  show  that  the  1920  production  of  grape  juice  is  not  being 
marketed;  that  it  can  not  be  sold  subject  to  the  present  tax  load;  and  that  the  tax 
thereby  defeats  itself.  The  facts  are  equally  clear  that  unless  the  grape  juice  can 
be  sold,  this  market  for  the  farmers'  grapes  will  be  cut  off  in  the  future.  The  manu- 
facturer can,  of  course,  close  down  and  take  an  enormous  loss,  but  the  vineyardist 
can  not  shut  down  his  vineyard.  It  must  be  worked  or  it  is  ruined  and  his  capital 
investment  lost. 

The  manufacturer  can  not  control  the  cost  of  his  raw  material.  That  is  controlled 
by  supply  and  demand  in  an  open  market,  but  the  lessened  demand  for  his  own 
product  which  is  caused  by  this  prohibitive  sales  tax  can  be  controlled  and  removed 
by  Congress. 

Summary. 

We  submit  that  the  case  against  this  tax  is  complete.  Under  its  operation  the 
business  of  manufacturing  grape  juice  has  dropped  from  7,000,000  gallons  in  1919  to 
about  3,000,000  gallons  in  1920.  Sales  of  grapes  to  the  juice  factories  have  dropped 
from  45  per  cent  of  the  total  crop  in  1919  to  14  per  cent  in  1920.  Grape-juice  factories 
paid  $3,700,000  to  growers  for  grapes  in  1919,  only  $1,599,000  last  year. 
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Sales  of  grape  ]uice  have  fallen  to  320,000  gallons  since  the  last  harvest.    The  norma 
and  expected  growth  of  this  industry,  based  on  experience  up  to  the  time  this  tax- 
was  imposed,  would  warrant  a  business  now  of  at  least  7,000,000  gallons  a  year. 

The  tax  has  not  been  repealed,  and,  instead  of  this  business,  there  remains  unsold 
on  April  1,  1921,  5,146,777  gallons  carried  over  from  1919  and  1920. 

Every  grape  grower  in  every  State,  whether  he  sells  to  a  local  market  or  a  juice 
manufacturer,  is  directly  handicapped  by  this  tax. 

Millions  of  people  who  have  used  this  pure  product-^^rapes  in  liquid  form — ^in 
past  seasons  have  been  deprived  of  this  privilege  and  of  this  beneficial,  healthful,  and 
valuable  food. 

CoNORESs  Should  Recoonizb  That  Grape  Juice  is  a  Food. 

It  would  be  as  logical  and  as  fair  to  tax  the  producer  of  milk  or  butter,  jams  or 
preserves,  canned  fruits  or  any  other  food  product  as  to  tax  grape  juice.  Such  taxa- 
tion has  never  been  attempted  in  any  American  system  of  revenue  production. 

The  Government  is  now  deriving  little  if  any  revenue  from  the  grape-juice  tax 
owing  to  the  decrease  in  consumption,  for  which  this  tax  is  itself  laigely  responsible. 
Even  if  the  revenue  derived  from  it  were  large,  it  is  not  believed  that  this  Congress 
intends  to  tax  out  of  existence  the  manufacturers  and  farmers  who  have  here  attempted 
to  picture  the  crisis  that  now  confronts  them. 

If  our  vineyards  and  plants  are  to  be  saved  relief  must  be  afforded  at  once. 

We  are  here  fighting  for  existence,  to  save  not  only  the  grape-juice  business  but 
the  grape  growing  industry  as  well,  which  depends  on  the  grape-juice  business  as  a 
controlling  factor  in  its  market. 


ExHiBrr. 

FOOD  VALUE  AND  HEALTHFUL  QUALITIBS   OF  GRAPE  JU^OE. 

[Authoritiesr  United  States  Departmeat  of  Agricnltare,  Bureau  of  Plant  Industry,  Bulletin  24,  Qeorge 

CT  Husmann.] 

The  uses  of  unfermented  grape  juice  are  many.  It  is  used  in  sickness,  conva- 
lescence and  good  health;  as  a  preventative,  as  well  as  a  cure.  By  the  young,  by 
persons  in  the  prime  of  life,'  and  by  those  in  old  age,  it  is  used  at  all  seasons  of  the 
year,  whether  that  season  be  warm  or  cold,  wet  or  dry.  It  is  used  in  churches  for 
sacramental  purposes;  at  soda  fountains  as  a  cool  and  refreshing  drink;  in  homes, 
at  hotels,  ana  at  restaurants  as  a  food,  as  a  beverage,  as  a  dessert,  and  in  many  other 
ways.  When  people  become  accustomed  to  it  tn^y  rarely  give  it  up;  hence  the 
manufacture  oi  rarape  juice  will  probably  increase  enormously  as  the  yoBxa  go  by. 

In  Farmers'  Bulletin  No.  644  (United  States  Department  of  Agriculture),  Mr. 
Husmann  says: 

The  effect  of  unfermented  grape  juice  on  the  human  system  has  been  studied  at 
the  so-called  grape  cures  long  in  vogue  in  Europe  and  has  been  investi^ted  tt> 
a  slight  extent  in  laboratories.  It  is  generally  claimed  that  the  consumption  of  a 
reasonable  quantity  of  unfermented  grape  juice  improves  digestion,  aiminishes 
intestinal  fermentaUon,  and  results  in,  an  increase  in  body  weight. 

The  nutrients  in  grape  juice  are  the  same  as  in  other  foods  and  as  the  percentage 
of  water  is  high,  it  resembles  liquid  foods  more  closely  than  solids.  It  contains  leas 
water,  however,  than  does  milk,  the  most  common  form  of  liquid  nourishment;  it 
has  more  carbohydrates,  largelv  present  in  the  form  of  sugar,  and  has  less  protein, 
fat,  and  ash  than  milk.  Carbonydrates  are  the  principal  nutritive  ingredients. 
Grape  juice  as  a  food  is  essentially  a  source  of  ener^;  therefore,  and  may  help  to 
make  the  body  fatter,  though  it  is  of  slight  assistance  m  building  nitrpgeneous  tissue. 
Sugars  in  moderate  quantities  are  wholesome  foods  and  grape  juice  oners  them  in  a 
diluted  and  palatable  form.  Moreover,  the  agreeable  flavor  increases  the  appetite, 
which  is  a  consideration  by  no  means  unworthy  of  attention. 

In  the  ''Art  of  Living  in  Good  Health,"  by  Daniel  S.  Sager,  M.  D.,  it  is  stated  on 
page  89:  "The  juice  of  sweet  grapes  may  be  used  freely  for  infants,  replacing  to 
advantage  in  many  instances  milk,  beef  tea.  etc. 

C.  F.  Langworthy,  Ph.D.,  in  Farmers'  Bulletin  293,  refers  to  grapes  as  a  food  fruit  and 
to  grape  juice  as  a  dilute  food.  In  a  table  in  this  bulletin  he  shows  that  there  is  more 
food  material  in  a  pound  of  grape  juice  by  one-tenth  of  1  per  cent  than  there  is  in  porter- 
house steak  and  just  as  much  as  there  is  in  a  pound  of  mutton  leg. . 
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Ukitbd  Statbs  Phabmacopcbial  Convention. 

WaskingtOTij  D.  C,  April  5,  1920. 
Hon.  Daniel  A.  Reed, 

HoiLse  of  Representatives,  Washington,  D,  C, 

Deab  Mr.  Reed:  My  attention  has  been  drawn  to  the  fact  that  a  revenue  tax  is 
now  levied  against  grape  juice  whereas  some  other  fruit  juices  are  tax  free.  My 
attention  has  also  been  called  to  the  additional  fact  that  a  pure  synthetical  beverage 
of  very  inferior  quality  to  grape  juice  and  which  contains  as  one  of  its  ingredients 
"the  alkaloid  caffem,  well  known  in  its  free  state  to  be  highly  injurious,  is  also  tax  free. 
Grape  juice  is  a  food  product  of  high  value  by  reason  of  the  natural  sugars  it  contains. 
Its  mineral  constituents  combinea  with  a  natural  acid  tartaric  which  gives  it  addi- 
tional wholesomeness  and  palatability.  ^liile  I  realize  the  necessity  oi  taxation,  in 
which  all  persons  and  all  articles  should  share,  I  believe  I  am  justi^ed  in  protesting 
against  such  a  discrimination  as  that  to  which  I  have  referred.  In  the  interests 
of  health  and  nutrition  an  article  so  valuable  as  grape  juice  should  not  be  made  to 
suffer  from  discriminatory  taxation.  I  believe  it  would  be  a  matter  of  justice  to  tax 
synthetic  products,  specially  those  which  contain  elements  injurious  to  health,  and 
Temove  the  burden  of  taxation,  in  so  far  as  possible,  from  natural  and  wholesome  food 
products. 

I  am,  respectfully. 

H.  W.  WiLBT. 

Life  Extension  iNSTrrurE  (Inc.), 

New  York,  April  3,  19M, 
M[r.  A.  M.  LocMis,  Washington,  D,  C. 

Mt  Dear  Mr.  Loohis:  In  the  matter  of  gmp^  juice  I  wish  to  state  tiiat  unfer- 
mented  grape  juice  is  a  wholesome  and  nutritious  food  and  a  valuable  source  of  fuel 
food  through  its  high  percenta^  of  carbohydrates,  not  only  in  a  normal  general  dietary, 
but  in  conditions  of  low  nutrition,  convalescence,  and  other  states  where  a  rapidly 
available  fuel  food  is  required  in  a  pleasant  and  palatable  foim. 

There  is  no  more  reason  for  discriminating  against  gmpe  jtiic^  than  against  any  other 
wholesome  and  desirable  food  substance,  and  because  of  its  availabiuty  in  states  of 
illness,  when  ordinary  food  substances  bi  a  similar  character  might  not  be  especially 
exhibited,  I  am  opposed  to  any  restriction  upon  its  sale  or  production. 
Veiy  truly,  yours, 

E.  h'  FissB,  M.  D.^  MedUal  Director. 


Modern  HosprrAL  Publishing  Co.  (Inc.), 

Chicago,  April  J,  19t0. 

Grape  juice  is  a  valuable  food  beverage  and  is  recommended  by  physicians  for  use 
in  the  sick  room,  in  homes  and  hospitals  throughout  the  country.  In  fact  grape  juice 
was  first  brought  into  use  through  the  medical  profession  and  the  hospitals.  It  is 
served  to  fever  patients  as  a  matter  of  routine  in  practically  all  hospitals  and  sana- 
toriums,  and  is  extensively  prescribed  for  nearly  all  patients  because  of  its  pleasing 
taste,  flavor,  digestibility  and  refreshing  service,  as  well  as  itn  food  value. 

O.  F.  Bai«l,  President. 

:8TATEHEin  OF  HON.  S.  WALLACE  DEMPSEY,  A  BEPBESEKTATIVE 
IN  CONGBESS  FBOM  THE  STATE  OF  NEW  YOBK. 

Mr.  Dempsey.  All  I  have  to  say  is  that  the  tax  ought  not  to  be 
upon  the  added  freight,  upon  the  container,  »nd  upon  all  these 
incidental  things,  and  if  you  have  a  tax  it  should  be  upon  the  grape 

{'nice  itself.    Grape  juice  does  supply  the  fanner  with  a  market  for 
lis  grapes,  and  that  market  will  be  gone  if  the  grape  juice  manufac- 
turers are  driven  out  of  business. 
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TAX  ON  ADMISSIONS. 

STATEMENT  OF  WALTEB  C.  SAUNDEBS,  SECBETAB7-GENEBAI. 
MANAGEB  VIBGINIA  STATE  FAIB;  ALSO  MEMBEB  EXECITTIVB 
COMMITTEE  OF  AMEBICAK  ASSOCIATION  OF  FAIBS,  BICE^OND, 
VA. 

The  CHAntBCAN.  Mr.  Saunders,  will  you  please  state  your  full 
name  for  the  record  ? 

Mr.  Saunders.  My  name  is  Walter  C.  Saunders. 

The  Chairman.  Where  do  you  reside  ? 

Mr.  Saunders.  Richmond,  Va. 

The  Chairman.  What  is  your  business  ? 

Mr.  Saunders.  Secretary-general  manager  Virginia  State  Fair.  I 
am  also  a  member  of  the  executive  committee  of  the  American 
Association  of  Fairs,  whom  I  represent  here. 

The  Chairman.  What  phase  of  the  question  do  you  desire  to 
address  yourself  to  ? 

Mr.  Saunders.  To  the  tax  on  gate  admissions  to  the  State  fairs 
and  other  fairs. 

The  Chairman.  Will  you  proceed  briefly  to  state  to  the  com- 
mittee what  you  have  in  mina? 

Bear  in  mind,  of  course,  before  you  go  on,  that  in  the  last  revenue 
hearing  this  particular  question  was  unusually  fairly  considered. 
The  committee  is  very  familiar  with  it.  I  am  not  prepared  to  say 
the  tax  ou^ht  not  to  come  off,  but  as  to  the  character  of  it  the 
committee  is  very  well  advised. 

Mr.  Saunders.  I  am  simply  here  to  ask  you  gentlemen  that  jrou 
do  not  repeal  that  exemption  on  State  fairs  and  other  fairs  wnich 
are  not  operated  for  profit,  along  with  other  educational  institutions. 

The  Chairman.  You  want  the  exemption  to  remain  as  it  is  I 

Mr.  Saunders.  To  remain  as  it  is. 

The  Chairman.  I  think  you  can  reasonably  be  assured  that  that 
will  be  done. 


EXCISE  TAX. 

ART. 

STATEMENT  OF  JOHN  QUINN,  NEW  YOBK,  N.  Y.,  BEPBESENTINa 

AMEBICAN  FEDEBATION  OF  ABTS. 

The  Chairman,  Mr.  Quinn,  will  you  please  state  to  the  committee 
for  the  record  your  occupation? 

Mr.  Quinn.  I  am  a  member  of  the  New  York  bar,  Senator. 

The  Chairman.  You  are  here  as  an  attorney,  then? 

Mr.  Quinn.  Mr.  Chairman,  I  have  the  honor  to  represent  the 
American  Federation  of  Arts,  which  is  composed  of  273  chapters 
located  in  almost  every  State  in  the  Union  and  which  includes  prac- 
tically all  art  museums  and  important  art  societies  of  the  United 
States ;  the  council  of  the  National  Academy  of  Design,  of  New  York 
City ;  the  National  Arts  Club,  of  New  York  City ;  the  Fine  Arts  Fed- 
eration of  New  York;  the  League  of  New  York  Artists  (Inc.)  ;  and 
many  other  like;  bodies. 
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^  The  Fine  Arts  Federation  of  New  York  is  a  federation  of  prac- 
tically all  the  artistic  associations  of  the  city  of  New  York  and 
includes  the  following :  The  National  Academy  of  Design,  New  York 
Chapter  of  the  American  Institute  of  Architects,  the  American 
Water  Color  Society,  the  Society  of  American  Artists,  the  Archi- 
tectural Leaffue  of  New  York,  the  American  Fine  Arts  'Society,  the 
Municipal  Art  Society  of  New  York,  the  Society  of  Beaux  Arts 
Architects,  the  National  Sculpture  Society,  the  National  Society  of 
Mural  Painters,  New  York  Water  Color  Club,  Brooklyn  Chapter  of 
the  American  Institute  of  Architects,  Society  of  Illustrators,  Ameri- 
can Group  Socifete  des  Architects  Diplomas  par  le  Gouvernment,  the 
Art  Commission  Associates,  and  the  New  York  Chapter  American 
Society  of  Landscape  Architects. 

I  also  represent  a  group  of  leading  art  dealers  throughout  the 
United  States.  I  am  proua  of  the  fact  that  I  represent  those  impor- 
tant art  associations  and  art  bodies  and  those  art  dealers  and  that 
they  have  reposed  in  me  such  confidence  that  I  alone  represent 
them. 

Before  this  committee  I  speak  for  the  freedom  of  art,  for  untaxed 
art,  and  I  regard  the  cause  as  a  very  sacred  one. 

The  public  has  not  the  time  or  the  leisure  to  judge  art  or  to  study 
the  technique  and  history  of  art.  That  is  the  work  of  the  specialist, 
of  the  educator,  of  the  artist,  of  the  art  museums  and  art  galleries. 
The  public  can  only  follow  what  the  critics  and  specialists  tell  them 
are  the  great  names.  The  public  has  not  the  time  for  the  study  of 
the  history  and  technique  of  art.  The  public  has  its  own  great  work 
to  do,  ana  it  wisely  follows  the  lead  of  the  specialists,  or  those  be- 
lieved to  be  specialists. 

It  is  to  the  specialists,  the  artists,  the  directors  of  art  museums  and 
art  galleries  whom  I  represent  here,  that  there  falls  the  duty  of  mak- 
ing the  recurrent  fight  against  Philistinism,  against  Puritanism,  and 
against  the  false  commercialism  which  would  tax  art. 

Ilaving  a  good  cause  at  heart,  I  believe  that  we  will  win,  as  we 
deserve  to  win. 

The  Chairman*.  Mr.  Quinn,  you  will  bear  in  mind,  of  course,  that 
the  committee  is  very  familiar  with  this  whole  question,  and  it  will 
be  just  as  well  to  have  you  touch  on  the  recent  developments. 

Mr.  Quinn.  I  shall  be  very  brief,  Mr.  Chairman^  as  I  generally 
am  before  such  bodies  as  this,  keeping  to  the  essential  points,  for  I 
know  that  the  committee  is  familiar  with  the  question  generally.  I 
prepared  a  careful  brief  on  the  subject  entitled,  "Memorandum 
against  taxing  sales  of  works  of  art,"  which  I  should  like,  with  your 
permission^  Mr.  Chairman  and  that  of  the  members  of  the  committee, 
to  have  printed  in  the  record.  If  that  privilege  is  accorded  me,  I 
shall  not  take  up  the  time  of  the  committee  to  read  from  my  memo- 
randum, but  I  should  like  to  touch  upon  a  few  points  that  are  perti- 
nent to  the  argument  and  are  not  exhaustively  dealt  with  in  the 
memorandum. 

The  Chaibmak.  You  want  the  whole  pamphlet  to  go  in  the  rec* 
ord,  do  you  ? 

Mr.  QiJiNN.  Yes :  I  should  like  my  entire  memorandum  to  go  into 
the  printed  record^  Mr.  Chairman. 
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The  Chairman.  If  there  is  no  objection,  (he  pamphlet  will  be 
inseited  in  the  record. 

Mr.  QuiNN.  Mr.  Chairman  and  Senators,  sales  of  art  are  now 
taxed  10  per  cent. 

I  appeared  before  the  Ways  and  Means  Committee  of  the  House 
of  Eepresentatives  in  opposition  to  that  tax  when  tliat  tax  was 
imposed.  The  10  per  cent  sales  tax  was  enacted  as  a  tentative  and 
experimental  thing.  I  predicted,  and  others  predicted,  that  it 
would  not  work  well  or  smoothly,  and  would  be  productive  of 
injustice  and  inequality.  Just  what  I  then  prophesied  and  pre- 
dicted has  taken  place.  The  10  per  cent  sales  tax  has  damaged  art 
generally.  It  has  worked  unjustly  and  inequitably.  It  has  enor- 
mously hurt  the  art  business. 

Under  the  present  law  purchases  by  art  museums  and  art  gal- 
leries are  exempt  from  the  tax.  The  framers  of  the  law  admitted 
by  that  provision  that  art  museums,  libraries,  and  art  galleries 
who  purchase  works  of  art  should  be  encouraged  and  their  purchases 
be  exempt  from  the  tax.  But  that  was  ^oing^only  a  short  distance 
in  the  right  direction.  Other  countries  give  Government  aid  to  art 
galleries  and  art  museums.  We  do  not  aid  or  subsidize  art  galleries 
or  art  museums  or  art  schools.  We  have  no  ministry  of  fine  arts  as 
other  countries  have.  But  if  we  do  not  aid  art  museums  and  art 
galleries  and  libraries,  we,  the  United  States,  ought  not  to  tax  what 
museums  buy.  That  would  not  be  a  generous  or  an  enlightened 
policy. 

Everyone  who  has  studied  the  subject  knows,  and  statistics  show, 
that  over  one-half,  some  say  over  60  per  cent,  of  the  art  in  our 
museums  has  been  acquired  by  the  gifts  or  bequests  of  some  private 
■collectors.  The  Hearn  pictures,  the  splendid  Altman  bequests  to  the 
Metropolitan  Museum  of  Art,  the  Morgan  bequests  to  the  Metropoli- 
tan Museum  of  Art,  the  Frick  bequests  of  his  home  and  the  art  treas- 
ures it  contains  to  the  city  of  New  York,  the  splendid  Johnson  be- 
?uest  to  the  city  of  Philadelphia,  and  other  like  bequests  in  cities  like 
Pittsburgh,  Cleveland,  Chicago,  and  other  cities  will  prove  my  point. 

The  sales  tax  upon  art  retards  the  establishment  of  new  and  the 
growth  of  present  museums.  Museums  depend  largely  for  their  art 
upon  gifts  and  bequests  of  individuals.  Our  public  art  coUections 
will  be  the  richer  if  art  sales  are  not  taxed. 

On  behalf  of  the  museums  and  art  galleries  and  art  associations  of 
the  country,  as  well  as  on  behalf  of  the  dealers,  I  therefore  ask  that 
the  present  10  per  cent  sales  tax  on  art  be  stricken  from  the  law. 

But  I  have  heard  the  statement  made :  "  Well,  the  museum  directors 
-can  go  abroad  and  buy  art  abroad."  But  that  is  not  the  fact.  Museum 
directors  can  not  go  abroad.  Buying  a  work  of  art,  Mr.  Chairman 
and  Senators,  is  a  very  delicate  thing,  and  in  many  cases  requires  im- 
portant decisions.  I  assume,  of  course,  that  the  decision  to  buy  a  par- 
ticular work  of  art  or  not  is  made  from  what  I  call  pure  motives — 
made  solely  upon  consideration  of  the  merits  of  the  work  of  art  freed 
from  any  desire  to  help  the  artist  who  painted  the  picture  or  the 
sculptor  who  carved  the  statue  or  the  dealer  who  owns  the  work.  Let 
us  assume  that  one  of  you  is  a  director  of  a  museum.  You  desire  that 
your  museum  shall  acauire  an  example  of  art  by  a  certain  artist, 
lour  museum  has  saved  up  money  to  purchase  it.    You  feel  that  you 
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need  that  particular  work,  representing  that  artist  or  a  certain  phase 
of  his  art,  for  vour  museum  or  the  collection  in  your  gallery.  You 
<;an  not  go  to  I^aris  or  to  Vienna  or  to  London  or  to  Rome  to  search 
the  galleries  there.  You  have  the  work  of  your  museum  to  supervise. 
You  must  consult  your  directors.    You  may  have  to  use  experts. 

You,  therefore,  have  to  buy  that  work  of  art  in  New  York  City  or 
in  Philadelphia  or  in  Chicago  in  ordel*  that  you  may  see  it,  may  com* 
pare  it  witn  others,  may  study  it,  may  consider  the  price  and  the 
terms  of  payment,  all  of  which  are  essential  conditions  to  its  purchase 
by  your  museum.  You  are,  therefore,  dependent  upon  the  dealers' 
galleries  ia  this  country.  If  you  are  a  western  or  a  middle  western 
musemn  director,  you  naturally  go  to  Chicago,  or  you  may  go  to  New 
York  or  Philadelphia.  You  shop  around  among  the  galleries  and  the 
dealers.  You  return  and  talk  to  your  committee.  Then  you  may 
come  back  again.  You  go  to  the  different  dealers  and  find  out  what 
works  by  the  same  artist  are  owned  in  Europe,  all  in  order  that  you 
may  get  the  best  and  at  the  best  bargain.  After  anxious  study,  after 
careful  comparison,  and  after  much  discussion,  you  finally  decide,  or 
vour  board  decides,  to  buy  that  work  of  art.  That  is  an  important 
labor,  but  it  is  a  labor  of  love.  It  was  the  ^reat  Leonardo  who  said : 
^*  Great  love  is  the  child  of  great  knowledge.  The  more  exact  the 
knowledge,  the  greater  the  love."  That  noble  sentence  may  be  applied 
almost  as  justly  to  the  purchase  of  a  work  of  art  as  to  its  production^ 
Now,  that  process  involves  a  i^le  by  a  dealer  here  and  not  by  a  dealer 
abroad. 

Next  I  come,  and  I  will  be  brief,  to  the  refutation  of  the  thought* 
less  idea  that  art  is  a  luxury.  But  before  I  deal  with  that,  I  wish  to 
contrast  the  present  tax  law  upon  sales  of  jewelry  and  those  of  art. 
It  may  probably  astonish  some  of  the  members  of  this  committee 
when  I  recall  to  them  the  fact  that  under  the  present  law  jewelry  is 
taxed  only  5  per  cent  upon  sales  only  to  the  ultimate  consumer^ 
whereas  under  this  outrageous  10  per  cent  provision  every  sale  of  art 
is  taxed  10  per  cent,  whether  wholesale  or  retail,  and  wliether  to  the 
ultimate  consumer  or  not. 

Please  note  how  that  works.  Suppose  I  come  to  Senator  La  Fol- 
lette,  who  is  a  dealer,  and  who  has  a  better  work  of  art  than  I  have. 
He  has  a  painting  by  Manet,  we  will  say.  He  wants  $10,000  for  that 
painting.  I  have  a  smaller  or  a  less  important  painting  by  Manet 
that  I  bought  during  my  poorer  days.  He  says  to  me :  "How  much 
did  that  Manet  cost  you?  "  I  reply :  "  It  cost  m6  $5,000.  Will  you. 
Senator  La  FoUette,  take  my  M!anet  that  I  paid  $5,000  for,  and  I 
pay  you  $6,000  in  cash,  and  you  give  me  that  splendid  Manet  that 
you  have,  which  I  feel  I  need  for  my  collection  ?  " 

He  would  have  to  pay  10  per  cent  on  that  $10,000  sale  to  me  of 
that  picture,  or  $1,000,  to  the  Government.  I  should  pay  10  per 
cent  on  my  exchange  or  sale  of  the  $5,000  picture,  or  $500,  to  the 
Government.  He  would  be  taxed  10  per  cent  upon  the  sale  of  his 
^10,000  picture  and  I  would  be  taxed  10  per  cent  on  the  sale  by  me 
of  the  $5,000  picture.  There  would  thus  be  payable  to  and  received 
by  the  Government  $1,500  in  taxes  on  that  one  transaction,  and  only 
a  $6,000  exchange  would  have  been  made.  In  that  case  the  Govern- 
ment would  be  imposing  a  tax  of  $1,500  on  an  essentially  $5,000 
transaction.    Yet  sales  of  jewelry  are  taxed  only  6  per  cent,  and  then 
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only  to  the  ultimate  consumer.     Wholesale  transactions  and  ex- 
changes among  dealers  in  jewelry,  under  the  law,  are  not  taxed. 

Could  there  be  any  more  outrageous  discrimination  than  that? 

Now,  again,  take  the  case  of  the  exchange  of  pictures.  Dealers 
frequently  exchange  paintings  and  sculpture  and  works  of  art  among 
themselves.  You,  Senator  La  FoUette,  or  you.  Senator  Smoot,  may 
have  gone  to  Europe  and  may  have  returned  with  some  pictures  that 
your  particular  customers  may  not  be  interested  in.  1  may  have 
customers  for  those  pictures,  i  ou  may  have  customers  for  pictures 
that  I  have.  We  exchange  pictures  on  an  agreed  basis.  We  do  not 
pay  each  other  any  money,  or  very  little.  I  do  not  pay  you  any 
money ;  you  do  not  pay  me  any,  or  much.  I  say,  "  I  will  give  you 
two  of  these  pictures  if  you  will  give  me  those  three."  Under  the 
present  law  those  transactions  would  be  taxed,  taxed  10  per  cent  all 
the  way  down  the  line. 

The  tax  on  sales  of  works  of  art  is  absurd,  unjust,  and  makes  those 
transactions  impossible. 

Now,  as  to  the  point  that  art  is  not  a  luxury,  I  shall  be  brief,  I  do 
not  think  it  is  necessary  for  me  to  argue  at  length  to  this  committee 
that  art  is  not  a  luxury  in  the  sense  that  jewelry  and  Cosmetics  and 
automobiles  and  possibly  furs  are  luxuries.  Consider  jeweliy  for  a 
moment.  A  woman  buys  a  necklace,  or  a  man  buys  one  for  her, 
whether  of  diamonds  or  pearls.  That  necklace  does  not  go  to  the 
public  when  she  dies.  Her  wearing  of  it  is  of  no  benefit  to  the  public. 
Sometimes  it  is  not  even  a  benefit  to  her.  It  may  involve  a  sacrifice 
on  her  part  that  is  not  as  lovely  as  diamonds  or  pearls,  or  it  may  mean 
a  husband  that  is  not  as  rare  as  precious  jewels. 

But  art  can  not  be  considered  in  the  same  way.  Art  is  not  a  luxury 
in  that  sense.  It  is  not  a  matter  of  personal  ornament  or  adornment 
or  of  vanity.  In  the  strictest  sense  art  is  a  necessity  to  a  well-ordered 
and  civilized  life.  Art  ranks  with  science.  It  is  the  same  as  education. 
It  is  an  instrument,  a  means  of  education.  You  might  as  well  tax 
university  professors  and  scientific  instruments  and  colleges  as  to 
tax  art  sales  and  art  museums  and  art  purchases  and  purchases  by 
private  individuals,  which  ultimately  go  to  art  museums  and  art 
galleries.  We  do  not  tax  churches  or  church  property.  They  are 
civilizing,  harmonizing,  social  things.  All  over  the  country  churches 
and  church  property  and  schools  and  school  property  and  college 
and  university  property  are  exempt  from  taxes.  Their  real  estate  is 
exempt  from  taxation.  Why?  Because  of  their  educational  value, 
because  of  their  civilizing  value.  It  is  better  to  build  churches  and 
to  establish  schools  than  it  is  to  build  jails  and  enlarge  penitentiaries. 
And  so  it  is  with  art.  Art  museums  belong  with  colleges  and  with 
universities  and  with  churches  and  with  scientific  foundations,  as 
civilizing,  humanizing  things.  Anything  that  hurts  them,  anything 
that  retards  a  general  knowledge  of  art,  anv  tax  that  taxes  art  sales 
is  a  tax  upon  civilization  and  upon  the  refinements  of  life.  Art  is 
the  fine  flowering  of  our  civilization.  You  might  as  well  tax  botanical 
gardens  because  they  grow  flowers  as  to  tax  sales  of  works  of  art* 
which  are  the  flowers  of  life.  You  might  as  well  tax  the  Botanical 
Museum  of  New  York  City  or  the  Zoological  Gardens  in  this  city, 

I  have  said  that  art  is  educational.  Speaking  for  myself<>  my  aca- 
demic education  was  moderately  expensive.  My  legal  education 
was  thorough  and  not  too  costly.    My  political  eaucation  has  been 
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costly.  My  social  education  has  been  considerably  more  costly.  But 
my  art  education  has  been  the  most  costly  of  all,  for  one  can  only 
learn  by  study  and  experience — bv  one's  mistakes.  In  art  as  in  other 
things,  one  should  try  to  follow  the  advice  of  Beecher,  who  said  that 
he  knew  that  "  he  made  mistakes  but  that  he  always  tried  to  make 
new  ones."  Taste  in  art  can  only  be  improved  by  years  of  study  and 
experiment.  It  was  a  great  artist,  a  man  of  genius,  William  Blake, 
who  said :  "  A  man  must  explore  and  reject  bad  art  before  he  accepts 
good  art." 

There  is  a  limit  to  taking  away  all  of  the  things  that  make  life 
rich  and  the  interests  of  liie  varied.  We  have  fon)idden  racing  in 
many  States.  We  have  made  it  a  crime  to  drink  civilizing,  humaniz- 
ing wnnes  and  liquors.  We  have  placed  the  whole  Nation  in  legal 
strait-jackets  for  the  benefit  of  a  comparatively  few  drunkards. 
Puritanism  and  absurd  ideas  of  economics  are  rampant.  What 
amusement  has  the  poor  man  who  has  not  the  money  to  sail  away 
from  this  country  for  a  time  each  year  to  some  more  civilized  and 
rational  country,  where  people  are  still  free  and  have  the  sense  of 
freedom?  If  misplaced  ideas  of  economics,  if  absurd  Puritanism 
keeps  on,  what  social  pleasures  can  people  have  in  life  and  share  with 
each  other?  Are  people  going  to  be  made  to  work  in  the  treadmill 
of  existence  all  the  time  without  any  social  relaxation?  Shall  there 
be  no  place  in  life  for  relaxation  and  pleasure  ?  Are  economists  and 
statesmen  of  the  future  to  preach  that  work,  always  work,  and  more 
work,  is  a  noble  thin^  and  not  a  mere  hard  necessity?  Are  we  to 
descend  to  such  imbecility  as  that? 

The  Chairman.  Do  you  think  a  picture  can  take  the  place  of 
liquor? 

Mr.  QuiNN.  Certainly  not.  Senator.  I  am  fond  of  both.  I  should 
not  have  one  as  the  substitute  for  the  other.  Both  are  civilizing, 
humanizing  things.  A  reasonable  amount  of  good  wine  and  of 
good  liquor  would  but  add  to  my  enjoyment  of  art,  both  leading  to 
legitimate  and  often  delicious  relaxation.  When  I  have  had  a  suffi- 
cient quantity  of  civilizing  and  humanizing  wine,  I  am  in  just  the 
right  mood  to  be  further  humanized  and  civilized  by  art.  Some  one 
said,  "  In  My  Father's  house  there  are  many  mansions."  So  in  a . 
civilized  country  there  ought  to  be  room  for  horse  racing  to  improve 
the  breed  of  horses;  for  wine,  for  the  burgundy  and  claret  of  the 
south  and  the  champagne  of  the  north  of  sunny  France,  and  all 
kinds  of  good  whiskies,  to  civilize  and  improve  the  breed  and  the 
manners  of  men  and  women. 

Now,  gentlemen,  this  question  of  art  is  a  very  serious  business  for 
me.  In  a  modest  way  I  am  an  art  collector.  Senator  La  Follette — 
and  Senator  Thomas,  who  has  just  entered  and  whom  I  am  de- 
lighted to  see  here — will  remember  the  fight  I  made  in  1913  to  take 
the  duty  off  modern  art.  Senator  Stone  was  then  chairman  of  the 
Finance  Committee  of  the  Senate.  He  was  bent  upon  putting  the 
duty  back  on  art.  In  1909,  you  will  remember,  the  Republicans  took 
the  tariff  oif  all  art  except  modern  art.  After  that  Mr.  Morgan's 
great  collection  and  other  great  collections  of  art  were  brought  into 
the  country.  The  United  States  would  not  have  had  those  great  col- 
lections if  that  duty  had  remained  on.  So  the  country  benefited  by 
the  advance  made  in  1909. 
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In  1913  I  made  the  fight  myself,  if  you  will  pardon  the  egotism 
of  that  statement.  In  1909  the  country  had  made  a  tremendous  fight 
to  take  the  duty  off  old  art.  They  had  organized  the  entire  country 
in  1909.  The  American  Free  Art  League  had  branches  in  nearly 
every  State,  and  it  led  the  1909  fight,  in  1913  I  made  the  fight  to 
take  duty  off  modem  art.  Some  of  the  museum  directors  were  timid* 
They  were  afraid  to  open  the  question.  They  said,  "  No ;  let  well 
enough  alone.  We  are  afraid  if  the  question  is  opened  up  that  the 
good  work  of  1909  may  be  undone,  and  that  the  tariff  on  old 
works  of  art  may  be  restored."  But  I  replied,  "  I  am  sure  you  are 
mistaken.  I  know  the  Senators  down  in  Washington,  and  I  know 
the  Representatives.  Those  men  are  not  quite  as  uncivilized  as  you 
assume  they  are.  I  am  going  down  to  talk  to  them,  and  I  am  sure 
that  we  will  get  a  civilized  and  enlightened  result,"  I  was  right.  In 
1913  Congress  took  the  duty  off  modern  art. 

Now,  what  has  been  the  result  of  the  great  1913  reform?  Museums 
have  sprung  up  all  over  the  country  as  a  result  of  it.  Museums 
already  in  existence  have  developed  and  grown.  There  are  art  gal- 
leries to-day  not  merely  in  the  great  cities — New  York,  Philadelphia, 
Boston,  Chicago,  St.  Louis,  and  San  Francisco — but  in  Providence, 
in  Worcester,  m  Syracuse,  in  Rochester,  in  Buffalo,  in  Cleveland,  in 
Toledo,  in  Detroit,  in  Muskegon,  Mich.,  in  St.  Paul,  Minn.,  and  in 
other  places ;  even  in  Oklahoma,  in  the  oil  regions,  they  are  buying 
art.  Sometimes  it  may  not  be  very  good  art,  I  admit,  but  they  arts 
buying  art,  and  after  all,  I  would  rather  have  a  man  buy  art,  even 
if  it  is  bad  art,  than  to  buy  automobiles.  Art  ultimately  civilizes 
him.  After  all,  he  may  learn  how  bad  the  art  that  he  has  bought  is, 
and  possibly  turn  to  good  art,  or  he  may  have  some  candid  friend. 
Anything  that  encourages  people  to  buy  art — and  removing  the  sales 
tax  on  art  will  encourage  them — is  a  good  thing.  That  was  the  effect 
of  talring  the  tariff  off  art  in  1913. 

Now,  in  1918  Congress  put  this  sales  tax  on  works  of  art.  There 
was  then  almost  a  panic  desire  to  raise  revenue,  and  they  passed  the 
art  tax  law  as  a  tentative  thing. 

The  Chairman.  Has  the  revenue  amounted  to  much? 

Mr.  QuiNN.  Mr.  Chairman,  the  statistics  obtained  from  the  Treas- 
ury Department  show  that  for  the  fiscal  year  ended  June  30,  1920, 
the  tax  upon  art  sales  yielded  $1,543,133.58.  Roughly,  the  10  per  cent 
tax  on  art  sales  yielded  a  million  and  a  half  dollars.  The  receipts 
for  the  nine-month  period  of  the  present  fiscal  year  ended  March 
31,  1921,  the  latest  period  for  which  the  Treasury  has  available 
figures,  were  $829,374.34.  That  shows  a  great  falling  off,  and  it  is 
claimed  by  the  dealers  whom  I  represent  that  that  is  almost  entirely 
due  to  the  injustice  and  inequality  of  the  tax  on  art  sales. 

Now,  let  me  give  you  another  illustration  as  to  how  unfairly  this 
present  tax  law  works : 

The  large  dealers,  the  firms  and  corporations  whose  books  of  ac- 
count are  here,  and  whose  places  of  business  are  here,  have  to  keep 
full  and  careful  records  and  have  to  pay  the  tax.  But  a  foreigner, 
an  Englishman  or  a  Scandinavian  or  an  Italian  or  a  German  may 
come  over  here  and  bring  to  his  hotel  or  apartment  15  or  20  paintings 
and  may  sell  them.  He  keeps  no  books  and  he  may  go  away  and  pay 
no  tax  upon  his  art  sales. 
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Again,  the  wiser  dealers  will  make  the  sales  in  Europe.  They 
will  send  the  photographs  of  their  works  of  art  over  to  this  side. 
If  the  works  are  by  well-known  artists,  like  Monet  or  Manet  or 
Kenoir  or  Degas  or  Puvis  de  Chavannes  or  Cezanne,  discriminating 
collectors  may  buy  from  the  photographs.  The  acceptance  of  the 
offer  is  sent  to  Europe.  The  picture  is  delivered  to  a  shipper  in 
Europe.  The  agreement  is  made  in  Europe,  and  becomes  binding  in 
Europe.  The  money  is  paid  in  Europe.  No  part  of  the  sale  is  made 
here  and  hence  no  tax  is  paid  here.  But  all  the  time  the  American 
dealers,  who  have  their  places  of  business  here,  who  pay  a  tax  to  their 
State,  and  Federal  corporation  and  excess-profits  taxes,  and  also  an 
income  tax,  have  to  pay  this  iniquitous  10  per  cent  tax  upon  the  sales 
that  they  make  here. 

The  Chairman.  Do  you  think  the  American  artist  is  entitled  to 
any  protection? 

Mr.  QuiNN".  There  is  no  protection  whatever  in  this  tax.  No 
American  artist  is  in  favor  of  it.  American  artists  are  universally 
against  the  tax  and  want  it  taken  off.  The  tax  hurts  them  directly. 
It  curtails  the  sales  of  works  of  art  generally  and  to  that  extent 
hurts  them.  The  10  per  cent  tax  is  often  the  decidiujg  factor  against 
the  purchase  of  a  work  of  art  by  an  American  artist.  It  tends  to 
put  art,  in  the  minds  of  many  purchasers,  in  the  same  class  as  auto- 
mobiles and  other  things  which  are  taxed,  and  that  is  a  thing  that  the 
American  artist  does  not  want.  The  American  artist  wants  freedom, 
freedom  of  his  art  from  taxation  of  any  kind.  Anything  that  makes 
for  free  art  improves  art.  The  American  artist  recognizes  the  edu- 
cational value  of  art.  The  poor  devils!  They  often  do  not  get 
much  money  in  their  lifetime.  They  struggle,  they  hope,  they  live 
modestly,  and  often  die  poor.  But  they  do  not  want  the  children  of 
their  dreams  and  of  their  struggles  taxed  any  more  than  should 
Madam  Curie  be  taxed  for  her  discovery  of  radium.  In  his  studio 
the  true  artist  is  an  art  explorer,  an  experimenter,  just  as  the  scien- 
tists are  in  the  Carnegie  and  KockefeUer  Foundations  and  other 
places  of  research.  They  are  all  experimenters,  some  to  save  and 
prolong  life  and  others  to  make  life  lovely  and  beautiful. 

The  Chairman.  Then  you  do  not  think  any  duty  aids  American 
art? 

Mr.  QuiNN.  It  retards  it;  absolutely  retards  it.  It  is  uncivilized 
and  barbarous. 

And  now  I  come  to  my  final  proposition,  and  that  is  that  art  pays 
for  itself. 

The  Senate  and  the  House  have  lately  passed  certain  tariff  bills, 
sometimes  referred  to  as  the  dye  bills.  Dyes  mean  colors.  There 
is,  Mr.  Chairman  and  Senators,  now  a  most  interesting  exhibition 
on  the  third  floor  of  the  House  Office  Building — in  the  caucus  room 
of  the  House  Office  Building.  It  is  a  chemical  exhibition  organized 
under  the  auspices  of  the  National  Research  Council.  That  particu- 
lar exhibit  was  prepared  in  cooperation  with  the  Chemical  War- 
fare Service  of  the  United  States  Army.  It  shows,  among  other 
things,  a  topographical  model'  representing  an  idealized  group  of 
chemical  industries.  It  shows  the  importance  of  chemistry  in  na- 
tional warfare.  I  spent  one  of  the  most  interesting  hours  that  I 
have  spent  in  years  m  that  room  last  week  with  a  brilliant  young  offi- 
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cer  who  is  a  member  of  the  Chemical  Warfare  Service  of  the  United 
States  Army.  On  one  side  of  the  room  were  certain  wire,  arrange- 
ments with  places  to  stick  variously  colored  small  wooden  balls.  1 
asked  that  intelligent  young  officer  what  those  represented,  and  he 
said :  "  Those  little  wooden  balls,  those  groups  of  white,  yellow, 
blue,  red,  etc.,  represent  the  molecules  that  go  into  a  particular 
compound  to  make  a  particular  gas  or  perfume  or  acid.  Take  off 
one  or  two  of  those  little  balls  and  the  formula  is  changed  and  you 
have  a  deadly  poison  gas.  This  formula  represents  a  wonderful 
perfume.  Add  a  few  molecules  to  it  and  you  have  the  murderous 
mustard  gas."  He  showed  me  a  jar  that  had  inside  of  it  a  glass 
tube  and  inside  of  that  was  the  deadly  poison  gas.  He  said  that 
that  was  the  deadliest  poison  gas  in  the  world;  that  was  what  the 
Germans  used.  They  made  those  gases  in  their  dye  plants.  They 
converted  those  dye  plants,  in  a  very  few  days,  into  plants  for  the 
manufacturing  of  the  most  deadly  poison  gas,  and  we  are  told  by 
experts,  Mr.  Chairman  and  Senators,  that  gas  warfare  is  to  be  the 
warfare  of  the  future. 

Now,  dyes  mean  color.  The  coal-tar  dye  industry  is  the  head  of 
all  of  them.  I  am  told  that  Germany  had  developed  923  different 
kinds  of  dyes  and  stains  and  that  the  tinited  States,  in  the  short  time 
that  they  had  been  working  on  the  dye  problem,  had  developed  458 
dyes  and  stains,  and  that  our  blacks — and  few  know  or  recognize 
what  a  wonderful  color  black  is — were  the  finest  blacks  in  the  world, 
and  that  with  adequate  protection  for  a  reasonable  time  American 
chemists  have  no  reason  to  fear  competition  either  in  dyes  or  other 
branches  of  synthetic  chemistry.  You  all  know  the  relation  of  syn- 
thetic medicine  to  synthetic  chemistry,  and  to  perfumes,  and  especially 
in  medicine.  It  is  known  that  synthetic  resin  is  made  from  the  coal- 
tar  product  phenol  (carbolic  acid)  and  formalin  (formaldehyde). 

It  was  a  marvelous  thing  to  see  how  close  the  beauty  of  perfume 
was  to  the  deadly  destructive  poison  gas;  only  a  few  molecules  and 
all  the  difference  between  peace  and  beauty  and  horrible  torture  and 
death. 

Phosgene  was  a  deadly  war  gas,  but  it  now  enters  into  perf  imie  and 
dye  manufacturing  and  has  been  suggested  for  commercial  uses  in 
other  industries. 

America  did  not  have  those  organic  chemical  industries  before  the 
war.  Now  she  has  them  and  she  does  well  to  protect  them.  It  is 
wise  to  support  them  as  Congress  has  done.  Many  dyestuffs  are 
used  as  medicines  because  of  their  strong  parasiticidal  action. 

I  quote  from  a  pamphlet  issued  by  the  National  Research  Council 
at  that  exhibit  on  this  interesting  subject : 

Methyleno  blue  is  used  Internally  in  nephritis,  rheumatism,  and  relapsing 
fevers.  Trypan  red  and  trypan  blue  are  hijrhly  useful  in  flghtng  such  tropical 
diseases  as  sleeping  sicliness.  Scarlet  red  stimulates  the  growth  of  tissue  over 
granulating  wounds.  Malachite  and  brilliant  green  have  been  used  extensively 
a.s  antiseptics.  Even  salvarsan  ("606*')  is  really  a  dye  made  to  carry  over 
30  per  cent  of  arsenic  to  destroy  parasites  without  exerting  its  toxic  effects  cm 
the  human  orjran  sni.  Two  intense  yellows — proflavine  and  acriflavlne — have 
desirable  qualities  possessed  by  no  other  antiseptics,  being  nontoxic  and  non» 
irritating. 

Now,  the  United  States  is  wisely  trying  to  build  up  the  dye  in- 
dustry in  this  country.    Dyes,  as  I  have  said,  mean  colors.    During 
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the  war  some  women  used  to  say  that  American  dyes  did  not  equal 
foreign  dyes.  Still,  our  experts  say  they  have  equaled  them  and  later 
will  excel  them. .  I  said  to  that  young  officer  last  week : "  The  Germans 
throw  bouquets  at  themselves  for  their  synthetic  chemistry.  How 
many  dyes  and  stains  have  they  in  comparison  with  the  number  that 
we  have?  "  And  he  gave  me  tne  figures  I  have  stated.  Germany  in 
«11  the  years  she  has  worked  at  the  problems,  923 ;  we  in  the  short  time 
that  we  have  been  at  it,  458.  He  said,  "  Give  us  a  few  years  more  and 
we  will  skin  th^m  alive."  I  believe  that  he  is  right.  You  know  that 
a  German  will  give  up  a  great  many  things  that  the  average  American 
will  not  give  up.  The  German  will  go  through  school  and  university 
tind  take  a  scientific  course  or  make  a  chemist  of  himself,  and  he  will 
take  one  element  and  its  compounds  and  work  on  that  for  years. 
Like  the  man  who  discovered  the  cure  for  syphilis— 606 — I  believe 
that  his  discovery  was  the  six  hundred  and  sixth  formula  that  he 
had  experimented  with.  Scientists  in  this  country  can  accomplish 
as  equally  good  results,  and  in  my  opinion  they  will  do  it  in  an  in- 
finitely snorter  time.  We  have  more  individuality  and  less  of  the 
herd  instinct. 

Now,  Congress  does  not  want  to  be  in  the  position^  on  the  one  hand, 
of  protecting  and  building  up  dye  industries,  which  means  colors, 
^nd  taxing  art.  which  means  education  in  colors,  on  the  other  hand. 
Such  a  contradiction  would  be  absurd.  Color  and  art,  which  is  the 
matching  of  one  color  against  another^  enters  into  almost  everything 
in  life.  It  is  one  of  the  most  civilizing  things  in  life.  Color  and 
form  enter  into  dresses,  hats,  shoes,  yachts,  automobiles,  flying  ma- 
<:hines,  musical  instruments,  surgical  instruments,  architecture,  engi- 
neering, railway  trains,  and  in  almost  everything  in  the  room  in 
which  we  are.  Art  touches  everything  that  is  harmonious  and  beau- 
tiful in  life.  You  must  not  tax  such  a  great  civilizing  thing.  It 
would  be  like  taxing  civilization  and  science  and  culture. 

I  am  not  going  to  ask  permission  to  encumber  the  record  by  put- 
ting in  the  many  formal  resolutions  and  protests  against  this  tax  on 
rsales  of  works  of  art  that  have  been  made.  I  could  present  a  small 
volume  of  them  from  art  galleries  and  art  dealers  and  art  purchasers, 
•educational  bodies,  writers,  college  presidents,  editors,  ana  publicists 
from  all  over  the  country. 

The  protest  against  this  tax  would  be  almost  universal.  The  pres- 
ent 10  per  cent  tax  upon  art  sales  should  be  taken  off  because  of  the 
unfairness  of  it,  because  of  the  injustice  of  it,  because  art  is  not  a 
luxury,  because  art  is  not  a  thing  that  should  be  taxed,  and  because 
it  is  killing  the  business,  and  the  revenue  from  it  is  negligible. 

I  want  to  thank  you,  Mr.  Chairman  and  Senators,  for  the  patience 
with  which  you  have  listened  to  me. 

And,  now,  may  I  trespass  upon  your  patience  and  good  nature  for 
one  minute  in  regard  to  one  feature  of  the  income  tax  law  ?  I  am  a 
lawyer.  I  think  there  ought,  as  a  matter  of  principle,  be  a  difference 
in  the  surtax  on  incomes  derived  from  personal  service,  like  lawyers, 
doctors,  surgeons,  and  scientists,  and  incomes  derived  from  investea 
capital,  irrespective  of  personal  service.  The  English  income  tax 
law  makes  that  wise  and  fair  discrimination.  The  present  law  is 
most  unfair.  To  illustrate :  I  follow  my  profession  of  the  law  and 
work  hard  at  it.  I  make  a  certain  income.  I  think  it  is  an  outrage- 
ous thing  that  I  have  to  pay  the  same  surtax,  the  same  rate,  as  is  paid 
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by  the  wealthy  son  of  a  rich  man  who  loafs  uptown  and  adds  nothing^ 
to  the  wealth  of  the  community,  but  lives  upon  incomes  from  fortunes- 
accumulated  by  his  father,  and  is  of  no  benefit  to  the  community  and 
of  little  benefit  to  himself.  When  it  was  originally  drafted,  as  you 
Senators  know,  income  from  personal  service  was  not  taxed.  Cer- 
tainly the  surtax  upon  incomes  derived  from  personal  service  should 
not  be  at  the  same  rate  as  income  derived  from  invested  capital  with- 
out personal  service. 

The  Chairman.  Mr.  Quinn,  the  committee  is  thoroughly  saturated 
with  that  thing  and  are  praying  over  it. 

Mr.  Quinn.  Very  well,  Mr.  Chairman,  if  you  are  praying  over  it^ 
I  am  sure  the  result  will  be  right.  I  want  again  to  express  my  appre- 
ciation of  the  courtesy  and  the  open-mindedness  of  the  committee. 

The  Chairman.  We  are  much  obliged  to  you  for  your  views.  I 
am  one  of  those  who  think  you  have  a  good  case. 

(The  pamphlet  referred  to  is  as  follows:) 

Memobandum  Against  Taxing  Sales  of  Works  of  Abt. 

The  plea  in  this  brief  is  joined  in  by  a  large  number  of  museums,  art  leaguf^ 
art  associations,  and  other  bodies,  and  a  group  of  the  leading  art  dealers  of  the 
United  States.    Among  those  are : 

(a)  The  American  Federation  of  Arts,  which  Is  composed  of  273  chapters^ 
located  in  almost  every  State  in  the  Union,  and  which  Includes  practically  aU 
art  museums  and  important  art  societies  of  the  United  States. 

(6)  The  Council  of  the^ National  Academy  of  Designs  of  New  York  City. 

(c)  The  National  Arts  Club  of  New  York  City. 

(d)  The  Fine  Arts  Federation  of  New  York. 

(e)  The  League  of  New  York  Artists  (Inc.). 

(f)  And  many  other  like  bodies. 

The  leajrue  of  New  York  artists  is  a  new  organization  for  the  purpose  of 
Improving  the  material  condition  of  the  artists,  the  correlation  of  art  and  the 
public,  and  generally  to  promote  the  development  of  the  arts.  It  has  a  present 
membership  of  about  IjOOO,  with  a  prospect  of  indefinite  Increase. 

The  Fine  Arts  Federation  of  New  York  is  a  federation  of  practically  all  the 
artistic  associations  of  the  city.    They  are  as  follows* 

The  National  Academy  of  Design;  New  York  Obapter  of  the  American 
Institute  of  Architects;  the  American  Water  Color  Society;  the  Society  of 
American  Artists;  the  Architectural  League  of  New  York;  the  American  Fine 
Arts  Society;  the  Municipal  Art  Society  of  New  York;  the  Society  of  Beaux 
Arts  Architects ;  the  National  Sculpture  Society ;  the  National  Society  of  Mural 
Paintors;  New  York  Water  Color  Club;  Brooklyn  Chapter  of  the  American 
Institute  of  Architects;  Society  of  Illustrators;  American  Group  Societe  des- 
Architects  Dlplomes  Par  le  Gouvernement :  the  Art  Commission  Associates; 
the  New  York  Chapter  American  Society  of  Landscape  Architects. 

This  is  the  most  comprehensive  art  association  In  New  York  City. 

POINT  I. — SALES  OF  ABT  SHOULD  NOT  BE  TAXED. 

1.  Art  is  not  a  luxury. — ^Art  Is  not  a  luxury,  like  jewelry  or  sporting  goods 
or  perfumes  and  cosmetics  or  musical  Instruments  or  fancy  dresses  and  furs 
or  automobiles  and  pleasure  yachts  or  wines  or  liquors  and  cigars. 

Art  is  no  more  a  luxury  than  education  Is  a  luxury,  or  than  religion  is  a 
luxury,  or  than  science  is  a  luxury. 

As  education  and  science  are  not  taxed,  and  shonld  not  be  taxed,  for  it 
would  be  monstrous  to  tax  them,  so  art  should  not  be  taxed.  To  tax  art  Is, 
in  effect,  to  tax  Institutions  engaged  In  educational  work.  Art  knows  no- 
conn  try  and  its  cultivation  should  be  as  free  as  can  possibly  be  made. 

The  art  of  every  age  is  the  fine  flowering  of  all  the  scientific  and  all  the 
philosophical  thought  of  its  own  day  and  time.  It  quickens  vitality  and  inteoisi- 
fles  the  love  of  beauty  and  the  love  of  country  and  increases  the  joy  of  life. 

John  Ruskln  and  William  Morris  did  more,  perhaps,  than  any  men  of  their 
time  In  England  to  bring  art  to  the  people  and  to  promote  art  made  by  the 
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people  and  for  the  people,  as  a  Joy  to  the  maker  and  to  the  user,  and  it  was 
William  Morris  who  said : 

**I  do  not  want  art  for  a  few,  any  more  than  education  for  a  few,  <»f 
freedom  for  a  few." 

William  Morris  was  a  poet  of  genius.  He  was  also  a  great  prose  writer. 
He  was  a  true  artist  and  a  loving  craftsman.  He  revived  the  art  of  flne 
printing.  He  was  a  man  of  rich  nature — a  great  and  many  sided  man.  He 
devoted  his  life  to  literature  and  art  and  to  the  bettering  of  the  conditions 
of  the  working  peopje.  Morris  was  so  serious  about  his  art,  he  so  passionately 
regarded  life  as  a  means  to  art,  that  he  devoted  the  best  years  of  his  life  to 
preaching  the  Ideal  of  the  natural  life  as  a  community  of  working  artists. 

Morris  regretted  the  passing  of  the  days  when  art  was  everything  in  life,  when 
nearly  everything  that  was  used  and  seen  was  the  work  of  men*s  hands  and  was 
a  Joy  in  the  making  and  a  Joy  to  the  user.  But  the  steam  engine  and  electricity 
and  machines  and  inventions  have  greatly  changed  life.  To-day  It  is  the  artist 
and  the  craftsman  who  stand  between  the  harshness  and  the  crudeness  of  ma- 
chines and  their  unlovely,  if  necessary,  products  and  a  fine  life.  Art  is  needed 
more  now  than  it  was  needed  in  the  Middle  Ages,  before  the  steam  engine  was 
invented,  when  nearly  all  workmen  were  artists. 

The  idea  of  a  sales  tax  on  art  sales  as  luxuries  is  based  on  the  assumption  that 
education  in  the  highest  sense  is  a  luxury  that  should  be  penalized. 

2.  In  all  matters  of  taxation  the  question  should  be,  not  merely  how  many 
dollars  are  involved,  but  the  nature  of  the  occupation  proposed  to  be  taxed. 

Hundreds  of  millions  of  dollars  a  year  are  expended  in  this  country  on  educa- 
tion and  science.  Yet  it  would  be  a  monstrous  and  barbarous  thing  to  tax  educa- 
tion and  science  or  to  compel  our  universities  and  colleges  and  scientific  institu- 
tions to  deduct  a  tax  from  the  salaries  of  their  teachers,  professors,  and  Investi- 
gators. It  would  be  a  barbarous  thing,  because  it  would  be  a  tax  upon  science, 
a  tax  upon  culture,  a  tax  upon  civilization. 

So,  too,  a  tax  might  be  imposed  upon  religion.  The  amount  spent  upon  religion 
of  all  denominations  in  this  country  every  year  is  very  large.  Much  of  that 
money  is  contributed  by  rich  men.  A  tax  upon  the  moneys  devoted  to  religion 
would  yield  a  large  revenue,  but  it  would  not  be  civilized.  It  would  be  a  tax 
upon  religion  itself,  which,  like  a  tax  upon  science  and  art,  would  be  an  uncivil- 
ized tax.  Art  ought  to  be  a  living,  vital  thing.  The  tax  on  art  sales  tends  to 
deprive  American  art  students  of  the  vital  living  contemporary  art  of  Europe. 
It  deprives  other  persons  who  desire  and  love  art  ^nd  are  anxious  to  acquire  the 
best  living  art  if  they  can  of  a  reasonable  opportunity  of  doing  so  unless  they 
pay  a  tax  upon  all  their  purchases. 

3.  Jewelry,  which  is  a  luxury,  can  in  no  sense  be  compared  to  art.  A  man 
forms  a  collection  of  works  of  art,  and  that  art  ultimately  finds  its  way  Into 
a  public  gallery.  A  woman  buys  jewels,  but  they  do  not  go  into  museums  or 
galleries.  The  one  is  of  Inestimrable  benefit  to  many  and  an  aid  to  their  culture 
and  refinement ;  the  other  is  merely  a  question  of  personal  vanity  and  pleasure 
and  of  no  benefit  to  anyone,  except  the  wearer,  and  sometimes  not  even  to 
her.  Yet  under  the  present  rovenue  law  Jewelry  is  taxed  5  per  cent  only  on 
sales  to  the  ultimate  consumer;  that  is  to  say,  Jewelers  can  trade  freely  be- 
tween themselves  without  paying  any  tax. 

Works  of  art  under  the  present  act  pay  a  tax  of  10  per  cent,  and  every  sale, 
whether  wholesale  or  retail,  is  taxed. 

An  interesting  volume  could  be  written  on  the  various  phases  and  aspects 
of  the  proposition  that  art  is  not  a  luxury.  But  I  think  I  have  said  enough 
to  show  that  art,  like  eduoat  on  and  science,  is  a  necessty  to  a  well-ordered 
and  civilized  life,  and  that  instead  of  being  taxed  It  should  be  encouraged. 
Our  artists  do  not  nsk  for  governmental  financial  support  or  encouragement. 
They  did  their  part  in  the  war  in  the  work  of  camouflage  on  the  battle  front 
and  in  the  way  of  posters  in  this  country  and  in  the  ranks  and  in  other  war 
services.    All  they  ask  is  that  art  be  not  taxed. 

POINT  II. — REASONS  FOB  THE  REPEAL  OF  THE  PRESENT  TAX  OF  10  PER  CENT  UPON  ART 

SALES   (SECTION  902,  REVENUE  ACT  OF  1918). 

1.  Untaxed  art  aids  the  growth  of  puWc  art  galleries  and  art  museums. — The 
growth  of  our  museums  since  the  tariff  was  removed  from  art  in  the  act  of  1913 
has  been  tremendous  and  the  daily  attendance  has  grown  tenfold.  We  now 
have  museums  in  nearly  all  of  our  large  eastern  cities  and  many  of  the  middle 
west  and  far  western  cities  have  museums  and  others  are  In  the  process  of 
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formation.  Museums  are  for  the  benefit  and  instruction  of  the  masses  of 
people  who  have  not  the  opportunity  or  the  means  to  personally  acquire  fine 
works  of  art.  How  do  museums  acquire  their  best  worlds?  They  are  the  gifts 
of  public-spirited  collectors,  who  either  leave  them  by  will  or  bequeath  funds 
for  the  r  purchase.  Such  are  the  Rogers  fund,  the  Catherine  Lorillard  Wolfe 
fund,  the  George  A.  Heam  fund,  the  J.  Pierjyont  Morgan  bequest,  the  I.  D. 
Fletcher  bequest,  the  H.  C.  Frick  bequest,  the  John  G.  Johnson  bequest,  of 
Philadelphia,  and  other  notable  bequests,  which  are  the  nucleus  of  galleries  and 
museums  throughout  the  country.  • 

2.  The  effects  of  the  present  10  per  cent  tax  on  art  sales. — ^Thls  tax  has 
tended  to  stifle  the  formation  of  new  collections,  and  the  country  is  the  loser 
thereby.  A  glance  at  history  shows  that  ancient  Greece  and  Rome  live  in  our 
minds  to-day  through  the'r  philosophers,  artists,  and  writers.  The  great  period 
of  the  renaissance  was  the  foundation  of  modern  civilization  and  culture,  and 
that  life  flowered  in  its  paintings,  its  sculpture,  its  tapestries,  its  carvings,  its 
stained  glass,  and  other  forms  of  art. 

Why  do  Americans  go  to  Europe  to-day,  but  to  see  its  art  treasures  and  to 
live  in  an  atmosphere  which  is  elevating  and  instructive?  Why  do  women  go 
to  Paris  to  buy  dresses?  The  answer  is  Invariably  the  same,  because  the- French 
dressmakers  are  more  artistic  and  have  more  taste. 

When  one  realizes  those  facts,  one  can  not  think  of  art  as  a  luxury  any  more 
than  science  and  education  is  a  luxury. 

3.  The  act,  as  it  stands,  tends  to  kill  the  free  circulation  of  works  of  art 
Collectors  like  to  buy  from  certain  dealers.  Unless  those  dealers  can  get  the 
works  desired,  no  business  can  be  done.  No  great  collections  have  been  in 
process  of  formation  since  the  tax  has  gone  into  effect.  As  people  have  already 
so  much  taxation,  they  desist  from  purchasing  what  is  not  absolutely  vital  at 
the  moment.  This  is  a  regrettable  condition,  especially  at  this  time,  as  America 
to-day  has  the  opportunity  to  acquire  important  art  works  from  Europe,  just  as 
England  had  after  the  Napoleonic  wars,  an  opportunity  of  which  England  then 
availed  herself  generously,  to  the  enrichment  of  her  collections.  It  was  at  that 
period  that  the  great  English  public  and  private  collections  were  largely 
formed.  Italy  realized  those  facts  and  put  a  ban  upon  the  export  of  her  fine 
works  of  art.  France  has  put  an  export  duty  on  her  works,  not  with  the  idea  of 
raising  revenue,  but  to  keep  art  in  France.  We,  Instead  of  encoui*aglng  and 
helping  art,  and  encouraging  our  citizens  to  avail  themselves  of  these  opportuni- 
ties for  building  up  great  private  collections,  which  ultimately  go  to  the  public, 
by  taxing  art  sales  tend  to  kill  interest  in  art  and  the  possible  acquisition  of 
works  of  art. 

4.  The  injustice  of  the  tax  on  art  as  compared  with  other  so-called  luxtiry 
taxes. — Art  is  the  only  commodity  In  the  whole  revenue  bill  where  sales  are 
taxed  between  retail  and  wholesale. 

The  following  example  of  how  the  art  sales  tax  is  applied  is  given  in  Regu- 
lation 48  of  the  Treasury  Department : 

*'A  picture  is  sold  by  a  private  owner  to  a  dealer  for  $10,000;  the  private 
owner  must  pay  a  tax  of  10  per  cent  of  $10,000,  or  $1,000.  This  picture  is 
thereafter  sold  to  another  dealer  for  $15,000 ;  the  first  dealer  must  pay  a  tax  of 
10  per  cent  of  $15,000,  or  $1,500.  The  second  dealer  in*  turn  sells  the  picture  to 
a  third  dealer  for  $20,000 ;  the  second  dealer  must  pay  a  tax  of  10  per  cent  on 
$20,000,  or  $2,000.  The  third  dealer  sells  the  painting  to  a  private  collector 
for  $25,000;  the  third  dealer  must  pay  a  tax  of  10  per  cent  of  $25,000,  or 
$2,500.  Lastly,  the  private  owner  sells  it  to  another  private  owner  for  $30,000 ; 
the  former  must  pay  a  tax  of  10  per  cent  of  $30,000,  or  $3,000.'* 

Can  any  one  conceive  of  such  transactions  taking  place?  Dealers  frequently 
used  to  purchase  works  from  each  other  at  small  advances,  but  the  tax  has 
almost  killed  the  w^holesale  business,  the  result  being  that  collectors  who 
usually  trade  with  their  own  dealers,  do  not  see  new  things  and  their  interest 
wanes  and  trade  stagnates. 

Further,  dealers  frequently  exchange  pictures  without  any  money  passing^ 
but  these  changes  In  the  Treasury  regulation  are  deemed  sales.  For  example: 
If  two  dealers  exchange  two  pictures  w^orth  $1,000  each,  they  would  each 
have  to  pay  the  Government  a  tax  of  $100.  Is  this  equitable?  A  collector 
constantly  desires  to  improve  and  augment  his  collection,  and  to  do  this, 
trades  in  his  earlier  purchases.  He  can  no  longer  do  this,  as  the  tax  makes 
it  Impossible. 
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We  give  herewith  an  Instance  of  how  the  tax  works  In  a  case  which  recently 
•came  up: 

A  dealer  had  a  picture  which  he  offered  to  a  collector  for  $1,000  and  the 
tax;  the  collector  declined  to  pay  the  tax  and  owing  to  lack  of  business,  the 
dealer  agreed  to  pay  it,  so  the  tax  came  out  of  the  dealer's  pocket  and  was 
therefore  not  a  tax  paid  by  the  consumer.  Within  a  month  that  collector  saw 
a  finer  work  by  the  same  artist  In  another  dealer's  hands,  the  price  of  which 
was  $1,500,  inclusive  of  the  tax.  He  offered  to  give  that  dealer  $500  and  the 
picture  he  had.  Now,  consider  what  the  result  would  be  If  that  had  been  done. 
The  second  dealer,  out  of  tlie  $500,  would  have  to  pay  $150  tax  and  the  collec- 
tor would  have 'to  pay  $100  on  the  painting  he  returned,  and  when  the  dealer 
Tesold  that  picture,  he  would  have  to  pay  another  $100  tax.  Therefore,  accord- 
ing to  the  law,  in  order  to  get  his  $1,500  for  the  picture  he  offered,  there  would 
be  due  the  Government  $350  tax.  Naturally,  the  transaction  could  not  be  made 
and  resulted  in  the  collector  being  disgusted  with  the  status  of  affairs  and 
he  stated  he  would  no  longer  buy  while  there  was  such  taxation. 

The  dealers,  as  a  result  of  things  like  this,  are  paying  little,  if  any,  income 
taxes,  and  corporation  taxes  and  the  luxury  taxes  are  being  largely  reduced. 
The  artistic  growth  of  the  country  Is  being  stunted,  and  the  dealers  will  be 
slowly  but  surely  put  out  of  business  if  the  tax  is  not  taken  off. 

To  show  the  effect  of  the  tax  in  dinainishing  sales,  the  Treasury  Department 
lias  officially  stated  that  the  total  collections  from  art  sales  for  the  fiscal  year 
ended  June  30.  1920,  amounted  to  $1,543,133.58.  The  collections  for  the  nine 
months'  period  of  the  present  fiscal  year  ended  March  31.  1921,  the  latest 
period  for  which  the  figures  are  available,  were  $829,374.34,  which  shows  a 
tremendous  falling  off,  which  is  claimed  by  the  dealers  to  be  almost  entirely 
due  to  the  tax  on  art  sales. 

5.  Effect  On  the  artist. — Lastly  and  not  least,  the  producer  who  is  the  artist 
is  a  great  sufferer  from  the  tax  on  art  sales.  The  law  specifies  that  sales  of 
pictures  belonging  to  the  artist  shall  not  be  taxed,  but  the  artist  must  sell  his 
pictures  through  dealers  who  formerly  purchased  direct  from  the  artist.  This 
i$  no  longer  the  case,  for  if  a  dealer  does  this  the  picture  becomes  taxable  when 
he  resells  it  and  he  would  therefore  have  to  ask  a  h'gher  price.  The  artist 
now,  before  he  can  get  any  money,  has  to  wait  until  he  can  either  sell  a 
picture  himself  or  through  the  medium  of  a  dealer. 

6.  The  requirement  of  the  law  that  sales  taxes  must  be  paid  by  the  end  of 
the  month  following  the  month  in  which  the  sales  are  made  is  very  onerous  and 
kills  many  sales. 

It  is  a  well-known  fact  that  long-time  credits  necessarily  have  to  be  given, 
as  a  mere  matter  of  custom  which  has  existed  for  years,  in  many,  if  not  most, 
art  purchases.  I  have  known  even  wealthy  art  purchasers  to  ask  and  receive 
a  credit  of  six  months  or  a  year  or  even  two  years  on  their  purchases.  Others 
receive  a  credit  of  3  to  6  months  customarily,  or  9  to  12  months.  It  will  thus 
be  seen  that  the  requirement  that  the  tax  must  be  paid  within  the  month  fol- 
lowing the  month  in  which  the  sales  are  made  is  very  onerous  upon  the  dealer, 
who,  if  he  made  several  large  sales,  would  have  to  make  large  cash  payments 
to  the  Government  months  in  advance  of  receiving  any  payment  from  his 
-customer.    The  effect  of  this  is  that  it  prevents  larg^  sales. 

7.  Certain  reasons  of  policy  which  led  to  the  sales  tax  on  art  not  longer 
apply. — As  is  well  known,  the  tax  was  imposed  as  a  war  measure,  primarily  to 
discourage  the  expenditure  of  money  upon*  art  objects  at  a  time  when  the 
public  should  be  spending  it  on  necessities  and  investing  It  in  Government 
securities,  rather  than  luxuries.  There  is  now  less  necessity  for  discouraging 
such  expenditure.    Therefore  the  prime  reason  for  the  tax  does  not  now  exist. 

Since  its  imposition  the  tax  has  operated  so  very  Injuriously  In  the  sale  of 
art  objects  as  to  greatly  reduce  the  amount  of  business  done.  Evidence  was 
given  even  two  years  ago  of  the  ruin  it  had  wrought  during  the  first  three  months 
of  the  operation  of  the  tax,  showing  that  six  of  the  largest  art  houses  In  the 
United  States  had  suffered  a  loss  of  three-quarters  of  their  business,  while 
smaller  firms  showed  a  corresponding  decrease.  So  harmful  has  the  tax  been 
to  them  that  the  Government  not  only  realized  but  a  very  small  amount  there- 
from but  actually  endangered  a  legitimate  industry.  Thus  from  both  points 
of  view — that  of  decreased  revenue  accruing  to  the  Government,  and  the  art 
welfare  of  the  Nation — the  tax  has  been  destructive  in  its  effect.  The  English 
and  French  Governments  were  wiser,  for  not  only  during  the  war,  but  even 
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afterwards,  they  encouraged  and  protected  art,  and  the  evidence  is  that  these 
Governments  have  considered  such  a  tax  hurtful,  impracticable,  and  not 
sufficiently  productive  of  revenue. 

Antique  dealers  in  America  have  at  least  been  responsible  for  the  introduc- 
tion into  this  country  of  many  famous  pictures  and  notable  works  of  art  which 
through  their  efforts  have  been  purchased  by  American  collectors  whose  ulti- 
mate Intention  was  later  to  bequeath  them  to  the  Nation,  and  even  in  cases 
where  buyers  have  not  had  such  intention,  and  these  objects  have  later  changed 
hands,  they  have  in  many  cases  finally  entered  collections,  the  owners  of  which 
Intended  leaving  them  for  the  use  of  the  people.  This  in  itself  has  greatly 
enriched  the  art  life  of  the  country.  While  the  prime  reason  of  the  dealers  In 
importing  these  valuable  objects  has  naturally  been  to  make  money,  they  have 
at  least  been  instrumental  in  helping  to  make  America  an  artistic  country,  as 
without  their  efforts  and  investment  of  capital  such  pictures  and  works  of  art 
would  most  likely  have  remained  on  the  other  side.  They  have  nevertheless 
frequently  felt  discouraged  by  reason  of  the  imposition  of  the  present  tax,  as 
10  per  cent  upon  some  of  the  sums  Involved  kills  the  sales. 

The  public  can  not  escape  paying  a  tax  upon  necessities.  But  a  tax  upon  art 
very  often  tips  the  scale  between  the  generous  inclination  of  a  man  to  purchase 
a  picture  and  his  decision  not  to  do  so,  postponing  the  purchase  until  a  later 
date  when  he  hopes  the  tax  will  not  exist. 

What  then  must  have  been  the  position  of  the  smaller  dealers,  who.  In  their 
turn,  have  also  contributed  to  the  presence  here  of  these  wonderful  antiques, 
but  who,  by  reason  of  their  smaller  position  in  the  business,  have  in  many  cases 
been  prohibited  from  even  thinking  of  indulging  in  such  transactions. 

There  is  no  doubt  that  the  longer  the  tax  remains  in  force  the  smaller  will 
be  the  volume  of  business  which  the  dealers  are  able  to  indulge  in,  and  its  con- 
tinuation is  causing  an  increasing  amount  of  apprehension  and  dismay.  All 
concerned  f^l  certain  that  the  repeal  of  the  tax  would  naturally  result  in  an 
increased  volume  of  business,  thereby  securing  for  the  Government  incresised 
revenue. 

For  this  reason  alone  the  repeal  of  the  tax  would  remove  a  very  considerable 
hardship  upon  a  business  which,  from  all  points  of  view,  surely  deserves  the 
support  of  the  Government. 

POINT  III. — ^PUBLIC  OPINION  GBNEBALLT  IS  AGAINST  A  TAX  ON  AST 

1.  All  American  public  opinion,  whether  it  be  of  educators,  artists  or  art 
lovers,  or  those  interested  in  our  art  museums,  is  opposed  to  any  tax  on  sales 
of  art.  The  reasons  in  favor  of  untaxed  art  were  set  forth  in  the  brief  filed  by 
the  American  Free  Art  League  with  the  Ways  and  Means  Comm'ttee  of  the 
House  on  November  28,  1908,  which  is  on  file  in  the  records  of  both  the  House 
and  Senate.  That  brief  included  the  opinions  of  many  American  college  and 
university  presidents  on  the  point,  among  which  was  the  following  typ'cal 
protest : 

President  Charles  W.  Eliot  (Harvard  College)  : 

"A  tax  on  works  of  art  is  a  tax  on  the  education  and  development  of  the  sense 
of  beauty  and  of  the  enjoyment  of  the  beautiful. 

"  The  application  of  the  beautiful  Js  a  rich  source  of  public  happiness,  and  the 
ultimate  object  of  all  government  is  to  promote  public  happiness;  therefore  a 
tax  on  works  of  art  violates  the  fundamental  principles  of  a  democracy  which 
believes  in  universal  education,  and  in  all  other  means  of  increasing  mental 
and  tKKlily  efficiency,  and  the  resulting  public  and  individual  enjoyments." 

It  Is  the  duty  of  an  enlightened  government  to  encourage  and  not  to  tax  art. 

Art  has  a  refining  influence  upon  a  nat'on. 

Most  Governments  of  Europe  have  bureaus  of  fine  arts  and  make  liberal  ap- 
propriations for  art  museums  and  art  schools. 

The  highest  development  of  art  can  be  attained  only  by  freedom  and  by  the 
unhampered  exchange  of  ideas  between  the  artists  of  this  and  other  countries. 

Proper  repard  for  education  forbids  any  tax  on  art,  which  is  a  tax  on 
knowledge  and  good  taste. 

The  study  of  drawing  and  art  is  essential  to  education,  and  the  educators 
of  this  country  in  1909  were  a  unit  in  their  opinion  that  works  of  art  should 
be  fi'ee  of  import  duty. 

2.  Art  adds  to  the  wealth  of  the  country  by  benefiting  and  Improving  many 
of  its  industries,  In  whose  production  form,  design,  or  color  play  an  important 
part,  such  as  silk,  cotton,  jewelry,  carpets,  furniture,  wall  papers  pottery^ 
lace,  glass,  chinaware  architectural  works  in  metal  and  stone  manufacture. 
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A  Imowledge  of  art  enters  into  the  design,  form,  color,  or  style  of  mantels, 
:flxtures,  cartings,  woodwork,  moldings,  fittings,  the  decorations  inside  and 
outside  of  houses,  buildings,  bridges,  railway  and  elevated  and  subway  sta- 
tions, tableware,  men's  and  women's  clothing,  and  even  the  common  and  most 
useful  kinds  of  painting  and  decoration,  and  all  the  other  industries  where 
4some  art  education  is  a  necessity.  The  product  of  almost  every  industry  in  the 
country  could  be  improved  both  from  the  point  of  beauty  d.nd  fitness  by  a  real 
knowledge  and  an  appreciation  of  art. 

European  countries  which  have  applied  art  education  to  industry  have 
produced  manufactured  articles  of  superior  design. 

France  by  following  such  a  policy  for  so  long  has  produced  artisans  whose 
artistic  taste  and  skill  give  greatly  increased  value  to  their  work. 

Germany  before  the  war,  through  a  study  and  widespread  knowledge  of 
eastern  tastes  and  standards,  had  secured  and  held  an  enormous  trade  in 
Japan. 

Our  artisans  and  artists  should  have  the  advantages  which  are  now  found 
In  a  superior  measure  in  countries  abroad. 

The  multiplying  of  art  objects  will  tend  to  develop  artistic  taste  among  our 
people  and  that  will  in  turn  create  a  demand  for  artistic  products,  which  will 
give  employment  at  high  wages  to  skilled  workmen  and  artisans,  both  men  and 
women. 

Art  education  will  create  an  appreciation  and  an  increased  demand  for  art 
and  increase  the  patronage  of  art. 

American  artists  have  always  favored  untaxed  art. 

3.  Our  art  museums  will  benefit  by  untaxed  art,  because : 

(1)  Untaxed  art  will  contribute  to  the  establishment  of  new  and  the  growth 
of  our  present  museums. 

(2)  Our  museums  depend  largely  for  their  growth  upon  gifts,  loans,  and 
oequests  by  individuals. 

(3)  More  than  one-half  of  the  art  in  our  museums  has  been  acquired  by  the 
gifts  or  the  loans  of  private  collectors. 

(4)  Our  public  art  collections  will  be  richer  if  art  remains  untaxed. 

4.  As  a  nation  our  artistic  soil  is  rather  thin.  It  needs  enrichment  from  the 
work  of  the  great  artists  of  the  past  and  from  the  work  of  modem  and  living 
artists.  It  was  a  great  writer  and  a  great  American,  the  late  Henry  James, 
who  in  his  book  The  American  Scene  said : 

"  It  is  of  extreme  interest  to  be  reminded  at  many  a  turn  ♦  •  ♦  that  it 
takes  an  endless  amount  of  history  to  make  even  a  little  tradition,  and  an  end- 
less amount  of  tradition  to  make  even  a  little  taste,  and  an  endless  amount  of 
taste,  by  the  same  token,  to  make  even  a  little^tranquiUity  " — and,  I  jnay  add,  to 
accomplish  the  miracle  of  art. 

We  have  history.  Our  soldiers  have  in  these  later  years  made  history — 
glorious  history.  We  have  traditions.  But  we  need  more  taste.  Art  develops 
taste.  Education  lays  the  foundation.  A  man  may  be  a  trained  scientist  or 
investigator  or  economist  and  yet  may  be  wholly  lacking  in  taste  and  real  culture. 
Art  not  only  develops  taste  but  it  gives  Joy  and  a  meaning  to  life. 

5.  Untaxed  art  pays, — ^Art  in  the  end  would  pay  for  itself  as  a  necessity. 
France  used  to  sell  millions  of  dollars'  worth  annually  not  merely  of  art  but 
of  other  works  to  the  rest  of  the  world,  mainly  because  the  artistic  instinct  and 
the  art  spirit  have  been  fostered  in  France  for  generations.  The  French  people 
have  the  artistic  instinct  and  the  art  sense,  and  their  products  are  finer  and 
better  than  those  of  people  without  taste  and  without  the  art  sense,  and  there- 
fore are  bought  by  other  nations.  That  principle  is  not  limited  to  pictures  that 
one  sees  on  the  walls  of  museums  or  to  sculpture  in  art  galleries.  It  enters  into 
almost  everything  that  is  worth  having  in  life.  Taste  and  the  art  sense  are  im- 
portant in  everything  where  form,  design,  color,  modeling,  or  decoration  enter. 

If  we  want  to  compete  with  the  rest  of  the  world  in  the  finer  grades  of 
products,  if  we  want  to  raise  the  standard  of  our  export  products  so  that  they 
can  compete  with  the  works  of  France,  England.  Italy,  and  other  countries, 
where  art  is  fostered  and  not  taxed,  it  will  be  wise  for  us  not  to  tax  sales  of 
works  of  art. 

6.  To  tax  art  as  a  luxury  would  be  unworthy  of  our  country.  It  Is  unneces- 
sary.   The  revenue  derive<l  from  it  would  be  comparatively  small. 

Advantages  of  art  education  both  in  schools  and  museums  are  restricted  and 
impaired  by  the  tax  on  art  sales. 

In  1913,  as  counsel  for  the  Association  of  American  Painters  and  Sculptors, 
I  received  over  500  letters  from  publicists,  college  professors,  art  museums  and 
art  associations,  university  presidents  and  educators,  and  prominent  writers 


654  INTERNAL  REVENUE. 

and  artists,  all  protesting  against  the  continuance  of  the  tariff  on  modem  art 
and  urgljig  the  removal  of  the  duty  entirely.  I  made  a  digest  of  a  small  num- 
ber of  those  letters,  and  that  digest,  on  26  printed  pages,  was  one  of  the  records 
submitted  to  the  Senate  Finance  Committee. 

An  equally  large  and  emphatic  number  of  protests  would,  I  am  confident,  now 
be  made  against  the  continuance  of  the  sales  tax  on  art  if  there  w^as  time  to 
obtain  an  expression  of  opinion  upon  the  subject  from  such  institutions  and 
from  men  of  science  and  men  of  letters,  and  from  writers,  educators,  and  men 
of  affairs.  A  vast  amount  of  material  would  soon  be  at  hand  in  case  of  such 
a  public  protest. 

For  the  reasons  that  led  Congress  in  1909  and  1913  to  take  the  tariff  off  art 
and  for  the  other  reasons  that  I  have  given,  I  urge  that  the  tax  on  art  sales 
be  not  continued. 

7.  A  sense  of  the  beautiful  and  the  artistically  interesting  is  the  artist's  most 
valuable  possession.  The  true  artist  often  labors  and  suffers  over  his  work. 
All  that  he  asks  is  a  bare  subsistence.  It  Is  well  known  that  most  of  our  artists 
have  only  a  bare  subsistence.  But  they  do  not  complain.  The  world  needs  art 
more  than  art  needs  life. 

The  importance  of  art  and  of  the  cultivation  of  a  sense  of  the  beautiful,  in  all 
Its  stages  is  enormous.  A  man  may  be  a  moralist  in  life  or  a  great  economist  or 
a  great  statesman,  but  that  is  not  enough.  The  sense  of  what  is  fine  and  thril- 
ling, that  is,  the  sense  of  the  beautiful,  is  in  France  the  spring  of  action,  for 
which  reason  France  leads  the  world. 

We  need  the  deeper  cultivation  of  the  artistic  sense  in  order  that  to  people 
generally  the  beauty  of  our  country,  Its  hills  and  valleys  and  lakes,  may  be  ap- 
parent, and  that  it  may  be  felt  by  those  who  do  not  now  admire  it.  As  a  rule, 
until  artists  have  opened  their  eyes,  people  go  through  life  seeing  little  of  the 
beauty  that  surrounds  them. 

I  am  told  that  in  Denmark  every  artist  who  has  produced  a  picture  of  a  cer- 
tain merit  is  at  once  entitled  to  a  government  pension,  and  gets  it.  Instead  of 
taxing  art  our  Government  might  follow  some  such  plan  as  that  of  Denmark. 

8.  I  have  said  that  to  tax  art  sales  would  be  something  like  taxing  religion. 
It  would  be  exactly  like  taxing  education.  Art  sales  should  be  untaxed  because 
art  has  a  civilizing  influence,  and  it  tends  to  drive  out  other  things  that  are  per- 
nicious with  hatred  and  fanaticism. 

I  regard  artists  as  constituting  almost  a  priesthood.  And  so  the  best  of  them 
do.  The  road  of  the  artist  is  often  painful,  the  struggle  severe,  before  he 
attains  to  purity  of  form  and  to  "  the  beauty  that  never  wearies  and  never 
satiates."  The  true  artist  becomes  ever  more  and  more  difficult  and  harder  to 
satisfy  with  his  work.  His  life  is  a  constant  struggle,  as  every  great  artist 
knows,  a  struggle  against  bad  taste,  against  commercialism,  against  sentimental- 
Ism,  against  the  demand  of  the  public  for  work  resembling  the  work  of  older 
men,  and  often  against  poverty.  The  true  artisfs  path  is  often  beset  by  tempta- 
tions to  follow  in  the  track  of  those  who  have  had  ephemeral  successes.  The 
artist  often  makes  his  fight  as  a  solitary — alone.  No  great  fortune  is  his  lot 
High  prices  do  not  come  his  way. 

9.  A  tax  upon  art  sales  is  a  tax  upon  creatlveness,  a  tax  upon  refinement  and 
taste  and  culture. 

I  have  compared  true  art  to  science  and  religion.  What  the  hospital  and 
the  operating  room  are  to  the  great  physician  and  surgeon,  what  the  laboratory 
and  the  research  institute  are  to  the  scientist,  the  studio  of  the  artist  is  to  the 
artist.  The  studio  is  the  scene  of  the  artist's  struggle  to  create,  the  place  where 
he  succeeds  when  he  creates  beauty  or  where  he  falls;  and  when  he  fails  he  must 
try  again  and  brood  and  think  and  dream  and  struggle  till  the  miracle  of  art  be 
achieved.  Many  artists  who  live  poor  and  die  poor  could  make  better  livines 
and  more  money  in  other  professions,  but  to  them  art  is  a  religion,  and  they 
form  a  priesthood,  as  true  scientists  do. 

10.  There  is  no  demand  for  singling  out  art  sales  for  taxation.  On  the  con- 
trary, public  opinion  would  approve  the  act  of  Congress  in  recognizing  the  rela- 
tion of  art  to  education  and  science,  if  not  to  religion.  Even  in  this  day,  when 
we  need  all  the  revenue  we  can  raise,  we  of  this  country  do  not  want  to  fco  on 
record  as  being  in  such  a  panic  over  raising  revenue  that  we  feel  compelled  to 
continue  the  tax  on  art  sales.  The  proposal  during  the  war  to  tax  art  in  Enc- 
land  as  a  luxury  was  abandoned  by  the  British  Government. 

It  is  quite  true  that  no  one  need  buy  pictures.  Yet  pictures  are  not  luxuries. 
They  constitute  one  of  the  most  essential  parts  of  national  education.  What 
nmkes  the  right  kind  of  patriotism?  Affection  for  the  fields,  lakes,  woods,  and 
mountains  and  the  history  and  the  people  of  one's  country.  There  is  the  wrong 
kind  of  patriotism,  which  is  mere  vanity  and  swagger,  and  which  has  as  little 
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to  do  with  patriotism  as  a  rich  woman's  pride  m  her  automobiles  or  expensive 
gowns  has  to  do  with  home  affection.  The  true  kind  of  patriotism  grows  out  of 
affection — ^affection  for  the  people  and  their  ways  and  looks  as  well  as  affection 
for  the  woods  and  lakes  and  the  country  and  its  history.  And  who  is  It  that 
possesses  this  affection?  Is  it  not  the  artist  who  paints  the  landscape — who 
make  the  pictures  of  the  people? 

11.  One  is  tempted  to  point  out  that  artists  are  not  spoiled  children,  that 
behind  every  work  of  art  must  be  feeling,  a  genuine  spontaneity  of  affection  or 
sympathy  or  longing,  and  that  art  is  vital  for  Americans  in  order  that  they 
may  acquire  the  habit  of  brooding  over  their  country  and  its  landscape  and 
its  people,  and  watching  them  and  noting  all  their  changes.  The  point  that  I 
insist  on  is  that  art  is  not  a  luxury  but  an  education  for  the  people.  Artists 
are  the  true  educators,  and  for  that  reason  we  must  guard  against  any  preju- 
dice against  artists.  Artists  are  diligent  men,  none  more  diligent,  and  all  the 
more  so  because,  like  men  of  science  and  learned  students,  they  love  their  work. 
Artists  give  lessons — lessons  in  how  to  love  the  country  in  which  they  live  and. 
where  they  were  born,  and  lessons  in  pity  and  affection  and  sympathy  and 
admiring  respect  for  our  fellow  men.  Great  novelists  and  great  poets  do  thib, 
of  course,  and.  the  circumstances  are  often  such  that  it  is  possible  for  them  to 
make  money.  For  painters  and  sculptors  it  is  exceedingly  difficult  even  to  make 
a  competence.    There  is  no  printing  press  by  which  to  multiply  their  pictures. 

If  America  is  to  become  great  in  the  arts  as  she  is  in  technical  skill,  in  manu- 
facture, and  in  commerce  she  must  encourage  her  artists.  America  can  be  to 
her  artists  a  wise  or  a  foolish  mother.  She  will  be  wise  if  she  leaves  art  free  of 
all  duty.  The  policy  of  the  Government  adopted  in  1909  and  reaffirmed  in  1913 
should  not  be  reversed. 

Because  the  tax  upon  art  sales  is  a  tax  upon  civilization  and  culture,  and 
because  the  revenue  from  it  is  small  and  uncertain,  I  sincerely  hoi)e  that  the 
section  taxing  art  sales  will  be  repealed. 

POINT  IV. — SCIENCE  AND  AET  SHOULD  NOT  BE  SUBJECT  TO  ANY  TAX. 

1.  The  influence  of  art  on  the  business,  industrial,  and  commercial  life  of 
the  country  is  not  always  appreciated.  Congress  is  imposing  a  duty  upon  for- 
eign dyes,  principally  German  dyes,  for  the  encouragement  of  the  American  dye 
industry.  It  is  well  known  now  that  the  great  chemical  plants  of  Grermany  in 
which  the  dye  industry  had  been  developed  were  not  only  a  source  of  great 
revenue  to  their  owners  and  to  the  German  Government  before  the  war,  but 
were  the  chief  agencies  and  means  of  Germany  for  the  manufacture  of  poison 
gas  during  the  war.  An  instructive  exhibition  has  recently  been  held  in  the 
large  assembly  room  of  the  House  Office  Building  in  Washington  by  the  Chemi- 
cal Warfare  Section  of  the  Army,  which  showed  how  easily  dye  or  chemical 
plants  in  Germany  were  converted — ^within  a  comparatively  short  time,  a  very 
dangerously  short  time — into  plants  for  the  manufacture  of  mustard  gas  and 
other  deadly  poisonous  gases.  It  was  there  shown  how  the  addition  of  a  few 
molecules  would  turn  a  perfume  into  a  deadly  gas.  It  was  demonstrated  how 
easily  plants  for  the  manufacture  of  dyes  and  perfumes  could  be  turned  into- 
plants  for  the  manufacture  of  deadly  poison  gases. 

Very  vivid  illustrations,  too,  were  ^ven  of  the  different  kinds  of  dyes  that 
have  been  developed,  and  illustrations  were  also  given  of  tlie  different  kinds  of 
colors  made  from  the  dyes,  till  one  end  of  the  room  looked  almost  like  an  ex- 
hibition of  some  modern  paintings  by  the  great  masters  of  color.  Dyes  are  used 
for  colors  in  the  applied  arts.  Painting  is  largely  a  matter  of  selection  of  color 
and  form,  of  placing  one  color  or  a  group  of  colors  in  contrast  to  others.  Color 
and  form  enter  into  printing,  fabrics,  furniture,  ironwork,  architecture,  and  many 
other  products  and  commodities.  The  superiority  of  the  French  in  many  de- 
partments of  life  is  due  largely  to  the  cultivation  of  art  in  France  for  many 
generations.  To  retain  the  sales  tax  on  hiodem  French  art  tends  to  exclude 
the  work  of  the  great  experimenters  in  color  and  form  like  Cezanne,  Van  Gogh, 
and  Gauguin,  and  living  masters  like  Picasso,  Matisse,  and  Derain.  How  foolish 
it  would  be  for  Congress  in  one  act  to  attempt  to  build  up  an  American  dye  indus- 
try and  in  another  act  to  tax  modern  art,  with  its  miracles  of  new  color  forms 
and  combinations. 

No  one  can  visit  our  art  museums  on  Saturday  afternoons  or  Sunday  after- 
noons or  on  holidays  without  becoming  convinced  that  art  Is  to  be  regarded 
truly  not  as  the  luxury  of  the  few  but  as  the  necessity  of  the  many. 

The  advantages  to  the  artists  and  to  the  people  from  free  art  are  so  great 
that  the  small  revenue  that  could  be  derived  from  the  duty  should  not  be  con- 
sidered. 
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The  art  museums  of  the  country  are  one  in  their  efforts  to  ^ve  the  people  of 
their  sections  the  bes?t  representations  of  both  the  work  of  artists  of  to*day  and 
that  of  the  old  masters. 

2.  The  act  of  Congress  of  1913  removing  the  duty  on  modern  art  was  the  most 
beneficent,  the  most  civilized,  and  the  most  helpful  step  ever  taken  by  an  Ameri- 
can Congress  for  the  promotion  and  encouragement  of  art.  Since  that  time 
museums  have  sprung  up  all  over  the  country  and  museums  then  only  recently 
founded  have  been  enlarged  and  encouraged  in  their  art  and  educational  work. 
The  directors  of  those  museums  can  not  go  abroad  to  buy  works  of  art.  Since 
1913  exhibitions  of  contemporary  art  and  of  art  less  than  100  years  old  have 
been  freely  held  not  merely  in  New  York  City  and  in  San  Prandsco  and  In 
Chicago  but  in  many  other  cities  of  the  country.  To  those  exhibitions  the 
directors  ami  heads  of  American  museums  have  gone  and  have  studied  the 
works  of  the  artists  shown  there  and  have  been  able  to  select  and  purchase 
representative  works  after  their  personal  study.  The  same  is  true  of  private 
collectors  and,  as  I  have  said,  museums  depend  very  largely  upon  gifts  and 
bequests  from  private  collectors  and  loans.  From  the  mere  fact  that  there  are 
so  few  fine  works  of  contemporary  art  in  this  country,  our  students  who  can 
afford  it  have  to  go  abroad  to  keep  in  touch  with  vitalizing  influences.  But 
few  American  art  students  have  the  time  and  money  to  go  abroad. 

For  a  civilized  people  a  tax  on  art  sales  is  as  defensible  as  a  tax  on  thought. 

The  placing  of  a  tax  on  sales  of  works  of  art  Is  but  raising  a  barrier  against 
education  and  culture. 

A  great  work  of  art  is  not  like  a  great  mechanical  invention  or  a  piece  of 
literature,  the  reproduction  of  which  may  encroach  upon  the  rights  of  the 
author.  The  original  copy  is  the  sole  property  In  question.  There  is  no  pro- 
tection possible  to  anyone  through  taxing  it.  Genius  has  no  pedigree,  produces 
no  cheap  labor  problem,  and  leaves  no  posterity. 

There  should  be  no  tax  upon  the  development  of  man's  moral,  esthetic  or 
Intellectual  nature.  Art  is  one  of  the  means  of  developing  every  side  of  his 
nature  and  should  be  as  accessible  as  the  air  we  breathe,  If  it  be  in  man's 
power  to  make  it  so. 

All  of  the  artists  and  museum  directors  who  have  been  communicated  with 
are  against  any  tax  on  art  sales. 

3.  American  art  needs  the  stimulus  and  the  shock  that  the  study  of  foreign 
contemporary  art  will  give  It.  If  we  can  not  have  the  best  art  of  the  world, 
we  had  much  better  have  none  at  all.  All  true  artists  are  champions  of 
untaxed  art.  Our  artists  have  nothing  to  lose  by  untaxed  art  Those  that 
have  open  and  elastic  minds  have  everything  to  gain  by  It  Better  no  great 
endowments,  no  great  art  museums,  or  great  art  institutes;  better  no  art 
schools  even,  if  our  artists  are  to  be  provincial  in  outlook  and  are  to  devote 
themselves  exclusively  to  soulless  and  spiritless  work,  devoid  of  taste  and 
culture,  or  to  the  production  of  flabby  or  wooden  Imitations,  showing  naerely 
artistic  stagnation,  without  the  spark  of  vital  art,  and  "  without  high  purpose, 
and  glimmering  all  over  with  tlie  phosphorescence  of  mental  decay." 

4.  We  have  all  sorts  of  art  commissions,  municipal,  State,  and  national. 
We  have  many  kinds  of  academic  art  bodies.  Art  museums,  large  and  small, 
are  springing  up  all  over  the  country.  We  have  In  abundance  the  means  of 
making  modern  art  known.  The  removal  of  the  present  10  per  cent  sales 
tax  upon  works  of  art  will  do  more  for  the  real  advancement  of  American  art 
than  any  other  thing.  To  remove  the  present  tax  on  art  sales  will  en- 
courage foreign  artists  to  send  their  work  here,  and  will  do  more  than  any- 
thing else  to  spread  culture  and  the  love  of  true  art  throughout  the  country. 

CONCLUSION. 

Because  of  the  educational  value  of  art,  because  of  Its  practical  value  In  the 
interest  of  art  museums  and  art  galleries  to  encourage  the  building  up  of 
private  collections  which  ultimately  come  to  art  galleries  and  museums,  because 
the  growth  of  American  art  will  be  stimulated  by  untaxed  art,  because  of  tbe 
manifest  advantages  of  untaxed  art  to  art  education  both  in  schools  and  mu- 
seums, because  it  is  generally  considered  that  it  would  be  uncivilized  to  tax 
sales  of  works  of  art  because  art  promotes  learning  and  culture,  because  to 
civilized  people  a  tax  on  art  sales  would  be  as  defensible  as  a  tax  on  thought, 
the  present  tax  of  10  per  cent  on  sales  of  art  should  be  repealed. 

Respectfully  submitted  on  behalf  of  various  museums,  art  leagues,  art  asso- 
ciations, and  artists,  and  a  group  of  leading  art  dealers  In  the  United  States. 
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AUTOMOBILES. 

STATEMENT  OF  C.  C.  HANCH,  OF  HOMEB-McKEE  CO.,  INDIANAP- 
OLIS, IND.,  BEPKESENTING  THE  TAX  OOMUITTEE,  NATIONAL 
AUTOMOBILE  CHAMBEB  OF  COMMEBCE. 

The  Chairmak.  What  is  your  occupation,  Mr.  Hanch  i 

Mr.  Hantch.  I  am  an  automobile  manufacturer.  Mr.  Chairman. 
I  am  vice  president  of  the  National  Automobile  Chajsnber  of  Commerce. 

The  Chairman.  Whom  do  you  represent,  yourself  or  any  asso* 
'ciationi 

Mr.  Hanoh.  I  represent  the  National  Automobile  Chamber  of 
Commerce  and  the  Motor  and  Accessory  Manufacturers^  Association. 

The  Chairman.  Do  you  desire  to  make  a  statement  to  the 
committee  ? 

Mr.  Hanch.  I  do. 

The  Chairman.  You  may  proceed. 

Mr.  Hanch.  As  I  stated,  Mr.  Chairman,  I  represent  the  National 
Automobile  Chamber  of  Commerce  and  the  Motor  and  Accessory 
Manufacturers'  Association. 

The  subject  will  be  presented  to  you  in  two  sections.  I  shall 
talk  to  you  on  the  general  subiect  oi  revision  of  internal-tax  laws 
and  the  general  fiscal  policy.  Mr.  George  M,  Graham,  also  of  the 
National  Automobile  Cnamber  of  Commerce,  will  talk  to  you  on  the 
subject  of  war  emergency  excise  taxes  as  they  affect  the  automobile 
industry  particularly. 

This  suDJect  has  received  consideration  by  the  National  Automobile 
Chaniber  of  Commerce  for  a  period  of  more  than  six  months.     The 

frinciples  and  recommendations  which  we  shall  state  to  you  have 
een  submitted  to  the  members  of  our  organization  in  membership 
meeting  and  unanimously  approved.  They  have  also  been  sub- 
mitted in  writing  by  mail  to  every  member  of  the  organization,  and 
there  has  never  been  a  dissenting  voice  or  protest.  Therefore,  we 
feel  that  what  we  shall  say  represents  practically  the  unanimous 
view  of  the  industry. 

We  believe  that  the  subject  of  revision  of  internal  tax  laws  should 
be  approached  at  this  time  from  the  standpoint  of  the  business 
needs  of  the  Nation,  rather  than  the  spending  desires  of  Govern- 
mental departments. 

Our  view  is  that  the  greatest  business  need  of  the  Nation  to-day 
is  a  proper  equilibrium  between  supply  and  demand.  It  is  our  belief 
that  overtaxation  is  perhaps  one  oi  the  most  potent  disturbers  of  the 
proper  equilibrium  of  supply  and  demand,  and  we  feel  that  dis- 
criminatory and  unfair  taxation  is  a  very  dose  rival  to  overtaxation. 

In  order  to  make  our  point  more  clear,  we  feel  that  it  is  necessary 
to  define  supply  and  demand  in  a  very  elementary  way.  As  we 
interpret  supply  it  consists  of  inclination  and  ability  to  produce; 
and  as  we  interpret  demand  it  is  entirely  contingent  upon  ability 
and  inclination  to  consume.  Ability  and  inclination  to  produce, 
in  other  words  supply,  is  much  less  susceptible  to  disturbance  than 
demand  or  the  ability  and  inclination  to  consume.  The  speculative 
instinct  of  man  will  prompt  him  to  produce  long  after  taere  is  no 
apparent  reason  to  do  so.  Ability  and  inclination  to  consume,  in 
other  words  demand,  is  easily  disturbed  and  upset  by  a  variety  of 
causes. 
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Lack  of  ability  and  inclination  to  consume  only  can  be  restored  hy 
adjusting  economies  and  restoration  of  normal  consuming  abilities, 
by  the  removal  of  improper  burdens  from  all.  This  applies  to  Gov- 
ernments just  as  specificallv  and  directly  as  to  persons,  firms,  and 
corporations.  This  being  the  case,  we  believe  that  before  determin- 
ing whether  any  new  forms  of  taxation  of  any  kind  are  necessary 
there  should  be  a  return  from  war  standards  of  expenditures  to  what 
we  term  a  sane,  normal  standard;  and  that  that  return  should  be 
made  immediately. 

Before  the  war  Congress  was  conunonly  termed  a  billion  dollar 
Congress,  which  means  that  a  billion  dollars  covered  all  of  the 
ordinary  expenditures  of  the  Government.  We  recognize  that  there- 
has  been  a  cnange  in  the  cost  of  conducting  the  Govenunent  and  there 
has  been  a  change  in  the  cost  of  conducting  business;  but  by  a  com- 
parison with  what  is  believed  to  be  a  fair  rate  of  increased  cost  it 
seems  to  us  that  $2,000,000,000  would  be  a  fair  amount  of  money 
at  this  time  to  spend  for  the  ordinary  expenses  of  the  Government, 
excluding  the  special  war  debt  charge. 

If  we  add  $1,000,000,000  to  cover  the  war  debt  chaise,  we  have  a 
total  of  $3,000,000,000.  Gentlemen,  it  is  indicated  to  us  from  all 
that  we  have  heard  here  and  read  in  the  newspapers  that  the  Govern- 
ment is  contemplating  the  raising  by  taxation  and  spending  of  any* 
where  from  four  to  five  billion  doUars.  I  believe  there  has  been  no 
figure  recentlv  suggested  of  less  than  $4,000,000,000.  It  is  our 
opinion  that  that  burden  can  not  be  imposed  upon  the  country  under 
present  conditions  without  seriously  jeopardizing  the  return  and 
continuance  of  prosperity. 

Some  place  must  be  named  to  begin  with,  and  we  have  recom- 
mended  that  the  naval  and  military  program  be  cut  to  the  very 
lowest  practicable  point. 

The  Chairman.  How  much  would  you  figure  upon  taking  off  of 
those  two  programs  ? 

Mr.  Hanch.  We  have  not  figured  anv  definite  sum.  There  should 
be  a  reduction  all  along  the  line,  but  those  are  the  largest  items  and 
would  necessarily  bear  the  largest  reduction. 

The  Chairman.  What  else  would  you  reduce? 

Mr.  Hanch.  Just  as  business  reduces  everywhere,  generally  speak- 
ing, reduce  everything. 

The  Chairman.  Well,  those  are  very  general  statements,  Mr. 
Hanch.  Senator  Smoot  is  here,  one  of  the  members  of  the  Appro- 
priations Committee,  and  I  would  like  to  ask  him  whether  he  tnmks- 
it  is  possible  to  reduce  the  Government  expenditure  to  $2,000,000,000  i 

Senator  Smoot.  Outside  of  the  interest  ? 

The  Chairman.  Yes. 

Senator  Smoot.  Not  if  we  take  care  of  the  soldiers  in  the  way  they 
anticipate. 

Senator  McCumber.  How  about  the  railroad  deficit  of  nearly 
$2,000,000,000? 

Senator  Smoot.  That  is  supposed  not  to  last  for  many  years,  but 
we  can  not  tell. 

Mr.  Hanch.  Gentlemen,  I  think  this  point  will  justify  our  belief 
in  the  need  of  the  utmost  economy,  and  tnat  is  that  the  estimates  for 
maintenance  of  our  military  and  naval  establishments  alone  amount 
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to  approximately  38  per  ceat  of  the  total  estimates,  exclusive  of  the 
postal  revenue.     That  is  a  tremendous  percentage. 

Senator  Watson.  Do  you  think  it  is  perfecUy  safe  for  a  Nation 
situated  as  we  are  to  have  an  Army  under  150^000  in  numbers,  con- 
sidering all  the  conditions  that  tonday  confront  us  and  the  circum- 
stances that  surround  us  ? 

Mr.  Hanch.  I  will  answer  that  question  in  this  way,  Senator: 
We.  are  not  posing  as  pacifists  and  we  do  not  wish  to  deprecate  the 
need  for  proper  preparedness.  We  think  when  there  is  a  world 
confli^rration  hnpencUng  it  is  proper  to  get  firefighting  apparatus, 
but  when  the  conflagration  has  substantially  burned  out  or  has 
burned  down  to  smoldering  embers,  it  seems  to  us  that  it  is  a*  safe 
proposition  to  recharge  the  old  fire  extinguisher  pending  the  adjust- 
ment of  the  fire  insurance,  and  after  the  insurance  is  adjusted  ana  the 
loss  paid  new  apparatus  may  be  procured.  Until  that  time  we  think 
that  the  old  apparatus,  rechaiged  and  reiuvenated,  is  a  reasonably 
safe  reliance.  To  put  it  a  little  more  plainly,  Mr.  Chairman  and 
gentlemen,  we  feel  that  it  would  be  a  veiy  safe  proposition  to  take 
at  least  a  short  vacation  in  the  military  and  naval  program.  That 
refers  to  this  reconstruction  period  when  the  tax  burden  is  so  heavy 
and  has  such  a  vital  effect  upon  the  business  of  the  Nation. 

As  a  matter  of  equity  to  the  present  generation,  which  made  the 
supreme  sacrifice  of  fighting  the  World  War,  we  believe  that  the 
cost  of  that  effort  should  be  distributed  over  a  substantial  period. 
We  suggest  50  years.  We  do  not  mean  by  that  to  postpone  the 
final  payment  of  the  entire  debt  for  50  years;  nor  do  we  suggest 
prorating  it  year  by  year  the  same.  We  expressly  do  advise  against 
retiring  any  part  of  the  war  debt  during  the  reconstruction  period, 
which,  under  present  conditions,  we  estimate  will  last  until  1923,  or 
a  five  year  period  from  the  date  of  the  armistice. 

After  the  reconstruction  period  large  amounts  of  war  debt  can  be 
retired  with  less  hardship  tnan  would  be  imposed  by  retiring  small 
amounts  at  the  present  time.  The  country  could  stand  it  much 
better  than  to  retire  any  substantial  amounts  during  the  next  two 
years. 

We  do  not  under  any  circumstances  advocate  the  resort  to  new 
loans.  But  we  do  think  that  the  victory  notes  and  the  war  savings 
stamps  and  the  floating  indebtedness  should  be  refunded. 

This  condition  is  applicable  to  the  Allies  as  well  as  to  our  Govern- 
ment. We  think  that  the  demand  obligations  to  the  AUies  should  be 
refunded  and  the  interest  which  they  have  been  unable  to  meet 
should  be  covered  by  funding  securities  which  we  should  accept. 
Such  extensions  granted  to  them  at  the  present  time  will  make  it 
easier  for  them  to  meet  their  obligations  to  us  later  on,  and  at  that 
time  will  relieve  our  tax  burdens. 

We  beheve  that  there  should  be  no  increase  in  the  personal  in- 
come taxes;  but,  on  the  contrary,  we  advocate  strongly  the  reduction 
of  the  higher  brackets  of  the  personal  income  surtaxes.  These  sur- 
taxes have  collided  with  the  law  of  diminishing  returns.  They  have 
induced  an  undue  amount  of  investment  in  tax-exempt  securities  and 
have  kept  out  of  productive  enterprise  much  needed  capital. 

Senator  Simmons.  You  recommend  that  there  be  no  increase  in  the 
normal,  and  you  recommend  that  there  be  a  removal  of  the  surtaxes  ? 
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Mr.  Hanch.  Removal  of  the  higher  brackets. 

Senator  Simmons.  Down  to  what  point  ? 

Mr.  Hanch.  That  is  a  point  which  the  Treasury  Department  could 
perhaps  answer  better  than  I,  but  I  would  say  that  it  must  be  reduced 
to  the  point  where  there  is  some  advantage  to  the  investor  to  put  his 
money  in  tax-paying  securities  rather  wian  tax-exempt  securities. 
That  process,  in  my  opinion,  will  yield  more  revenue  to  the  Govern- 
ment, not  only  by  reason  of  the  direct  revenue  from  income  taxes, 
but  it  will  encourage  putting  money  into  tax-paying  productive 
enterprises,  and  very  materially  increase  the  revenue  of  the  Govern- 
ment, 

Senator  Simmons.  I  see;  that  would  be  your  standard  for  making 
the  reduction  ? 

Mr.  Hanch.  We  strongly  advocate  the  repeal  of  the  excess-profits 
tax,  primarily  because  we  believe  that  the  public  has  already  repealed 
the  excess-profits  tax,  and  it  is  almost  a  function  of  the  Congress  to 
carry  out  the  mandate.  The  excess-profits  tax  was  a  war  measure. 
It  has  been  hard  to  administer  and  it  nas  been  burdensome. 

Senator  McCumber.  Notwithstanding  your  opinion  that  the  people 
have  decided  that,  I  thinly  a  little  investigation  will  convince  you  that 
there  is  more  opposition  to  the  repeal  of  that  than  any  other  provision 
of  the  tax  law. 

Mr.  Hanch.  I  think.  Senator,  there  have  always  been  two  sides  to 
every  question,  but  my  opinion  is  that  the  vast  preponderance  of  the 
public  is  in  favor  of  tlie  repeal  of  the  excess-pronts  tax. 

Senator  McCumber.  That  is,  the  preponderance  of  opinion  of  busi- 
ness men  and  those  who  are  conducting  large  businesses  and  under- 
stand them,  but  I  think  it  is  fair  to  say  that  the  public  in  general  haa 
an  idea  that  the  excess-profits  tax  should  be  paid. 

Mr.  Hanch.  We  are  not  prepared  to  make  any  statements  in 
regard  to  the  pressure  which  has  been  brought  to  bear  upon  you  by 
your  constituents.  All  we  know  is  what  we  have  learned  by  coming 
in  contact  with  public  sentiment  on  this  question.  We  have  talked 
to  many  persons  who  represent  the  wage-paying  as  well  as  the  wa^e- 
earning  class,  and  we  do  not  find  anyone  at  all  who  is  in  favor  of  uie 
excess-profits  tax  when  its  apparent  effect  and  the  eflFect  which  it  is 
believed  to  have  by  most  people  who  have  studied  it  is  explained  to 
them. 

Senator  Dillingham.  What  has  been  the  effect  of  that  tax  on 
the  automobile  trade  ? 

Mr.  Hanch.  As  I  explained  to.  you,  Senator,  our  presentation  is 
in  two  sections.  Taxes  as  they  refer  to  the  automobile  industry 
will  be  covered  br  Mr.  Graham,  and  I  would  prefer  to  answer  you  by 
referring  to  general  industry  rather  than  any  specific  industry. 

Senator  Simmons.  I  think  largely  the  opposition  to  the  repeal  is 
based  upon  the  idea  that  it  is  not  a  consumption  tax.  I  want  to 
ask  you  whether  you  think  it  is  a  consumption  tax  in  the  last  analysis. 

Mr.  Hanch.  I  do,  very  firmly. 

Senator  Simmons.  You  think  it  is  practically  always  added  to 
the  cost  of  the  product  ? 

Mr.  Hanch.  Senator,  it  seems  to  me  that  it  is  pretty  obvious  that 
the  consumer  pays  all  taxes.  The  only  one  that  I  can  think  of  tJiat 
is  not  paid  by  the  consumer  is  the  inheritance  tax. 
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The  Chaibman.  The  inheritance  tax  is  a  tax  on  capital  and  is  a 
different  proposition. 

Mr.  Hanch.  I  think  that  substantially  all  other  taxes  are  passed 
on  to  the  consumer. 

Senator  Simmons.  They  generally  add  that  to  what  they  call 
the  overhead? 

Mr.  Hanch.  It  is  added  in  the  price  of  the  article;  it  is  added  into 
the  cost  somewhere.  It  may  not  always  be  added  100  jper  cent;  it 
may  be  added  75  per  cent  in  one  institution  and  other  institutions 
may  add  it  175  per  cent.  It  is  an  uncertain  thing  to  start  with,  and 
that  is  bad  for  business  or  anything  else.  It  is  bad  from  a  revenue 
producing  standpoint.  I  think  the  fact  that  it  has  degenerated  as 
a  producer  of  revenue  from  S2,500,o6o,000  down  to  an  estimate  of 
$450,000,000  this  year  indicates  that. 

Senator  Simmons.  A  very  intelligent  witness  who  appeared  be- 
fore the  committee  Saturday,  Mr.  Clark,  said  that  it  had  been  esti- 
mated that  this  tax  added  about  twenty-and-odd  per  cent  to  the  cost, 
and  that  that  was  added  by  his  concern — I  believe  he  was  the  credit 
man  of  a  big  department  store.  Do  you  know  whether  that  is  the 
general  idea  prevailing  among  business  men,  that  the  excess  pro- 
fits tax  adds  about  20  per  cent  to  the  cost,  and  that  that  figure  is 
adopted  in  figuring  the  price  of  the  goods  to  be  added  to  the  other 
costs? 

Mr.  Hanch.  I  think  that  aa  estimate  for  excess  profits  is  generally 
added  in  business,  but  I  am  not  prepared  to  say  anything  specific 
as  to  the  percentage  which  Mr.  Clark  gave  you. 

Senator  Watson.  On  the  line  from  production  to  consumption 
it  is  takei;  into  account  more  than  once  and  enables  a  pyramiding 
of  prices. 
Mr.  Hanch.  Certainly. 

Senator  Jones.  Does  that  arise  from  the  fact  that  the  exemptions 
from  the  excess-profits  tax  are  not  large  enough? 

Mr.  Hanch.   les;  I  would  say  so,  and  I  think  that  I  should  supple- 
ment that  answer  by  doubting  the  possibility  of  getting  any  exemp- 
tion high  enough  to  apply  to  all  kinds  of  business.     Vyhat  is  a  fau* 
factor  of  safety  to  work  on  in  one  line  can  not  be  applied  at  all  in 
another.    So  long  as  we  are  engaged  in  competitive  business — I  am 
excluding  things  that  are  fixed  as  a  monopoly  by  governmental 
action— in  connection  with  things  that  are  on  a  competitive  basis^ 
the  business  man  or  merchant  must  provide  a  factor  oi  safety  during 
the  fat  years  to  overcome  the  losses  during  the  lean  years,  and  any 
arbitrary  exemption  is  not  sufficient.     He  must  provide  for  more. 
That  means  that  he  must  take  into  consideration  excess  profits. 
Senator  Jones.  What  do  you  mean  by  *'a  lean  year?'' 
Mr.  Hanch.  Well,  I  would  say  that  1921  is  a  comparatively  lean 
year. 

Senator  Jones.  What  are  the  causes  which  make  that  a  lean  year  ? 
Mr.  Hanch.  In  my  opinion  overtaxation  and  other  burdens  which 
have  reduced  the  consuming  ability  of  the  people  are  the  greatest 
causes.  Overtaxation  is  one  cause  and  it  is  an  important  cause. 
The  consumption  of  the  products  of  the  United  States  is  represented 
by  the  consuming  ability  of  all  of  the  people  in  it,  and  when  you 
take  away  the  ability  to  consume,  then  tne  strain  becomes  very 
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great.  When  all  the  people  are  just  barely  able  t6  stand  up  under 
the  load,  it  is  only  necessary  to  knock  down  a  few  before  the  burden 
gets  too  laree  ana  we  reach  the  sta^e  we  are  in  to-day. 

Senator  ck>nes.  Then  your .  position  is  that  a  lean  year  is  caused 
by  the  reduction  in  the  volume  of  business  and  not  in  prices  ? 

Mr,  Hanch.  Reduction  in  volume  ? 

Senator  Jones.  Yes. 

Mr.  Hanch.  The  lean  year  is  caused  by  reduced  ability  to  con- 
sume the  volume  which  is  being  produced,  or  which  you  may  say  is 
a  normal  volume  of  production. 

Senator  Jones.  But  the  price  of  a  given  article  is  not  affected  in 
such  a  condition,  you  think  ? 

Mr.  Hanch.  It  is  ultimately  affected. 

Senator  Jones.  What  is  it  that  affects  the  price  of  the  article  in 
the  so-called  lean  year  ? 

Mr.  Hanch.  Inability  to  consume,  necessity  for  realizing,  will 
force  it. 

Senator  Jones.  When  there  is  a  necessity  for  realizing,  do  you 
reduce  your  estimate  of  taxes  ?  Do  you  still  consider  the  amount  of 
your  excess-profits  tax  as  a  factor  in  fixing  prices  when  there  is  an 
underconsumption  and  when  you  are  realizm^,  as  you  call  it  ? 

Mr.  Hanch.  That  depends  upon  the  particular  line  of  business. 
If  the  business  happens  to  be  one  which  would  be  probablv  subject 
to  excess-profits  taxes,  in  spite  of  the  lean  year  they  will  take  it 
into  consideration.  If  it  is  a  business  in  which  the  proprietor  of  the 
business  feels  that  he  is  going  to  lose  money  and  not  be  subject  to 
that  tax,  he  may  be  influenced  by  his  competition,  he  may  be 
influenced  by  pressure  from  his  banker  in  fixing  prices. 

Senator  Jones.  What  I  am  trying  to  develop  is  this  thought: 
How  can  you  take  into  consideration  an  excess-profits  tax  in  fixing 
your  prices  on  conimodities  during  a  so-called  lean  year  when  your 
commodities  are  being  forced  on  the  market  ? 

Mr.  Hanch.  Assuming,  for  the  sake  of  the  argument,  that  you  do 
not  take  it  into  consideration  at  that  time,  you  must  take  it  into 
consideration  when  you  begin  to  emerge  from  that  lean  year,  and  it 
becomes  an  uncertainty  and  an  undesirable  factor. 

Senator  Jones.  You  do  not  take  it  into  consideration  unless  there 
is  a  profit,  do  you,  and  a  profit  in  excess  of  the  exemption  ? 

Mr.  Hanch.  How  does  a  man  know  whether  he  will  have  a  profit 
in  excess  or  not? 

Senator  Jones.  Will  he  in  those  circumstances  use  it  as  a  factor 
in  fixii^  those  prices  ? 

Mr,  Hanch.  I  have  answered  you  in  some  cases,  yes;  and  in  other 
cases,  no. 

Senator  Jones.  What  I  am  trying  to  get  at  is  whether  the  case 
you  have  under  consideration  is  one  where  you  would  answer '*no." 
where  prices  are  falling,  where  there  is  underconsumption,  where 
you  have  to  reduce  prices  in  order  to  find  a  consumer,  do  you  con- 
sider the  excess-profits  tax  in  fixing  prices  ? 

Mr.  Hanch.  I  think  my  answer  would  still  be  the  same;  some 
merchants  and  business  men  do  and  others  do  not. 

Senator  McCumber.  If  you  know  there  is  going  to  be  no  excess 
profits,  then  you  will  not  take  it  into  consideration  i 
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Mr.  Hanch.  How  do  you  know  it  ? 

Senator  McCumbbb.  Your  business  may  be  so  low  that  you  know 
it  can  not  possibly  during  the  year  amount  up  to  more  than  a  cei> 
tain  per  cent. 

Mr.  Hanch.  That  depends  on  what  stage  of  the  year  it  is.  If  it 
is  right  at  the  present  time,  I  do  not  thiim  any  man  can  absolutely 
-say  that  he  knows..  Perhaps  at  the  eleventh  month  or  the  nintn 
or  tenth  month  of  the  year  ne  may  say  that  he  knows. 

Senator  Smoot.  You  always  take  it  into  consideration,  however, 
;as  to  what  your  goods  cost  you  and  as  to  what  the  profits  will  be  ?    , 

Mr.  Hanch.  Absolutely. 

Senator  McLean.  How  can  you  charge  a  profit  tax  to  the  cost  of 
production  ? 

Mr.  Hanch.  Why,  all  taxes  enter  into  cost. 

Senator  McLean.  Profits  do  not  enter  into  cost,  do  they ! 

Mr.  Hanch.  At  some  time  every  tax  enters  into  the  cost.  You  are 
naniing  it  an  excess-profits  tax.    It  does  not  make  it  any  less  a  tax. 

Senator  McLean.  We  are  going  to  draw  a  tariff  bill  pretty  soon* 
I  am  a  protectionist.  Can  we  permit  Germany  to  add  to  her  cost  of 
production  the  profit  tax  that  she  may  have  to  pay  to  the  German 
Government  ? 

Senator  Smoot.  She  will  add  them  if  she  can. 

Senator  McLean.  Can  we,  in  figuring  the  cost  of  production  here 
and  abroad,  permit  a  German  manufacturer  to  add  to  his  cost  g| 
production  a  profit  tax  that  he  pays  to  the  Grovemment  ? 

Senator  Watson.  We  take  into  consideration,  then,  just  what  it 
costs  to  lay  that  thing  down  here.  But  if  there  is  an  excise  tax  levied 
by  the  German  manufacturer  on  an  automobile,  for  instance,  we 
could  not  permit  that  to  be  taken  into  consideration  in  estimating 
the  cost  when  it  comes  to  competition  with  the  United  States.  But, 
neverthdess,  when  the  German  manufacturer  comes  to  consider  his 
profits  he  must  take  that  into  consideration.  The  tax  he  is  bound 
to  pay  on  his  profit,  but  that  has  not  any  tiling  to  do  with  interna^ 
tional  trjvde. 

Senator  McLean.  A  profit  on  the  cost  of  production? 

Senator  Watson.  No;  it  is  not  the  cost  of  production,  to  use  that 
term  in  a  true  sense,  but,  after  all,  it  is  something  that  a  man  must 
pay  to  produce. 

Senator  McLean.  It  has  nothing  to  do  with  the  cost  of  production. 

Senator  Watson.  But  the  man  must  pay  it  and,  of  course,  ulti- 
Hiately  it  is  passed  on  to  the  consumer. 

Senator  Smoot.  That  is  an  excise  tax  paid  on  goods  that  are 
•exported. 

Senator  McLean.  But  I  think  my  protectionist  friends  will  find 
themselves  in  difficulty  when  it  comes  to  fixing  a  tariff  on  German 
•goods, 

Mr.  Hanch.  In  my  opinion,  the  excess-profits  tax  discriminates 
against  conservatively  financed  institutions  and  in  favor  of  extrava- 
gantly financed  concerns.  For  the  reasons  which  I  gave  a  while 
Ago,  we  believe  that  it  limits  proper  initiative,  and  we  nave  pointed 
out  to  you  its  uncertainty  of  return.  You  can  not  fix  the  exemption 
equitably  to  apply  to  all  lines.  What  is  a  fair  exemption,in  a  certain 
fixed  line  may  be  entirely  out  of  order  and  improper  in  certain 
•extremely  hazardous  lines. 
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Senator  Jones.  Is  it  not  true  that  most  of  those  highly  capitalized 
concerns  have  their  stock  widely  distiihuted  among  a  large  number 
of  stockholders  ? 

Mr.  Hanch.  That  is  the  common  presumption. 

Senator  Jones.  And  the  undercapitalized  concerns  are  usually 
closely  held  corporations,  are  they  not? 

Mr.  Hanch.  That  is  the  usual  opinion. 

Senator  Jones.  Would  it  not  be  a  reasonable  solution  of  this 
difTiculty  to  which  you  refer  if  we  were  to  provide  in  this  bill  that  a 
corporation  might  make  its  return  as  a  partnership  ? 

Mr.  Hanch.  1  think  that  amendments  might  be  added  to  partially 
at  least  meet  that  objection,  but  at  the  same  time  you  still  have  this 
question  of  the  fixing  of  invested  capital,  and  that  is  a  thing  that 
can  not  be  permanent.  Of  course,  there  are  manv  concerns  that  in 
administering  their  taxes  have  had  their  capital  aetermined  for  the 
time  being,  but  next  year  it  may  be  something  different. 

Senator  Jones.  If  you  once  have  your  capital  determined,  it 
ought  not  to  be  a  verv  difficult  operation  to  keep  up  a  statement  of 
invested  capital,  ought  it? 

Mr.  Hanch.  I  think  it  will  always  be  a  very  troublesome  operation. 

Senator  Jones.  You  mean  a  very  troublesome  proposition  always 
with  all  concerns  ? 

Mr.  Hanch.  Not  with  all  concerns,  but  in  the  aggregate  it  will 
always  be  a  very  troublesome  proposition. 

Senator  Jones.  After  having  once  ascertained  the  invested  capital^ 
what  difficulties  would  arise  to  prevent  the  reasonaUe,  simple  meth- 
ods of  ascertaining  additions  to  the  invested  capital  ? 

Mr.  Hanch.  Has  it  not  been  difficult  to  ascertain  the  invested 
capital  up  to  a  beginning  point  ? 

Senator  Jones.  Yes;  up  to  a  beginning  point. 

Mr.  Hanch.  I  think  the  same  reasons  that  apply  there  still  apply. 

Senator  Jones.  I  do  not  think  I  can  quite  agree  wit^  you  were, 
because  in  ascertaining  the  invested  capital  at  the  beginning  there 
are  taken  into  consideration  a  great  many  more  factors  that  would 
arise  afterwards,  it  seems  to  me. 

Mr.  Hanch.  There  may  be  a  difference  of  degree. 

Senator  Jones.  Would  not  a  great  many  (questions  be  eliminated  \ 
After  you  once  fix  your  invested  capital,  then  is  it  not  a  comparatively 
simple  process  to  determine  what  additions  to  or  deductions  from 
that  invested  capital  should  be  made  for  future  operations  ? 

Mr.  Hanch.  Based  on  my  experience  in  business,  I  should  say  in 
the  aggregate  it  would  still  be  a  troublesome  question,  involving 
controversies  and  dissatisfaction  on  the  part  of  the  taxpayer,  and  it 
would  be  difficult  of  administration.  I  am  convinced  that  that  would 
be  true. 

Senator  Jones.  I  should  like  for  you  or  someone  else  to  point  out 
some  illustration  of  the  difficulties  which  would  arise  in  keeping  up 
your  items  of  invested  capital  after  it  has  once  been  ascertained. 

Mr.  Hanch.  I  doubt  the  possibility  of  a  witness  within  the  time  at 
the  disposal  of  the  committee  being  able  to  give  any  specific  illus^ 
trations. 

Senator  Jones.  Will  you  kindly  think  up  some  and  put  them  in 
the  form  of  a  note  to  be  added  to  the  record  ? 
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(Mr.  Hanch  later  submitted  the  following  memorandum:) 

I  understand  the  point  upon  whif^h  the  committee  aiked  for  memorandum  was  as 
regards  the  objections  to  exce  jd-profit3  tax  in  the  ca-o  where,  a-sumisg  that  the  iu-» 
recited  capital  of  a  corporation  had  he^a  determined  in  pa  t  years,  what  particular 
complication  or  difficulty  wa^  there  in  redetermining  inve:ted  capital  in  subFevjuent 
years. 

That  thi?  redetermination  is  jubt  a;^  difficult  as  the  original  determination  is  clear 
from  an  examination  of  Regulations  45  of  the  Revenue  Bureau  relating  to  excepj^profita 
tax,  as  issued  by  the  bureau  in  1920,  particularly  a^- tides  831  et  eeq.,  which  give$ 
inst^'uctions  a^  regards  the  various  component-  whif:h  go  to  make  up  inverted  capi- 
tal, ea'^h  of  whi<^-h  components  may  be  a  fa'^tW  in  the  re(1etennination  of  the  invested 
capital  of  the  corporation  at  the  end  of  each  taxal^le  year. 

For  instance,  article  832  provides  that  the  capital  &to(!k  issued  a?  a  bonus  to  en- 
courage the  sale  of  the  corporation's  bonds  may  not  le  included  as  inve.  ted  capital 
unless  certain  conditions  are  approved  to  the  eatisfa  tion  of  the  Commisirioner  of 
Internal  Revenue.  And  if  he  is  bo  .^ati^iied  then  the  a^^tnal  eelliiig  prire  of  the 
bonds  a^  compared  with  the  price  they  would  have  brought  without  stock  1  onas 
muFt  te  determined.  Obviouely  there  are  questions  of  fact  about  which  there  can 
be  a  world  of  controversy  between  the  taxpayer  and  the  Revenue  Bureau. 

Article  833  deals  with  tangible  property  paid  in.  Under  this  heading  comes  enforce- 
able notes  given  by  a  subscriber  of  stock  in  the  corporation.  These  notes  may  be 
included  as  investeil  capital  according  to  the  actual  cash  value,  provided  the  corpora-^ 
tion  laws  of  the  particular  State  permit  the  payment  of  stock  bv  such  consideration; 
also,  provided  the  notee  were  given  in  absolute  ae  distinguished  from  conditional 
payment.  Here  again  are  questions  of  law  and  fact  over  which  controversies  could 
well  arise. 

Article  834  relates  to  inadmissible  assets.  Certain  stocks  and  bonds  which  represent 
payment  for  stock  of  the  corporation  may  be  included  as  invested  capital  under  certain 
circumstances,  but  only  at  actual  cash  value.  Here  again  is  a  question  of  contro- 
vertible fact. 

Article  835,  relating  to  a  mixture  of  tangible  and  intangible  property,  provides  that 
stocks  and  bonds  issued  therefor  will  be  presumed ^  in  the  absence  of  satisfactory 
evidence  to  the  contrary,  to  be  allocated — the  bonds  for  the  tuigible  property  and 
stock  for  the  intangible  property.  The  matter  is  left  to  the  opinion  of  the  commis- 
sioner upon  the  evidence  preseuted.    Again  a  controvertible  pointt 

Article  836  relates  to  tangible  property  paid  in,  claimed  to  be  in  excess  of  the  par 
value  of  the  stock.  Under  this  heading  we  find  factors  such  as  the  appraisal  of  prop- 
erty by  disinterested  authoritiies  made  on  or  about  the  date  of  the  transac  tion,  prool 
of  market  price,  etc.    Still  points  of  controversy. 

When  I  started  this  memorandum  I  intended  to  discuss  each  article  bearing  on  the 
subject,  but  at  this  point  the  writer  feels  that  a  cursory  examination  of  the  remaining 
articles  837  to  856,  inclusive,  will  make  it  apparent  that  every  pro\'ision  in  the  regu- 
lations relating  to  the  computation  of  invested  capital  of  a  corporation  involves  quee- 
tions  of  fact  which  are  ditficult  to  determine  ana  well  calculated  to  form  a  basis  of 
controversy  between  the  Revenue  Bureau  and  the  taxpayer.  The  vaiious  points 
treated  in  all  of  these  articles  are  sure  to  arise  in  ever\  taxable  year  in  the  case  of  the 
majority  of  corporitions.  It  does  not  do  to  say  that  because  a  corporation  has  in  the 
past  made  its  excess-profits  tax  calculation  that  it  will  be  a  simple  matter  to  bring  the 
computation  up  to  date  im  subsequent  years.  For  instance,  a  corporation  may  enter 
a  taxable  year  with  a  properly  determined  capital  of  say  $1,000,000,  and  if  it  has  been 
a  prosperous  year  may  end  the  tiix  period  with  an  increment  of  invented  capital  of 
$100,000.  To  argue  from  this  that  the  computation  of  this  increase,  $100,000,  Vvill  be 
only  one  tenth  as  difficult  as  the  original  eatimation  of  the  $1,000,000  capital  is  un-' 
sound ^  because  it  i?  the  character  of  the  problem  and  not  the  number  of  dollars  and 
cents  involved  that  causes  the  trouble.  Just  one  example  will  make  this  clear:  Tliis 
corporation,  in  its  $1,000,000  invested  capital,  may  have  had  to  figure  on  a  certain 
volume  of  bonds  which  were  sold  ^>ith  a  stock  bonus;  and  a  pdmilar  transaction,  very 
much  less  in  volume,  may  have  occurred  in  the  $100,000  increment — but  the  lesser 
volume  does  not  diminish  the  difficulty  of  determining  the  beaiing  of  the  revemie  act 
on  this  smaller  transaction.  The  truth  is  that  the  oridnal  determination  of  invested 
capital  as  defined  in  the  revenue  act  of  1918  is  well-nigh  impo3s*ible,  and  the  determina- 
tion of  increment  or  detriment  of  invested  capital  in  subsequent  years  is  absolutely  a^ 
difficult.  The  whole  trouble  is  we  have  to  meet  the  definite,  rigid  requirements  of 
the  statutes.  It  is  quite  diff^ent  from  the  problem  presented  to  a  corporation  which 
keeps  accurate  books  for  its  own  private  purposes.  Under  the  latter  purpose  many 
reasonable  approximations  and  estimates  are  permi^^sible,  but  when  We  come  to  the 
statutory  requirements  no  such  latitude  is  permissible. 
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Mr.  Hanoh.  We  believe^  Mr.  Chairman,  thM  all  special  taxes  grow- 
ing out  of  the  war,  such  as  transportation,  war  emergency  excise  and 
consumption  taxes  should  be  removed. 

Senator  Watson.  You  are  recommending  here  the  discontinuance 
of  hundreds  of  millions  of  dollars  of  taxes. 

Mr.  Hanch.  I  am,  and  I  have  an  alternative  to  suggest  later. 

The  Chairman.  You  are  reconunending  the  discontinuance  of 
nearly  a  billion  dollars  in  tax. 

Mr.  Hanch.  I  would  like  to  cover,  first,  the  reasons  for  making  this 
drastic  recommendation.  There  was  no  claim  when  these  taxes  were 
enacted  that  they  were  founded  on  justice  and  equality.  Those  that 
were  affected  were  told  that  the  war  emergency  required  the  sacrifice; 
in  other  words,  that  the  country  needed  the  money,  and  that  we  should 
bear  the  burden  as  a  patriotic  duty.  They  were  accepted  without  a 
serious  protest  under  the  exigencies  of  war  conditions  with  the  justi- 
fiable belief  that  they  woula  be  repealed  after  peace  was  restored. 
We  are  not  at  war.  We  are  not  only  not  at  war,  but  we  are  under- 
going a  period  of  extreme  depression,  and  we  believe  that  the  {lublic 
would  support  the  Congress  in  carrying  out  the  rules  of  good  faith  in 
repealing  these  taxes.  They  are  discruninatory  and  they  are  unfair. 
Furthermore,  as  I  pointed  out  in  my  opening  statement,  these  dis- 
criminatory taxes  are  almost  as  potent  as  overtaxation  in  unbalanc- 
ing the  equilibrium  between  supply  and  demand. 

The  Chairman.  What  do  you  mean  by  ''discriminatory"?  Is  a 
sales  tax  on  automobiles  a  discriminatory  tax? 

Mr.  Hanch.  It  certainly  is. 

The  Chairman.  That  is  your  chief  concern,  I  suppose  ? 

Mr.  Hanch.  I  am  just  as  strongly  opposed  to  it  in  behalf  of  any 
other  industrv'that  was  taxed  as  a  war  emergency.  I  think  it  would 
be  just  as  unfair  to  remove  it  from  the  automobile  industry  and  leave 
it  on  the  balance  as  it  would  be  to  remove  it  from  the  balance  and 
leave  it  on  the  automobile  industry.  It  is  unfair  in  principle,  and  it  is 
not  right.  And  do  not  forget  that  when  you  unbalance  the  consum- 
ing power  of  the  people  you  are  hitting  the  people  who  are  not  directly 
anected  by  these  war  emergency  excise  taxes.  It  is  impossible  to 
pass  a  substantial  portion  of  the  proper  burden  of  the  general  public 
to  any  group  or  class  without  the  wnole  people  feeling  it.  You  can 
not  do  it  witnout  unbalancing  the  aggregate  consuming  power,  result- 
ing in  business  stagnation.  As  a  concrete  example,  tne  consuming 
power  of  the  jewelry  worker  is  just  as  essential  as  that  of  the  bakery 
worker.  The  toilet  soap  industry  is  just  as  important  as  the  laundry 
soap  industry,  in  that  tne  consuming  abiUty  of  both  is  necessary  to 
maintain  proper  equilibrium  between  supply  and  demand. 

These  things  are  all  based  on  one  popular  fallacy,  and  we  answer 
that  fallacy  directly  by  saying  that  tnere  is  no  such  thing  as  a  non- 
essential industrv,  ancf  there  never  was.  Every  industry  is  essential 
to  those  engaged  therein,  and  the  permanent  prosperity  of  all  indus- 
tries is  absolutely  contingent  upon  maintaining  suDstantially  general 
consuming  ability. 

The  Chairman.  Do  you  think  the  jewelry  industry  is  essential  ? 

Mr.  Hanch.  It  is  to  those  working  therein,  and  the  consuming 
ability  of  all  those  people,  thousands  and  thousands  of  jewelry  workers 
and  dealers,  is  absolutely  necessary  to  preserve  prosperity. 
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The  Chairman.  Do  you  consider  jewelry  an  essential  part  of  the 
adornment  of  the  average  American  citizen  i 

Mr.  Hanch.  I  think  jeweky  is  an  essential  part  of  the  adornment 
of  the  average  American  woman  to  make  her  nappy,  and  her  happi- 
ness is  absolutely  essential  to  the  success  and  prosperity  of  her 
hu  band. 

The  Chairbian.  That  does  not  include  a  diamond  headlight  in  a 
shirt  bosom. 

Mr.  Hanch.  Mr.  Chairman,  as  to  this  question  of  byrden,  three 
men  can  not  carry  the  load  of  five,  and  that  is  what  the  country  is 
trying  to  do  to-day,  and— I  think  you  wUl  agree  with  me— with 
rather  indifferent  success. 

Such  situations  are  bound  to  recur  so  long  as '  artificial  group 
advantages  are  encouraged  which  result  in  increased  cost  of  construc- 
tion making  investment  unprofitable.  That  is  the  trouble  with  the 
country  to-day — investment  is  unprofitable.  Losses  in  revenue  not 
offset  by  economies  put  into  effect  can  be  made  up  in  part  at  least 
by  a  moderate  protective  tariff.  We  are  for  a  moderate  protective 
tariff.  No  furtner  burden  should  be  assumed  save  upon  long  and 
careful  consideration.  Certainly  no  new  obligations  should  be  in- 
curred effective  prior  to  1923.  1  think  if  any  substantial  additional 
burden  is  put  on  this  country  prior  to  1928  the  Congress  will  hear 
from  it  many  times  and  will  remember  it. 

Senator  Jones.  You  may  in  the  earlier  part  of  your  testimony 
have  advocated  a  general  sales  tax.     Did  you  advocate  such  a  tax  ? 

Mr.  Hanch.  I  will  come  to  that  right  now  and  conclude  my  re- 
marks with  that  point. 

Senator  Jones.  In  that  connection,  I  wish  you  would  explain  to  us 
wh}^  that  would  not  be  a  direct  burden  upon  all  business. 

Mr.  Hanch.  First  of  all,  Mr.  Chairman,  we  believe  that  no  ad' 
ditional  or  new  forms  of  taxation  would  be  required  if  extreme  pru* 
dence  and  absolute  economy  ate  observed  in  conducting  the  Giovem* 
ment.  And  that  gets  back  to  our  recommendation  in  regard  to  the 
Navy  and  Army  and  every  other  governmental  department. 

If,  however,  the  exigencies  of  governmental  requirements  call  for 
additional  revenue,  it  is  recommended  that  it  be  provided  by  a  sales 
tax,  nondiscriminatory  in  character,  barring  such  exemptions  as  are 
necessary  to  make  its  administration  reasonably  easy.  No  tax  of 
any  kind  should  be  fotmded  on  rules  of  expediency,  such  as  ease  of 
collection  or  so-called  ability  to  pay.  Every  tax  should  be  founded 
on  rules  of  justice  and  equality. 

Senator  Jones.  Well,  is  it  not  a  rule  of  justice  to  have  those  pay 
taxes  who  have  the  ability  to  pay?  Is  tnat  not  a  just  theory  of 
taxation  ? 

Mr.  HanciJ.  That  is  true  in  the  present  scale  of  personal  income 
taxes.  It  would  not  be  just  to  have  all  taxes  paid  by  those  with 
ability  to  pay  alone.  If  that  were  true,  and  the  ease  of  collection 
were  the  sole  motive,  it  would  be  comparatively  easy  to  send  an  armed 
guard  down  to  any  one  of  the  banks  of  Washington  and  take  away 
its  surplus.  We  believe  that  the  principle  of  the  graded  income  tax 
is  correct  as  applied  to  individuals.  We  also  as  a  practical  proposition 
recognize  that  any  income  tax,  the  verybest,  is  an  uncertain  revenue 
producer.     Therefore,  it  is  for  that  reason  that  we  have  come  to 
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espouse  some  form  of  sales  tax  which  will  be  a  more  certain  revenue 
producer  and  will  not  inequitably  distribute  the  burden  down  to  the 
consumer. 

Senator  Simmons.  When  you  speak  of  ability  to  pay  Federal  taxes, 
of  course,  you  have  reference  necessarily  to  income,  do  you  not? 
We  do  not  tax  capital;  we  can  not.  So  that  when  you  speak  of 
ability  to  pay  you  have  reference  to  income  1 

Mr.  Hanch.  Yes. 

Senator  Simmons.  Whether  that  income  is  derived  from  one  line 
or  another  line  of  business.  To  adequately  tax  income  according  to 
ability  to  pay,  you  carry  out  the  suggestion  of  the  Senator,  from  New 
Mexico,  do  you  not  ? 

Mr.  Hanch.  Our  belief  is  strongly  that  a  sales  tax 

Senator  Simmons.  Is  there  any  other  way  to  reach  an  ability  to 
pay  except  through  income,  through  profits  ? 

Mr.  Hanch.  And  that  is  reached  at  the  present  time  very,  very 
substantially  through  income  taxes.  It  is  these  other  taxes  which 
not  only  get  down  to  the  consumer,  but  they  cause  trouble  to  the  Gov- 
ernment; they  cause  trouble  to  the  taxpayer;  they  are  not  equitable 
and  they  are  not  fairly  distributed.  Therefore,  we  believe  that  a 
simple  form  of  sales  tax  of  some  kind  which  would  raise  a  proper  pro- 

Eortion — ^not  the  whole  tax,  but  a  proper  proportion  of  the  tax — ^will 
e  more  equitable  and  actually  cause  less  disturbance  in  the  prices 
of  the  commodities  purchased  oy  the  poor  people  than  the  present 
system. 

Senator  Simmons.  What  proportion  of  the  tax  do  you  think  ought 
to  be  raised  through  tax  on  income  ?  That  has  reference  to  the  profit. 
Income  is  synonomous  almost  with  profits. 

Mr.  Hanch.  I  have  not  prepared  myself  to  answer  that  question  ex- 
actly. I  am  assuming  that  barring  the  repeal  of  the  higher  brackets 
of  surtaxes,  the  present  rates  woula  apply,  and  whatever  proportion 
they  produce  we  will  assume  is  a  fair  proportion  for  the  time  being 
under  present  conditions  of  revenue  requirements. 

Senator  Simmons.  I  want  everybody  who  is  able  to  do  it  to  con- 
tribute to  the  paying  of  the  expenses  of  this  Government  at  this 
time.  I  want  to  see  them  properlj^  distributed.  What  I  am  con- 
cerned about  is  that  the  tax  when  it  is  levied  shall  exact  a  reasonable 
and  fair  proportion  from  incomes.  I  mean  profits;  I  am  assuming 
them  to  DC  synonymous,  and  I  think  they  are  interchangeable  so 
far  as  the  discussion  of  this  subject  is  concerned.  I  do  not  want  the 
consumer  to  have  to  pay  it  all.  I  want  the  profit  to  pay  its  part 
of  it. 

Mr.  Hanch.  And  the  profit  does  pay  it  under  the  corporation  and 
other  income  taxes. 

Senator  Simmons.  That  depends  upon  the  rate  of  tax  and  the 
manner  of  levying  it  on  income.  You  can  so  levy  it  and  so  regulate 
your  rate  as  to  make  it  pay  its  proportion.  Whetner  your  suggestion 
of  cutting  down  surtaxes  to  the  extent  that  you  indicated  a  little 
while  ago  would  accomplish  that  is  a  question. 

Mr.  Hanch.  It  is  my  belief  that  it  would  be  accomplished. 

Senator  McCumbeb.  I  would  like  to  ask  you  a  question,  Mr. 
Hanch.  Does  your  theory  include  the  abolition  of  all  taxes  against 
corporations  as  such  ? 

Mr.  Hanch.  Oh,  no. 
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Senator  McCumber.  You  would  retain  what  taxes  against  the 
<5orporations  ?  • 

Mr.  Hanch.  The  corporation  income  tax. 

Senator  McCumber.  The  corporation  income  tax,  but  not  the 
excess-profits  tax  ? 

Mr.  Hanch.  Not  the  excess-profits  tax. 

Senator  McCumber.  That  leads  me  to  the  next  question,  and  I 
would  like  to  have  your  opinion  because  I  know  that  you  have 
studied  this  question.  What  is  the  objection  to  taxing  the  corpora- 
tion, or  rather  taxing  the  stockholders  of  the  corporation,  the  same  as 
you  would  tax  the  partner  in  the  partnership  ?  I  want  to  make  this 
clear.  Suppose,  without  reference  to  the  amount  of  tax,  or  whether 
it  is  overstocked  or  not,  a  corporation  has  a  million  dollars  of  assets 
this  year  and  that  it  has,  we  will  say,  not  to  exceed  a  million  dollars 
of  liabilities,  including  its  capital  stock.  Suppose  next  year  it  has  a 
$1 ,100,000  in  assets  as  against  its  million  liabilities.  It  has  then  made 
a  hundred  thousand.  Now,  what  objection  is  there  to  considering 
that  hundred  thousand  as  a  part  of  the  earnings  of  the  individu^ 
stockholders  and  taxing  it  as  income  tax  fo  the  individual  stock- 
holders ? 

Mr.  Hanch.  The  objection  is  that  you  are  taxing  prudence* 
Every  corporation  should  lay  aside  a  reserve. 

Senator  McCumber.  I  am  getting  at  the  principle.  Supposing 
that  is  true,  that  same  principle  would  apply  also  to  a  partnership; 
the  partnership  ought  to  lay  aside  a  sufficient  reserve  in  fat  years  to 
take  care  of  the  lean  years,  exactly  the  same  as  a  corporation.  But 
why  should  we  make  a  distinction  and  make  the  partner  in  a  partner* 
ship  take  whatever  that  partnership  owned  without  any  reference 
to  laying  aside  a  cent  and  add  it  to  his  individual  income  and  force 
a  tax  upon  that,  even  up  to  the  highest  brackets,  while  if  he  is  a  stock- 
holder m  a  corporation  ne  is  not  compelled  to  do  so  ? 

Mr.  Hanoh.  Senator,  I  will  admit  that  I  have  not  gone  deeply 
into  that  question,  but  I  think  that  it  is  quite  the  general  consensus 
of  opinion  that  there  is  some  discrimination  in  favor  of  the  corpora- 
tion stockholder  as  against  the  partnership,  and  I  would  not  attempt 
from  the  preparation  I  have  made  to  make  a  definite  suggestion  as  to 
the  remedy. 

Senator  McCumber.  I  can  tell  you  that  the  principal  objection 
in  war  times  was  that  when  it  got  into  the  hanas  of  so  many  indi- 
viduals there  would  not  be  so  much  for  the  Government  to  tax,  and 
it  would  not  get  so  much  tax  out  of  it;  but  on  the  ground  of  equality 
I  would  like  to  have  somebody's  opinion  on  that. 

Mr.  Hanch.  I  think  the  point  you  raise  is  well  worthy  of  the 
consideration  of  Congress. 

Senator  Smoot.  BLave  you  given  thought  as  to  whether  the  4  per 
cent  difference  between  the  mcome  tax  of  a  corporation  and  an 
income  tax  on  partnerships  equalize  it  in  the  end  ? 

Mr.  Hanch.  I  have  not  considered  that  sufficiently  to  make  any 
calculation,  Senator. 

Senator  Smoot.  That  difference  is  made  to  equalize  the  tax  in  the 
income  between  the  individual  receiving  it  from  the  corporation  and 
the  partnerships  receiving  it  from  the  same  business.  I  do  not  know 
whether  it  does  or  not.  On  the  whole,  I  think  it  does.  In  individual 
cases  I  am  certain  it  would  not. 
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Senator  McCumber.  There  is  another  element  to  be  taken  into 
consideration,  and  that  is  the  partner,  who  assumes  a  responsibility 
in  a  partnership,  where  there  is  no  responsibility  on  his  part  as  a 
stocknolder,  except  in  national  banks. 

Mr.  Hanch.  I  would  answer  that  if  there  is  any  inequality  or  any 
injustice  done,  the  principle  should  certainly  receive  the  serious 
consideration  of  the  Congress. 

Senator  Jones.  Now,  Mr.  Hanch,  let  us  recur  again  to  the  principle 
of  taxation  which  you  discussed  a  few  moments  ajgo.  You  say  you 
are  in  favor  of  the  mcome  tax.  You  think  that  is  just  and  equitable. 
Would  not  a  tax  collected  through  sales  be  an  income  tax  ?  Would 
it  not  be  a  tax  upon  income  of  everybody  who  consumed  anything  ? 

Mr.  Hanch.  Yes;  and  I  think  there  should  be  some  tax  on 
everybody. 

Senator  Jones.  Then,  your  doctrine  amounts  to  this,  that  you 
think  that  the  exemption  from  an  income  tax  should  be  removed 
entirely  ? 

Mr.  Hanch.  No;  I  do  not;  because  that  would  make  you  solely 
dependent  upon  the  income  tax  for  the  largest  part  of  your  revenue, 
and  it  is  an  uncertain  revenue  producer.  When  your  income  dimin- 
ishes your  revenue  vanishes. 

Senator  Jones.  You  evidently  did  not  catch  my  point.  Whenever 
you  sell  anything  and  put  a  tax  upon  that  sale,  are  you  not  taxing  the 
income  of  the  individual  who  bought  it  J 

Mr.  Hanch.  Properly;  yes. 

Senator  Jones.  Then,  is  not  the  effect  of  a  sales  tax  to  remove  all 
exemption  on  income  taxation  ? 

Mr.  Hanch.  I  think  you  would  allow  your  same  exemption  which 
you  have  against  the  income  tax  as  such,  but  you  would  levy  an 
equitable  amount  of  tax  upon  consumption. 

Senator  Jones.  A  tax  upon  consumption;  is  not  that  in  its  final 
analysis  a  tax  upon  those  who  would  not  otherwise  pay  an  income 
tax  ? 

Mr.  Hanch.  Not  exactly.  They  are  paying  the  tax  now  in  the 
excise  tax,  and  the  excess  profits  tax.  They  are  paying  it  now,  in  my 
opinion,  in  a  more  exaggerated  form  than  they  woiud  pay  it  if  it  were 
specific  and  removed  of  all  uncertainty;  so  there  would  be  no  tempta- 
tion to  capitalize  it  or  add  an  extra  amount  as  a  factor  of  safety. 

Senator  Jones.  There  is  a  difference  of  opinion  about  that,  but 
there  would  be  no  difference  of  opinion,  would  there,  that  a  tax  on 
sales  would  be  taxing  the  income  of  an  individual  whose  income  at 
the  present  time  is  not  of  sufficient  size  to  come  within  the  present 
income-tax  law  ? 

Mr.  Hanch.  Yes;  but,  in  my  opinion,  the  low  income-tax  payer 
would  pay  a  less  amoimt  of  tax  than  he  pays  imder  present  laws. 

Senator  Jones.  That  is  a  different  Question,  but  the  effect  of  your 
sales  tax  would  be  tq  tax  incomes  whicn  are  now  exempt  from  income 
taxation,  would  it  not  ? 

Mr.  Hanch.  I  do  not  think  there  is  any  question  between  us  as  to 
all  taxes  being  a  tax  on  incomes. 

Senator  Jones.  Very  well,  then,  the  effect  of  a  sales  tax  is  to  reach 
humble  incomes  which  are  not  reached  by  the  present  income-tax  law  I 

Mr.  Hanch.  Yes;  but  which  are  otherwise  reached  now.  You  can 
not  answer  the  question  fairly  without  admitting  that  other  forms  of 
present  taxation  reach  the  income  of  the  person  who  is  exempted 
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from  income  taxes,  and  reach  it  more  oppressively  than  it  would  be 
reached  by  a  moderate  sales  tax. 

BBIEF  OF  C.  C.  HAVCK,  VICE  P&£SIt>2KT  KATZOVAL  AtTTOMOBILE  OHAMBEB  OF 

COMMERCE. 

We  believe  that  the  subject  of  revinon  of  internal  tax  laws  should  be  approached 
h'oiu  the  standpoint  of  the  biisine  s  needs  of  the  nation  rather  than  the  spending 
desiret}  of  governmental  department^. 

In  our  opinion  the  natic»n's  greate<st  present  need  is  proper  equUibrium  between 
supply  and  demand. 

One  of  the  most  potent  dLsturbers  of  thi^  equilibrium  is  overtaxation. 

Discriminatory  and  unfair  taxation  is  a  close  ri^  al. 

To  clenrly  indicate  the  effect  of  such  taxation  on  supply  and  demand,  it  is  ne<'essary 
to  define  tliece  terms  in  an  elementary  way. 

Supply  is  in  effet  ability  and  inr  lination  iq  produce. 

Demand  L"  entirely  contingent  upon  ability  and  in*  lination  to  consume. 

It  i«?  natural  that  demand  should  be  more  susceptible  to  di^turban'  e  than  Rupply. 

The  speculative  instinct  of  man  will  prompt  Mm  to  produce  with  no  apparent 
reason  for  doing  so. 

Without  both  ability  and  inclinatioji  to  consume,  demand  will  subside  and  depres- 
sion ensue. 

Lack  of  inclination  to  consume  may  be  corrected  by  example  of  others. 

On  the  other  hand,  lack  of  ability  to  consume  normal  supply  only  can  be  cured  by 
restoration  of  normal  consuming  abilities  through  adjusting  economics  and  removal 
of  improper  burdens  from  all. 

This  applies  to  governments  as  well  as  persons,  firms,  and  corporations. 

Therefore,  before  determining  whether  there  should  be  any  new  forms  of  taxation, 
we  hold  that  the  Government  should  reduce  ordinary  expenses  from  war  standards 
to  a  sane,  normal  standard  at  once. 

Prior  to  the  war  11,000,000,000  covered  all  Federal  Government  expenditures  of 
every  kind. 

By  comparison  with  the  rate  of  increased  cost  in  various  lines  it  is  fair  to  assume  that 
the  present  cost  of  running  the  Government,  exclusive  of  interest  on  the  war  debt, 
should  not  exceed  $2,000,000,000  per  year. 

Addine  $1,000,000,000  for  the  annual'  war  debt  charge  mal< es  a  total  of  $3,000,000,000. 

Notwitnstanding  these  figures,  it  is  indicated  that  the  Government  contemplates 
raising  by  taxation  and  spending  from  $4,000,000,000  to  $5,000,000,000  annually. 

In  our  opinion  this  burden  can  not  be  imposed  upon  the  country'-  during  the  recon- 
struction period   without  seriously  jeopardizing  the  return  and   continuance  of 
prosperity. 
-    It  can  be  avoided  by  assuming  no  new  obligations  and  reducing  expenses. 

To  that  end  the  naval  and  military  programs  should  be  reduced  to  the  lowest 
practical  point. 

To  fully  appreciate  this  recommendation  it  should  be  stated  that  the  estimates  for 
maintenance  of  our  Military  and  Naval  Establishments  alone  amount  to  approximately 
38  per  cent  of  the  total  estimates,  excluding  the  postal  revenue. 

We  do  not  wish  to  pose  as  pacifists  or  to  deprecate  the  need  for  proper  preparedness. 

We  believe  that  when  a  world  conflagration  is  impending  it  is  hignly  proper  to 
procure  new  fire  extinguishers. 

On  the  other  hand,  when  a  great  conflagration  has  burned  down  to  smoldering  embers 
it  seems  to  us  highly  proper  to  recharge  the  old  fire  extinguisher  pending  the  adjust- 
ment of  the  fire  insurance. 

After  the  insurance  is  adjusted  and  the  loss  paid,  new  apparatus  may  be  procured. 

We  are  confident  the  public,  if  correctly  informed  as  to  world  conditions,  will 
support  the  Congress  in  following  thia  policy. 

It  is  time  for  at  least  a  brief  naval  and  military  vacation. 

As  a  matter  of  equity  to  the  present  generation  which  made  the  supreme  sacrifice 
of  fighting  for  liberty  in  the  World  War,  payment  of  such  effort  should  be  distributed 
over  a  period  of  not  less  than  50  years. 

We  do  not  mean  to  defer  for  50  years  payment  of  the  bulk  of  the  war  debt,  neither 
do  we  mean  to  distribute  the  debt  pro  rata  thioughout  the  50  years. 

What  we  do  urge  strongly  is  the  refunding  of  any  portion  of  the  war  debt  which 
matures  at  a  time  when  it  would  place  an  undue  burden  on  the  country  to  retire  the 
debt. 

While  we  should  not  resort  to  new  loans,  it  is  entirely  proper  that  the  Victory  notes, 
war-savings  stamps,  and  floating  indebtedness  be  refunded. 
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No  part  of  the  war  debt  should  be  retired  during  the  period  of  materially  increaeed 

expenses  growing  out  of  the  war,  or  not  earlier  than  1923. 

Ordinary  expenses  constitute  a  great  enough  burden  during  this  reconstruction 
period,  and  the  unnecessary  hardship  of  debt  retirement  should  not  be  imposed  during 
this  time. 

After  the  reconstruction  period  large  amounts  of  war  debt  can  be  retired  with  lesi 
hardship  than  would  be  imposed  by  retiring  small  amounts  at  the  present  time. 

This  condition  is  applicable  to  the  Allies  as  well  as  our  Government;  therefore  we 
urge  that  their  demand  obligations  be  funded  and  funding  securities  accepted  for 
unpaid  interest  which  they  may  be  unable  to  meet. 

Such  extensions  granted  to  the  Allies  now  will  make  it  easier  for  them  to  meet  their 
obligations  to  us  later  on,  thereby  relieving  our  tax  burdens  at  that  time. 

There  should  be  no  increase  in  personal  income  taxes  at  this  time,  but  on  the  con- 
trary surtaxes  on  personal  incomes  should  be  materially  reduced. 

Excessively  high  surtaxes  have  collided  with  the  law  of  diminishing  returns  and  have 
forced  an  unreasonable  investment  in  tax-exempt  securities,  thereby  keeping  needed 
capital  out  of  productive  entorprises. 

Proper  reductions  of  surtaxes  on  personal  incomes  will  return  more  revenue  to  the 
Government  directly,  and  indirectly  increase  the  Government  revenue  by  diverting 
needed  capital  to  taxpaWng  productive  enterprises. 
The  excess  profits  tax  should  be  repealed. 

In  effect  it  has  already  been  repealed  by  the  public  through  the  action  of  the  buyers 
strike  against  high  costs  to  whicn  the  excess  profits  tax  contributed  largely. 

It  was  a  war  measure  and  has  been  hard  to  adminiefter  and  unduly  burdensome  to 
both  producer  and  consumer. 

It  discriminates  against  conservatively  financed  institutions  and  in  favor  of  ex- 
travagantly financed  concerns. 

It  limits  proper  initiative  and  is  extremely  imcertain  of  return. 
It  is  steadily  growing  less  productive  and  has  little  to  commend  it  to  an  inipartial 
public. 

All  special  taxes  growing  out  of  the  war,  such  as  transportation,  war-emei^ncy, 
excise,  and  consumption  taxes  should  be  removed. 

.  Tliere  was  no  claim  when  they  were  enacted  that  such  taxes  were  founded  on 
justice  and  equality. 

Those  afferrted  were  told  that  the  war  emergency  reouired  the  sacrifice;  in  other 
words,  tliat  the  country  needed  the  money  and  that  we  snould  acquiesce  as  a  patriotic 
dutv. 

They  were  accepted  without  serious  protest  under  the  exigencies  of  war  conditions, 
with  the  justifiable  belief  that  they  would  be  repealed  after  peace  was  restored. 

They  are  discriminatory  and  unfair,  and  the  public  should  support  the  Government 
in  living  up  to  the  rules  of  ^ood  faith  by  their  repeal. 

Furthermore,  such  discnminatory  taxes  unbalance  the  consuming  power  of  the 
people,  thus  seriously  injuring  those  who  are  not  directly  affected. 

It  is  impossible  to  pass  a  substantial  part  of  the  proper  burden  of  the  general  public 
to  a  certain  group  or  class  of  business  without  ^moalancing  the  aggregate  consuming 
power  and  resulting  in  business  stamation. 

The  consuming  power  of  the  jewelry  worker  is  just  as  essential  as  that  of  the  bakery 
worker. 

The  toilet  soap  industry  is  just  as  important  as  the  laundry  soap  industry,  in  that 
the  consiuning  ability  of  both  is  necessary  to  maintain  proper  equilibrium  between 
supply  and  demand. 
There  is  no  such  thing  as  a  nonessential  industry. 

Every  industry  is  essential  to  those  engaged  therein,  and  the  permanent  prosperity 
of  all  industries  is  absolutely  contingent  upon  maintaining  substantially  general  con- 
suming ability. 
Three  men  can  not  permanently  carry  the  load  of  five. 

The  country  is  trying  to  perform  this  feat  at  the  present  time,  with  quite  indifferent 
success. 

Such  situations  are  bound  to  recur  so  long  as  artificial  group  advantages  are  encour- 
aged which  result  ill  increased  cost  of  construction,  making  investment  unprofitable. 
It  is  no  time  to  fasten  the  scarlet  letter  permanently  on  the  breast  of  any  industry 
which  does  not  require  regulatory  treatment. 

Losses  in  revenue  not  offset  by  economics  put  into  effect  can  be  made  up  in  part 
at  least  by  a  moderate  protective  tariff. 
No  further  burden  should  be  assumed  save  upon  long  and  careful  consideration. 
Certainly  no  new  obligations  should  be  incurred  effective  earlier  than  1923. 
It  is  believed  that  no  additional  or  new  forms  of  taxation  will  be  required  if 
prudence  and  economy  are  observed  in  conducting  governmental  affairs. 
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If,  however,  the  exigencies  of  governmental  requirements  call  for  additional  reve- 
nue, it  is  recommended  that  it  be  provided  by  a  sales  tax,  nondiscriminatory  in 
character,  barring  such  exemptions  as  are  necessary  to  make  its  administration 
reasonably  easy. 

However,  no  tax  of  any  kind  should  be  founded  on  reasons  of  expediency  such 
as  ease  of  collection  or  so-called  ability  to  pay. 

Every  tax  should  be  founded  on  rules  of  justice  and  o'liiality . 

Supplemental  Statement. 

Eminent  economists,  financiers,  and  statisticians  have  estimated  normal  invest- 
ment capacity  of  the  United  States  as  $6,000,000,000  at  a  time  when  Federal  ex- 
penditures amounted  to  approximately  ill, 000 ,000,000.  It  is  obvious  that  the 
investment  capacity  of  the  country  will  be  reduced  in  proportion  to  the  amount 
that  Federal  taxation  and  expenditures  are  increased  above  $1,000,000,000. 

If  the  Government  revenue  program  calls  for  $4,000,000,000,  the  investment 
capacity  of  the  country  will  be  reduced  to  $3,000,000,000,  and  if  the  Government 
revenue  program  calls  for  $5,000,000,000,  the  investment  capacity  of  the  country 
will  be  reduced  to  $2,000,000,000. 

In  my  opinion,  this  country  can  not  prosper  with  an  investment  capacity  of  only  • 
$2,000,000,000  to  $3,000,000,000.  The  most  effective  way  to  quickly  increase  the 
investment  capacity  of  the'  Nation  is  to  reduce  the  tax  burdens  of  the  people,  and 
the  most  effective  way  to  do  this  is  to  take  immediate  steps  toward  discontinuance 
of  the  international  game  of  poker  which  is  going  on  in  the  guise  of  competitive 
armaments. 

STATEMENT    OF    GEORGE    M.    GRAHAM,    BUFFALO,    N.    Y.,    VICE 
PRESIDENT  PISRCE-ARROW  MOTOR  CAR  CO. 

1 

Senator  McCumber.  Will  you  give  the  committee  your  name,  your 
place  of  residence,  and  whom  you  represent? 

Mr.  Graham.  My  name  is  George  M.  Graham,  representing  the 
National  Automobile  Chamber  of  Commerce,  an  orgajQization  of 
automobile  manufacturers.  My  immediate  business  connection  is 
vice  president  of  the  Pierce-Arrow  Motor  Car  Co.,  Buffalo,  N.  Y. 

Senators,  if  this  industry  of  ours  presumes  to  present  two  speakers 
and  to  discuss  this  subject  from  two  different  phases,  I  hope  we  may 
find  our  warrant  in  the  fact  that  we  bear  a  very  considerable  amount 
of  the  revenue  burden  contemplated  in  this  bill.  Our  problems  are 
fairly  analogous  to  those  of  many  other  businesses,  and  much  of  the 
information  that  you  gentlemen  are  seeking  in  your  painstaking 
effort  to  decide  equitably  can  perhaps  be  developed  from  questions 
relating  to  this  specific  industry. 

The  considerations  that  have  gone  before  have  been  general.  I 
want  to  discuss  with  you  the  relationship  of  these  taxes  and  their 
effect  upon  our  particular  business. 

The  Secretary  of  the  Treasury,  in  describing  the  taxes  that  netted 
so  small  a  sum  that  the  return  was  disproportionate  to  the  effort, 
coined  a  word.  He  termed  those  taxes  '*  nuisance  taxes.*'  If  I  might, 
I  should  like  to  coin  a  word  and  designate  to  you  gentlemen  the 
particular  kind  of  tax  which  we  consider  inequitable  and  whose 
elimination  we  ask  as  a  ''stigma  tax."  When  I  discuss  our  business 
I  shall  simply  ask  you  gentlemen  to  consider  it  as  being  typical  of 
all  the  businesses  that  carry  what  are  known  to  some  as  excise  taxes, 
very  properly  by  others  as  sales  taxes,  and  by  myself  as  stigma  taxes. 
I  would  like,  first,  to  show  the  authority  for  the  word  ''stigma"  in 
this  connection. 

I  should  say  that  when  you  levy  against  an  industry  or  an  activity 
a  tax  that  is  designed  to  limit  that  particular  business  or  to  regulate 
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it,  you  put  upon  it  the  imputation  of  inequitj,  of  undesirability, 
illegitimacy,  or  even  absolute  harm  to  a  community  or  to  the  country. 

Take,  for  instance,  the  tax  on  alcoholic  liquors,  on  narcotics,  to  a 
lesser  extent  on  tobacco,  on  dirks  or  daggers  or  murderous  weapons; 
the  whole  purport  of  such  a  tax  is  not  to  encourage  or  stimulate  the 
use  of  the  articles  upon  which  it  presses,  but  is,  rather,  to  restrict 
their  use  as  not  being  advantageous  to  the  public. 

With  those  regulatory  taxes  nobody  can  have  any  quarrel;  but 
through  the  needs  of  the"  war  that  classification  of  what  1  call  st^nia 
taxes  gained  a  very  great  accumulation  of  other  industries.  They 
were  led  into  this  rating  by  the  very  baneful  expression  ''nones- 
sential." 

Perhaps  you  gentlemen  have  forgotten  where  that  term  originated. 
It  did  not  originate  in  this  body;  it  did  not  originate  in  Congress ;  but 
when  the  War  Industries  Board  was  considenng  to  what  industries 
it  could  grant  a  special  preference  in  the  matter  for  material,  trans- 
portation of  fuel,  etc.,  it  divided  industry  into  two  classes,  one  classi- 
ncation  representing  those  industries  that  were  most  vital  to  the  win- 
ning of  the  war;  the  second  classification  being  those  that  were  less 
vital. 

Consequently,  we  have  the  term  ''nonessential'*  which  was  accepted 
then.  Yet,  as  a  matter  of  fact,  over  the  ion^  period  and  in  peace 
times  nothing  could  be  more  fallacious  than  tne  association  of  some 
lines  of  business  with  a  classification  that  originally  was  based  on  a 
regulatory  principle. 

1,  like  tne  preceding  speaker,  fully  appreciate  the  very  grave 
responsibility  or  asking  the  elimination  of  millions  of  revenue.  I  do 
not  think  we  can  consider  this  subject  at  all  in  relation  to  ante- 
war  conditions.  We  are  not  in  war,  but  we  stiU  have  the  obligations 
of  war.  The  burdens  of  war  have  not  been  eliminated,  and  the  con- 
ditions that  compel  the  raising  of  these  very  considerable  revenues, 
whether  they  be  three  or  four  or  five  billions  of  dollars,  are  so  closeh^ 
related  to  the  war  that  we  may  in  large  measure  still  regard  ourselves 
as  endeavoring  to  liquidate  war  obligations.  vSo  that  I  realize  the 
high  responsibility;  but,  at  the  same  time,  since  we  are  correcting  or 
modifying  the  existing  revenue  law  in  the  light  of  our  experience,  it 
seems  to  me  that  you  gentlemen  are  naturally  desirous  of  eliminating 
inequities. 

I  would  like  to  be  permitted  to  trace  the  effect  on  our  business  of 
the  association  in  this  branded  classification,  because  nothing  but  the 
brand  excuses  the  high  tax.  If  we  are  not  a  luxury  it  is  not  reasonable 
to  put  the  high  burden  on  our  particular  industry. 

If  I  recommended  to  you  gentlemen  that  in  order  to  raise  revenue 
you  should  very  heavily  tax  steel,  wheat,  raw  materials,  or  fuel,  you 
would  say,  and  say  properly,  "Preposterous.''  But  yet,  in  effect, 
w^hen  you  tax  transportation  you  tax  a  medium  upon  which  the^^  all 
depenS;  and  taxes  on  transportation  are  bound  to  increase  the  costs 
of  all  necessities.  A  tax  on  the  motor  vehicle  is  definitely  a  tax  on 
transportation.  If  that  tax  is  merited  and  if  it  is  definitely  the  pur- 
pose of  this  committee  to  tax  transportation;  if  it  is  decided  that 
transportation  as  represented  by  ourselves  is  a  luxury,  wo  have  no 
standing  here  at  all.  We  have  no  right  to  a  hearing,  itnd  our  case  is 
foredestmed  to  be  negatived  by  you. 

Senator  Jones.  We  tax  other  lorms  of  transportation. 
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Mr.  Graham.  Yes^  Senator;  but  not  in  the  same  degree.  If  the 
taxes  were  normal,  if  you  simply  imposed  upon  us  the  burden  you 
impose  on  the  railroads,  I  should  then  feel  that  your  position  was 
thoroughly  consistent.  But  you  do  not.  Their  taxes  are  con- 
siderably less  in  number  and  considerably  less  in  proportion  of 
revenue  paid  than  are  ours. 

If  we  are  a  luxury,  then,  gentlemen,  the  President  of  the  United 
States  is  wrong.  I  would  iSae  to  direct  your  attention  to  the  fact 
that  in  his  first  message  to  Congress  he  devoted  more  time  to  a  dis- 
cussion of  transportation  over  the  highways — which  means  trans- 
portation by  motor  vehicle,  essentially — than  he  did  to  any  other 
medium  of  transportation;  and  he  put  the  impress  of  utility  on  the 
motor  car  when  he  distinctly  said  that  it  had  taken  an  indispensable 
place  as  an  instrument  in  oiu:  political,  industrial,  and  social  life. 

Senator  Simmons.  Is  there  any  justification  for  it  from  this  stand- 
point? I  fully  appreciate  what  you  have  been  saying.  You  say 
that  the  automobile  and  the  truck  have  become  transportation 
agencies  now  ? 

Mr.  Graham.  Yes,  sir. 

Senator  Simmons.  Just  as  the  railroad  is  a  transportation  agency  ? 

Mr.  Graham.  Yes,  sir. 

Senator  Simmons.  The  railroad,  however,  has  to  build  its  own 
track  and  maintain  it  at  its  own  expense.  The  truck  uses  the  common 
highway  that  is  built  by  the  country  at  large.  The  Federal  Govern- 
ment is  contributing  very  large  sums  of  money  annually  toward  the 
construction  and  upkeep  of  these  roads.  Does  that  furnish  any 
basis,  in  your  judgment,  for  imposing  a  special  tax  upon  automobiles 
and  trucks  ? 

Mr.  Graham.  I  should  say,  Senator,  that  there  is  nothing  in  that 
statement  which  bears  at  all  upon  the  point  at  issue  nor  warrants 
these  taxes.  In  the  first  place,  it  shoula  not  be  forgotten  that  the 
Government  made  considerable  grants  to  the  railroad  companies  in 
order  to  foster  them  at  the  start. 

Senator  Simmons.  Some  few  of  them. 

Mr.  Graham.  Well,  some  of  them. 

The  Chairman.  Very  few. 

Mr.  Graham.  There  are,  however,  such  grants.  It  certainly  estab- 
lished the  principle  that  transportation,  as  represented  by  the  rail- 
road, had  a  reasonable  right  to  be  fostered. 

In  the  second  place,  in  consideration  of  this  right  of  way  which  the 
railroad  pays  for,  it  gets  a  monopoly.  The  motor  vehicle  does  not 
get  a  monopoly 

The  Chairman.  The  raUroad  does  not  get  a  monopoly. 

Mr.  Graham.  It  does  over  its  own  tracks,  Senator. 

The  Chairman.  Yes;  but  it  is  paralleled  in  most  cases. 

•Mr.  Graham.  Yes;  but  so  is  the  highway  paralleled. 

Senator  McLean.  The  Government  regulates  its  income  and  also 
the  wages  to  be  paid. 

Mr.  uRAHAM.  To  its  great  advantage.  Senator;  to  the  great  advan- 
tage of  the  railroad  temporarily  in  the  matter  of  dividends.  Under 
Government  operation  dividends  were  paid  through  cash  grants. 

Senator  McLean.  Do  you  think  so  ?  Would  you  like  to  have  a  law 
passed  regulating  charges  for  the  use  of  motor  trucks  ? 
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Mr.  Graham.  We  are  already  very  considerably  regulated,as  I  am 
quite  sure  you  will  be  preparea  to  concede  if  I  am  permitted  to  ana- 
lyze our  several  different  Kinds  of  taxation. 

Senator  Watson.  Is  it  not  true  that  you  use  public  highways 
built  at  public  expense  without  paying  any  sort  of  tribute  or  revenue 
whatever  ? 

Mr.  Graham.  No;  it  is  not  true,  Senator. 

Senator  Simmons.  Could  you  use  your  truck  as  a  medium  of  trans- 
portation, or  your  automobile,  except  by  the  use  of  the  roads  built 
oy  the  States,  counties,  and  Federal  Government  ? 

Mr.  Graham.  We  could  not;  but  between  that  question  and  the 
question  of  Senator  Watson,  that  we  pay  nothing,  there  is  very  wide 
gulf.     We  pay  very  considerable  charges. 

Senator  Simmons.  Is  there  anything  that  the  Government  gets  ? 

Mr.  Graham.  You  got  a  hundred  and  forty-nine  millions  from  us 
in  car,  truck,  and  parts  taxes. 

Senator  Simmons.  Those  are  the  kinds  of  taxes  that  you  are  talking 
about  and  which  you  want  to  get  removed. 

Mr.  Graham.  Yes,  sir;  that  is  the  stigma  tax. 

Also,  in  that  same  connection,  when  we  are  discussing  consideration 
shown  to  the  several  transportation  mediums,  I  have  not  heard  that 
any  steamship  company  is  compelled  to  dig  its  own  harbors  or  clear 
its  own  channels  or  that  an  inland  steamship  company  is  compelled 
to  build  its  own  waterways.  They  are  costs  borne  by  the  country 
as  part  of  the  necessary  stimulation  and  development  of  transporta- 
tion for  the  common  ffood. 

Senator  McLean.  It  does  not  cost  very  much  to  keep  the  ocean 
in  repair,  does  it  1 

Mr.  Graham.  Harbors,  channels,  lighthouses,  coast  survey,  and 
coast  patrol  are  all  expensive.  I  should  like  to  develop  the  rest  of 
my  thought. 

Senator  McCumber.  You  might  add,  Mr.  Witness,  that  you  pay 
a  part  of  the  upkeep  on  the  roads  in  your  State  taxation. 

Mr.  Graham.  We  do  more  than  that. 

Senator  McCaMBER.  And  the  people  to  whom  you  sell  your 
autos  also  pay  a  very  large  sum  toward  keeping  up  those  same 
highways. 

Mr.  Graham.  Senator,  I  was  about  to  say,  and  you  have  taken 
from  me  one  of  my  answers,  that  we  actually  pay  enough  for  the 
entire  maintenance  of  all  the  roads  for  the  use  of  all  vehicles.  We 
pay  what  virtually  represents  the  maintenance  funds  of  the  States. 
Taxes  levied  in  the  form  of  registration  and  license  charges  amoimt 
to  $107,000,000  a  year.  That  suna,  the  highway  commissioner  has 
said,  is  enough  to  keep  the  roads  in  repair.  Tnat  does  not  mean 
new  construction;  it  aoes  not  even  mean  radical  reconstruction; 
it  means  normal  repair  of  normal  wear  and  tear. 

Senator  Jones,   i  ou  do  not  pay  that,  do  you  ? 

Mr.  Graham.  No,  sir;  no  more  than  any  industry  pays  anything. 
It  all  goes  back  to  the  taxpayer. 

Senator  McCumber.  If  I  buy  one  of  your  machines  and  drive  it 
over  into  Maryland  I  pay  ten  times  as  much  for  that  privilege  of 
running  it  into  that  State  as  the  wear  of  the  roads  in  tne  Stjate  of 
Maryland  would  amount  to. 
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Mr.  Graham.  I  believe  that  to  be  true. 

I  would  like  to  ask  that  I  might  be  permitted,  in  order  that  we  do 
not  stray  too  much  into  questions  of  definite  levies,  to  analyze  in  a 
word  or  two  the  relationship  of  transportation  to  the  whole  public 
good  and  to  find  a  place  for  that  instrument  of  transportation. 

It  took  a  hundred  years  after  the  coming  of  the  nrst  steamship 
and  the  invention  of  the  steam  engine  by  Stephenson  in  the  first 
two  decades  of  the  nineteenth  century  to  get  a  medium  of  trans- 

Eortation  worthy  to  take  a  place  with  those  two.  This  medium  never 
as  been  regarded  as  an  infant  industry.  It  never  had  any  fostering 
care;  and  yet,  gentlemen,  it  has  reacned  extraordinarv  proportions. 
If  I  could  write  into  the  records,  Mr.  Chairman,  a  few  brief  figures,  I 
think  they  would  give  information  as  to  the  importance  of  this  par- 
ticular medium  of  transportation  in  the  transportation  fabric. 

I  would  like  to  say,  nrst,  that  we  have  not  any  quarrel  with  any 
kind  of  transportation.  We  think  that  the  interests  of  all,  whether 
they  are  railroads  or  inland  waterways  or  electric  trolleys  or  horse- 
drawn  vehicles  or  motor  vehicles,  are  common  and  not  opposed. 
We  think  each  has  several  very  definitely  ascertained  functions. 

We  do  not  think  that  we  can  compete  with  the  railroads,  for 
instance,  on  long-distance  haulage.  We  do  not  think  w6  could 
compete  with  the  trolley  in  urban  traffic.  We  do  think  that  we 
have  a  strong  and  important  supplemental  place  to  both,  and  that 
we  have  that  place  proved  by  figures. 

Commodity  moves  in  the  "United  States  over  four  main  channels — 
15,000  miles  of  inland  waterways,  18,000  miles  of  interurban  trolleys, 
259,000  miles  of  steam  railroads,  and  2,753,000  miles  of  highways, 
which,  to  a  large  extent,  means  motor-vehicle  transportation. 

The  haulage  figures  show  that  the  interurban  trolley  carries  an 
average  of  4,000,000  tons  every  year;  that  over  the  Great  Lakes 
and  the  Mississippi  River,  go  90,000,000  tons;  by  rail  in  a  normal 
year  2,504,000,000  tons,  and  by  motor  truck — a  figure  that  I  want 
to  say  very  frankly  is  an  estimate,  definite  returns  not  being  ascer- 
tainable—1,200,000,000  tons. 

That  is  a  very  considerable  amoimt.  It  shows  a  very  considerable 
utility  to  the  public,  and  yet  we  fitnd  ourselves  taxed  and  classed 
along  with  industries  that  are  stated  to  be  not  utilitarian. 

I  would  like,  briefly,  to  tell  you  what  our  taxes  are.  We  have 
income  taxes.  State  and  national,  the  same  as  all  other  businesses; 
we  have  sales  taxes.     A  sales  tax  is  no  novelty  to  us 

Senator  Dillingham.  When  you  say  ^Sve,'^  to  whom  do  you  refer — 
the  manufacturers  or  the  men  who  are  conducting  the  traffic  ? 

Mr.  Graham.  I  am  referring  to  the  manufacturers,  because  I 
think  you  can  consider  us,  Senator,  as  purveyors  of  transportation; 
and  while  we  make  these  vehicles  they  are  transportation  mediums. 

We  have  sales  taxes,  a  tax  on  cars  and  a  tax  on  trucks.  In  addi- 
tion to  that  we  have  a  tax  on  repair  parts  which  is  a  permanent  lien 
on  the  life  of  the  vehicle,  and,  to  some  extent,  is  a  tax  on  the  mis- 
fortunes of  the  owner  of  that  vehicle. 

The  Chairman.  Everything  goes  to  the  consumer,  does  it  not  i 

Mr.  Graham.  Yes,  sir. 

The  Chairman.  You  do  not  suffer. 

Mr.  Graham.  We  do  suffer. 
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The  Chairman.  Does  Ford  suffer  ? 

Mr.  Graham.  Ford  suffers  to  some  extent.  His  customers  suffer. 
There  is  a  sales  resistance  in  increasing  the  price  of  the  product. 

May  I  complete  my  list  of  taxes,  Senator  ? 

The  Chairman.  Go  ahead. 

Mr.  Graham.  We  have,  in  addition  to  the  income  and  sales  taxes, 
a  registration  and  license  tax  in  the  States,  and  we  finally  have  a 
lumping  of  all  sorts  of  municipal  taxes,  wheel  taxes,  gasoline  taxes, 
and  then,  of  course,  personal  property  taxes  which  I  do  not  include 
because  that  is  common  to  other  factors.  I  do  not  find  when  I  read 
the  law  that  there  is  any  tax  on  other  transportation  units. 

Senator  Watson.  What  percentage  of  all  motor  vehicles  manu- 
factured are  devoted  to  busmess,  that  you  could  call  pure  and  simple 
business,  and  what  percentage  are  pleasure  vehicles  ? 

Mr.  Graham.  We  made  a  very  exhaustive  survey.  We  found 
that  90  per  cent  of  all  passenger-carrying  automobiles  as  distin- 
guished from  trucks  at  some  time  discnarge  a  business  function, 
that  60  per  cent  of  all  the  mileage  has  a  utility  angle.  We  paid 
«267.000,000  taxes— 8149,000,000,  what  I  call  stigma  taxes,  goes  to  the 
United  States  and  $107,000,000  to  the  States  and  $11,000,000  to  the 
mimicipalities. 

Senator  Simmons.  Let  me  ask  you  one  question  right  there. 
Would  that  tax  be  less  if  we  were  to  apply  it  to  the  articles  that  are 
transported  just  as  we  do  to  the  articles  that  are  transported  by  rail  ] 

Mr.  Graham.  There  is  already  such  a  tax. 

Senator  Simmons.  What  was  the  tonnage  you  gave  for  automobile 
transportation  ? 

Mr.  Graham.  One  billion  two  hundred  million  tons  per  year. 

Senator  Simmons.  Suppose  we  were  to  apply  the  transportation 
tax  put  on  the  railroads.     Would  that  be  lignter  or  heavier  ? 

Mr.  Graham.  There  is  abeady  such  a  tax.  We  already  pay  3  per 
cent  transportation  tax. 

Senator  Simmons.  On  all  articles  transported  by  truck? 

Mr.  Graham.  Public  haulage.  The  law  discriminates  between  the 
man  who  is  carrying  his  own  stuff  and  the  public  haulage  man. 

Senator  Watson.  I  do  not  understand  that.  You  do  not  mean 
that  there  is  a  Federal  tax  ? 

Mi*.  Graham.  Yes,  sir;  3  per  cent  on  professional  haulage  freight. 

Senator  Simmons.  A  regular  established  line,  you  mean  ? 

Mr.  Graham.  Yes,  sir. 

Senator  Watson.  For  instance,  the  rubber  people  carry  their 
products  from  Akron,  Ohio,  on  trucks  all  the  way  through. 

Mr.  Graham.  They  carry  from  their  own  yards  to  the  freight 
stations. 

Senator  Watson.  They  pay  no  tax? 

Mr.  Graham.  No,  sir. 

Senator  Watson.  In  other  words,  they  are  not  common  carriers? 

Mr.  Graham.  No,  sir;  exactly. 

Senator  Watson.  Nevertheless,  they  use  the  roads  for  that  pur- 
pose? 

Mr.  Graham.  Absolutely.  I  would  like  to  trace  where  this  t^x 
goes,  Senator.  You  think  that  is  a  luxury  tax.  That  is  what  makes 
it  attractive.  As  a  matter  of  fact,  6,000,000  out  of  the  9,000,000  of 
automobiles  and  motor  trucks  in  use  in  the  United  States  have  been 
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sold  into  homes  with  an  income  of  $4,000  a  year  or  less.  Six  millions 
of  nine  millions — two-thirds.  The  greatest  user  of  automobiles  is 
the  farmer.  He  is  our  prize  customer.  One  out  of  every  two 
farmers  in  the  country  has  a  car.  One  out  of  every  three  automo- 
biles in  the  United  States  is  owned  by  a  farmer. 

Senator  Jones.  They  do  no  use  Pierce- Arrows,  do  they  ? 

Mr.  Graham.  No,  sir.  That  is  a  very  small  percentage  of  the 
automobile  business.  Therefore  you  can  almost  say  that  I  am 
speaking  here  as  a  neutral.  I  should  say  that  out  of  2,000,000 
automooiles  that  are  sold  a  year  I  do  not  think  more  than  10,000 
would  carry  a  price  of  $5,000  and  above.  I  think  that  is  a  reasonable 
approximation. 

I  would  like  to  show  you  the  relationship  of  the  farmer  as  a  typical 
middle-class  man,  so  to  speak.  I  do  not  think  anybody  here  has 
any  brief  against  the  farmer.  I  do  not  think  there  is  any  prejudice 
or  any  desire  to  deal  unfairly  with  him.  We  all  know  that  he 
perhaps  gets  the  worst  of  it  most  of  the  time.  He  does  not  make 
much  money  and  he  has  a  hard  job.  He  lives  in  a  verv  narrow 
•environment.     Theodore  Roosevelt,  in  his  last  message,  ii  I  recall, 

{)ointed  out  the  necessity  of  relieving  the  monotony  of  the  farmer^s 
ife  in  order  to  keep  him  on  the  farm;  and  we  all  know  if  we  can 
not  keep  him  there  as  a  food  producer  there  is  not  much  left  for  the 
rest  of  us. 

The  four  things  that  have  done  the  most  to  ease  the  farmer's  life 
and  his  family's  life  have  been  his  automobile,  which  connects  him 
with  the  town,  lets  him  bring  in  his  supplies  and  market  his  produce; 
the  telephone  that  saves  him  from  isolation;  the  phonograph  that 
plays  in  his  parlor  in  the  evening;  and,  finally,  the  moving  pic- 
ture in  the  little  hamlet.  They  are  vital  and  almost  necessities 
to  him. 

Senator  Watson.  You  can  probably  prove  by  Mr.  Julius  Rosen- 
wald  that  the  parcel  post  has  added  to  nis  comfort. 

Mr.  Graham.  I  am  ready  to  take  an  amendment  at  any  time, 
Senator. 

Look  at  the  governmental  tax  on  his  repair  parts.  If  a  farmer 
breaks  an  axle,  it  is  bad  news  to  the  farmer  and  bad  news  to  his 
neighbors.  But  do  not  ever  think  for  a  minute  that  Uncle  Sam  is  a 
good  Samaritan.  He  gets  5  per  cent  tax  on  the  repair  cost  of  the 
new  axle. 

I  would  like  you  to  think,  also,  where  cars  go.  Seventy-two  per 
cent  go  into  towns  of  50,000  population  and  less;  52  per  cent  go  into 
towns  and  hamlets  and  villages  of  5,000  population  and  less. 

Senator  McLean.  Are  you  speaking  of  numbers,  now,  or  values  ? 

Mr.  Graham.  Numbers  of  cars.  Naturally  the  highest  price  cars 
are  more  or  less  segregated  in  the  cities.  Thirty  per  cent  go  into 
towns  of  1,000  and  less. 

The  whole  burden  of  what  I  have  said  rests  on  this.  We  do  not 
feel  that  this  record  of  utility  warrants  our  inclusion  in  any  special 
luxury  class,  and  we  feel  that  we  have  a  right  to  be  eliminatea  from 
that  class. 

I  have  two  or  three  exhibits  that  I  would  like  to  show  you,  and 
for  that  reason  I  do  not  want  to  go  any  further  unless  you  gentlemen 
have  some  questions  that  you  desire  to  ask  me. 

Senator  Simmons.  I  think  you  have  made  the  case  a  strong  one. 
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Mr.  Graham.  May  I  show  you  these  exhibits  ?  They  present  a 
few  figures  that  carry  some  very  good  information  in  very  easQy 
assimilated  form. 

The  first  is  a  quotation  of  what  I  have  already  given  you  from  the 
President's  message. 

The  next  is  an  analysis  of  the  figures  I  gave  you. 

Ninety-one  per  cent  of  the  road  traffic  in  Minnesota  is  motorized, 
showing  that  highwavs  virtually  mean  motor  vehicles. 

These  are  figures  showing  the  increase  in  automobile  registrations. 
West  Virginia  led  the  country.  Mississippi  was  second.  Indiana  led 
the  States  in  motorized  express  routes. 

The  next  exhibit  shows  live-stock  figures.  Five  million  head  were 
shipped  by  truck  in  1920. 

The  next  shows  the  relationship  of  the  car  to  suburban  develop- 
ment, connecting  up  the  outlj^ing  sections. 

The  next  is  tne  relationship  of  rural  schools  to  the  automobile 
industry. 

The  next  is  a  summary  of  those  tax  figures. 

Senator  Watson.  What  taxes  do  you  think  the  automobile  industry 
ought  to  pay  ? 

Mr.  Graham.  I  believe  in  the  sales  tax  as  a  sound  principle  if 
placed  on  all  industries. 

Senator  Watson.  You  are  not  objecting  to  the  sales  tax  on  auto- 
mobiles ? 

Mr.  Graham.  No,  sir.  We  are  objecting  to  having  it  placed 
specifically  on  ours  and  a  few  other  businesses. 

Senator  McLean.  You  want  it  extended  to  other  industries  ? 

Mr.  Graham.  That  seems  to  me  very  equitable  and  fair. 

Exhibits. 

President  Harding  savs: 

"The  motor  car  has  Tbecome  an  indispensable  instrument  in  our  political,  social, 
and  industrial  life." — I^>om  President  Harding's  message  to  Congress,  April  12,  1921. 

Where  cars  are — ^Farmers  are  largest  buyers  of  automobiles:  33  per  cent  in  towns  of 
1,000  or  under;  22  per  cent  in  towns  of  1,000  to  5,000;  20  per  cent  in  towns  of  5,000 
to  50,000;  16  per  cent  in  towns  of  50,000  to  500,000:  9  per  cent  in  cities  of  500.000  or 
more  — (V)mr'ilrd  bv  United  Stiitep  Tire  Co.  from  official  State  registration  figijre«» 

Ninety -one  per  cent  of  rural  traffic  in  Minnesota  is  motorized — "70,059  out  of  76.999 
vehicles  passing  181  checking  points  during  a  7-day  period  were  motor  care  and 
trucks." — From  report  of  Minnesota  State  Highway  Commission. 

West  Virginia  gained  61  per  cent  in  automobile  re^tration  in  1920.  MiwrifiRippi 
had  second  lai:gest  increase — ^52  per  cent. — From  registration  figures  United  States 
Bureau  of  Public  Roads. 

Indiana  leads  all  States  in  motorized  express  routes— 607  lines. — From  survey  by 
National  Automobile  Chamber  of  Commerce. 

Motor  truck  haulage  of  live  stock :  Five  million  head  of  live  stock  shipped  by  trucks 
in  1920;  5,445  hogs  enter  Indianapolis  stockyard  in  one  day. — ^From  Unitea  States 
Department  of  Agirculture. 

Cars  aid  in  suburban  development;  154,700  cars  and  trucks  enter  and  leave  New 
York  City  daily;  78  per  cent  of  vehicular  traffic  in  New  York  City  is  motorized. — 
Figures  from  New  York  and  New  Jersey  Interstate  Bridge  Conunission  and  New  York 
City  Department  of  Plants  and  Structures. 

RURAL  SCHOOLS   USE   18,000  AUTOMOBILE8. 

Number  of  rural  consolidated  schools 12, 000 

Per  cent  school  ^■ehicular  traffic  motorized 50 

Total  motor  vehicles  in  school  use -    18, 000 

One-room  schools  not  yet  consolidated 194, 000 

Figures  from  United  States  Bureau  of  Education  and  State  superintendents  of 
eilucation. 
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Canada  has  repealed  excise  tax  on  automobiles.  Discriminatory  levies  on  special 
commodities  removed  December  20,  1920. 

Special  and  discriminatory  taxes  of  §267,000,000  paid  in  public  treasuries  by  motor 
vehicles  in  1920: 

Federal $149,000,000 

State  (not  including  $50,000,000  personal  property  taxes) 107, 000, 000 

Municipal 11,000.000 

Total 267,000,000 

BRIEF    OF  GEOAOE   X.   GBAHAM,    REPBESSNTINO    THE    NATIONAL  AT7T0M0BILE 

OHAXBEB  OF  COMMEBCE. 

Tax  Problems  as  Specifically  Related  to  the  Automobile  Industry. 

Much  of  the  preceding  testimony  has  concerned  itself  with  a  general  fiscal  policy. 
I  shall  limit  my  presentation  specincally  to  the  effects  of  such  policy  on  the  automobile 
industry.  The  great  volume  of  revenue  drawn  from  us  is  our  warrant  for  asking  this 
committee's  consideration. 

The  Secretary  of  the  Treasury  in  his  letter  to  this  committee  elected  to  apply  the 
term  "nuisance"  taxes  to  taxes  on  soda  fountain  returns,  the  results  in  revenue  of 
which  were  disproportionate  to  the  amount  of  effort  and  expense  involved  in  collection. 

Similarly  I  have  made  bold  to  designate  by  the  term  "stigma"  taxes  that  form  of 
levy  whicn  singles  out  certain  industries  for  discriminatory  taxes. 

Stigma"  taxes  had  their  origin  in  such  regulatory  taxes  as  were  levied  on  liquor, 
narcotics,  dirks,  and  dangerous  weapons.  It  was  not  the  purpose  of  such  taxes  to 
encourage  the  use  of  such  products.  It  was  rather  the  purpose  of  the  tax  to  regulate 
or  even  to  suppress  such  use,  the  articles  in  question  being  deemed  not  necessary  to 
the  public  weal  if  not  definitely  harmful  to  it. 

There  haa  never  been  a  serious  dispute  of  the  msdom  of  such  taxes.  During  the 
war,  under  the  necessity  of  enormously  increased  revenues,  the  brand  of  undesirable 
was  further  placed  on  srime  20  industries  whose  worth  under  normal  conditions  would 
never  have  been  queptinnod. 

The  term  "nonessential"  came  into  application  with  most  baneful  effect. 

It  naay  interest  the  gentlemen  of  this  committee  to  know  th»t  the  term  originated 
at  a  time  when  all  other  interests  were  being  subordinated  to  the  war  program. 
Preference  in  the  matter  of  materials,  transportation,  labor,  and  favoring  taxes  was 
naturally  given  to  those  industries  most  essential  to  war  activities.  The  "lesser" 
essentials  were  compelled  to  submit  themselves  to  a  considerable  discrimination. 
This  was  not  at  the  time  resented,  although  the  imputation  of  nonessentiality  did 
carry  with  it  an  implied  criticism. 

With  the  ending  of  the  war  it  was  a  reasonable  expectation  that  such  discriminatory 
taxes  would  pass  and  that  the  stigma  would  be  lifted. 

A  fundamental  of  our  presentation  is  that,  as  a  matter  of  equality;  the  classification 
of  "stigma"  taxes  should  be  eliminated.  We  refer  not  only  to  such  excise  taxes  as 
against  ourselves,  but  to  all  such  taxes  except  those  that  are  directly  aimed  at  the 
regulation  or  suppression  of  products  harmful  to  the  public. 

We  quite  appreciate  the  great  responsibility  of  asking  the  Government  at  its 
present  time  of  financial  stress,  with  war  obligations  still  pressing,  to  relinquish  the 
1900,000,000  involved  in  present  sales  taxes.  We  make  this  recommendation  with 
the  full  knowledge  that  it  must  be  coupled  with  suggestions  as  to  a  means  of  raising 
this  great  sum  by  some  other  form  of  impost. 

We  can  not  feel  that  the  motor  car  and  the  motor  truck  can  be  fittingly  rated  in 
any  classification  whose  value  to  the  public  is  questioned. 

During  the  discussion  of  the  two  previous  revenue  bills,  the  opinion  wa«?  openly 
exprespcd  that  if  the  increased  taxation  on  passenger  cars  should  curtail  their  ubq  it 
would  be  an  excellent  thing. 

Many  gentlemen  may  have  felt  this  with  great  sincerity  during  the  war  period; 
that  the>'  continue  to  think  so  now  I  should  seriouply  doubt. 

If  the  passenger  car  and  motor  truck  are  luxuries  we  must  expect  to  be  rated  among 
the  most  heavily  taxed  industries.    We  have  no  standing  here. 

"motor  car  indispensable,"    says   PRE.SIDENT. 

But  if  they  are  luxuries,  then  the  President  of  the  United  States  is  wrong,  for  he 
has  placed  the  stamp  of  essentiality  on  cars  and  trucks.  In  his  first  message  to  Con- 
gress he  made  the  very  definite  statement,  "The  motor  car  has  become  an  indispen- 
sable instrument  in  our  political,  social,  and  industrial  life." 
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In  excessively  taxing  motor  cars  and  motor  trucks  a  tax  is  placed  not  on  luxury  bat 
on  transportation. 

That  such  taxation  is  undesirable  is  freely  conceded. 

Secretary  Mellon  in  his  letter  to  your  committee  frankly  pointed  out  that  while  he 
deemed  transportation  taxes  necessary  he  considered  them  highly  objectionable. 
Many  witneases  testifyinjj  before  this  body  have  recommended  as  an  aid  to  the  res- 
toration of  business  the  elimination  of  transportation  taxes. 

Probably  no  member  of  this  committee  could  be  persuaded  as  to  the  justice  of 
restrictive' taxes  on  food.  fuel,  and  raw  material.  Therefore,  we  beg  to  point  out  the 
ec^onomic  error  of  placing  heavy  taxe-*  upon  transportation,  upon  which  all  three 
must  depend. 

We  should  be  considered  not  as  manufacturers  of  automobiles  or  of  motor  trucks 
but  as  purveyors  of  transportation.  If  transportation  can  be  classified  as  a  luxury, 
if  there  is  anything  illegitimate  in  transporting  persons  or  commodity,  then  it  is 
legitimate  to  pile  on  taxes  to  any  degree. 

It  is  a  fundamental  asserted  by  every  great  economist  that,  excepting  only  printing, 
nothing  has  meant  so  much  to  the  progress  of  the  world  as  the  creation  of  new  trans- 
portation facilities. 

Within  the  lirst  two  decades  of  the  nineteenth  century  Fulton  launched  the  Cler- 
mont,  and  Stephenson  gave  the  world  the  locomotive. 

It  has  taken  a  century  to  develop  a  kind  of  transportation  worthy  to  take  a  place 
with  them. 

We  do  not  ask  special  consideration  for  the  particular  kind  of  transportation  that  we 
here  represent. 

There  are  live  main  kinds  of  transportation:  Steam  railway,  electric  trolley,  inland 
waterway,  motor  vehicles,  and  horse-drawn  vehicles.  We  believe  that  their  interests 
are  common,  not  opposed;  and  that  the  best  interest  of  the  Nation  involves  allotting 
to  each  medium  the  type  of  haulage  it  can  best  perform.  We  believe  that  all  should 
have  equal  opportunities,  that  all  should  stand  equal  before  the  law. 

Actually  we  are  the  younger  brother  in  this  peat  family  of  transportation,  and  yet 
we  have  never  needed  nor  asked  for  the  fostering  aid  that  goes  to  infant  industries. 

Without  any  help  we  have,  solely  through  our  potentialities  of  service,  taken  a  most 
commanding  place  in  the  transportation  fabric  of  the  United  States. 

This  statement  applies  equally  to  haulage  of  commodity  and  of  persons. 

PLACE   OP  TRUCK   IN  TRANSPORTATION. 

A  few  figures  may  demonstrate  our  place  to  you  gentlemen. 

Commodity  moves  in  the  United  States  over  four  main  channels:  15,000  miles  of 
inland  waterways,  18,000  miles  of  interurban  electric  trolley  ways,  259,000  miles  of 
steam  railways,  and  2,753,000  miles  of  hi2:hways.  Yearly  figures  show  4,000,000 
tons  for  the  interurban  trolleys,  90,000,000  tons  on  the  Great  Lakes  and  the  Mississippi, 
2,504,000,000  tons  by  steam  railways,  1,200,000,000  tons  by^  motor  truck. 

A  fij;ure,  frankly  an  estimate  and  based  on  passenger  cars  in  use,  shows  that  we  move 
yearly  by  automobile,  4,900,000,000  persons,  as  against  1,066,000,000  by  steam  railway, 
and  11,202,000,000  i)ay  passengers  and  3,204,000,000  transfer  passengers  by  urban 
trolley. 

'1  hese  figures  would  seem  to  me  to  establish  our  essentiality.  They  would  seem  to 
entitle  us  to  a  protection  against  "stigma"  taxes.  Yet,  gentlemen,  although  we  are 
already  the  most  heavily  taxed  of  industries  it  is  suggested  by  the  Secretary  of  the 
Treasury  that  there  might  be  imposed  a  I'ederal  horsepower  tax  on  motor  vehicles 

At  the  present  time  we  are  exposed  equally  to  I'ederal,  State,  and  municipal 
exactions.  Every  State,  through  control  of  its  highways,  can  force  the  motorist  and 
truck  operator  to  pay  whatever  proportion  of  its  total  taxes  may  be  desired,  regardless 
of  equity. 

We  concede  the  necessity  of  revenue.  State  and  National,  but  urge  that  our  burden 
should  not  be  out  of  proportion  to  that  of  other  forms  of  transportation. 

At  present  we  are  the  most  taxed  of  industries.  We  now  have  five  main  levies  as 
follows: 

1.  National  and  State  incon^e  tax,  common  to  all  industries. 

2.  Sales  taxes,  limited  to  ourselves  and  a  few  other  industries. 

3.  Taxes  on  repair  parts,  a  permanent  charge  on  the  life  of  all  vehicles,  a  tax  specific 
to  our  industry. 

4.  State  license  and  registration  fees,  a  vfrtual  monopoly  to  us. 

5.  Scattering  municipal,  gasoline,  wheel,  tire,  and  personal-property  taxes. 
There  are  no  Federal  sales  taxes  on  otlier  unit^  of  transportation,  as,  for  example 

steamships,  locomotives,  trolley  cars,  and  horse-drawn  vehicles. 
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If  the  suggestion  made  by  Secretary  Mellon  should  prevail,  we  should  then  be 
called  upon  to  pay  six  types  of  taxes.  We  earnestly  urge  that  this  course  would  in- 
volve not  only  a  further  discrimination  but  an  added  tax  on  transportation. 

Far  from  believing  that  further  taxes  are  warranted  <  we  contend  that  we  should 
be  relieved  of  present  sales  taxes  on  cars,  trucks,  and  repair  parts. 

It  is  sometimes  said  that  steam  railroads  and  trolley  companies  must  buy  right  of 
way  and  lay  tracks,  while  motor  vehicles  operate  over  the  public  highway,  but  it 
ishould  be  remembered  that  in  consideration  of  such  investments  both  steam  railroads 
and  electric  trolleys  acquire  monopolies,  whereas  the  motor  vehicles  share  the  high- 
ways with  all  transportation. 

9267,000,000  IN  SPECIAL  TAXES. 

At  a  time  when  the  whole  problem  of  sales  taxes  is  under  discussion  the  fact  is 
overlooked  that  we  are  already  bearing  a  sales  tax  higher  in  percentage  than  any 
«ales  tax  contemplated  in  any  of  the  suggestions  offered. 

This  Federal  sales  tax  amounts  to  5  per  cent  on  passenger  cars,  3  per  cent  on  trucks, 
and  5  per  cent  for  repair  parts  for  both. 

The  total  in  Federal  taxes  raised  for  the  current  year  amounted  to  $149,000,000. 
In  addition  there  were  State  taxes  of  $107,000,000  and  municipal  taxes  of  $11,000,000, 
making  a  total  of  $267,000,000.  Apologists  for  this  tax  may  argue  that  it  is  a  tax  on 
wealth.  There  are  ample  facts  to  disprove  this  contention,  facts  which  I  think  you 
gentlemen  will  welcome. 

Thirty- three  and  one- third  per  cent  of  all  the  automobiles  now  in  use  in  the  United 
States  have  been  purchased  by  farmers.  The  farmer  is  not  a  man  of  wealth,  nor 
does  he  buy  a  hign-priced  car.  There  is  a  car  in  use  on  one  of  every  two  of  the 
6,300,000  farms  in  the  United  States. 

Let  us  hope  that  no  one  is  inclined  to  discount  the  claims  of  the  farmer.  His 
willingness  to  stay  and  produce  on  the  farm  is  a  basic  necessity  of  the  future  happi- 
ness— almost  the  existence — of  our  country.  He  is  a  hard  worker,  his  accumulation 
is  never  considerable,  and  we  should  facilitate  all  that  adds  to  his  happiness  and 
helps  to  relieve  the  monotony  of  his  environment. 

I  think  you  will  agree  with  me  that  the  automobile,  the  telephone,  the  phonograph, 
■and  the  moving  picture  have  done  much  to  give  him  and  his  family  a  wider  range, 
3'^et  it  is  entirely  overlooked  that  all  four  of  these  additions  to  his  pleasure  and  con- 
venience are  heavily  taxed. 

UNCLE   SAM   GAINS   BY  FARMER'S   MISFORTUNE 

The  misfortune  of  the  farmer  in  breaking  an  automobile  axle  may  cause  the  r^et 
of  his  family  and  his  friends,  but  the  United  States  Government  is  no  good  Samaritan. 
The  revenue  department  gains  by  the  accident,  since  it  collects  a  5  per  cent  tax  on 
the  new  axle. 

Of  the  9,000,000  automobiles  in  the  United  States  6,000,000  are  purchased  into 
homes  whose  total  income  is  $4,000  per  year  or  less. 

It  is  a  fallacy  to  refer  to  the  passenger  automobile  as  a  pleasure  car.  It  is  actually 
a  medium  of  individual  transportation.  A  careful  survey  shows  that  90  per  cent  of 
all  passenger  cars  are  at  some  time  used  for  business  purposes,  and  that  60  per  cent 
of  the  passenger  car  mileage  is  utilitarian. 

Time  permits  only  a  hasty  glance  at  varied  public  service  now  rendered  by  the 
motor  truck.  It  aids  in  the  distribution  of  food,  fuel,  raw  material,  and  manufactured 
articles. 

In  the  United  States  26,000,000  food  producers  are  trying  to  feed  themselves, 
79,000,000  additional  American  citizens,  and  many  Europeans.  It  is  an  enormous 
task.    It  has  been  made  harder  by  waste  from  inadequate  distribution. 

Over  American  highways  passes  a  volume  and  value  of  food  products  of  astounding 
dimensions. 

Agricultural  crops,  dairy  products,  poultry,  produce,  and  domestic  animal  produc- 
tion reached  in  1918  an  aggregate  of  more  than  $21,000,000,OCO.  There  were 
5,638,000,000  bushels  of  cereal:  11,818,000  bales  of  cotton;  309,109.000  bushels  of 
potatoes:  197,360,000  bushels  of  apples;  6,549,000  tons  of  sugar  beeta:  10,500,0C0,CC0 
pounds  of  pork:  589,000,000  head  of  poultry;  1,921,000,000  dozens  of  eggs;  and 
8,429,000,000  gallons  of  milk. 

United  States  Senator  Arthur  Capper,  of  Kansas,  points  out  that  the  motor  truck 
is  essential  to  the  development  of  the  agricultural  interests  of  America,  and  shows 
$70,000,000,000  to  be  invested  in  farms — a  sum  equal  to  the  total  of  any  three  other 
industries  that  might  be  named. 
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STTMULATINO  POOD  PRODUCTION. 

Adequate  transportation  helps  food  production  by  exerting  these  four  principal 
influences: 

1.  Gives  wider  producing  area. 

2.  Definitely  lowers  cost  of  foodstuff  without  detriment  to  farmer  by  saving  much 
excess  transportation  cost. 

3.  Shortens  time  of  transit  to  market,  thereby  increasing  the  farmer's  producing^ 
hours  on  the  farm. 

4.  Assures  the  promi)t  arrival  of  perishable  items  at  the  door  of  the  consumer  when 
they  are  in  best  condition  and  conunand  the  highest  prices. 

Trucks  are  being  applied  to  food  distribution  in  varied  ways.  The  farmer  hauk  for 
himself  and  his  neighbors.  Local  transfer  companies  are  entering  the  field,  but  the 
biggest  de\'eloT)ment  is  in  the  organization  of  what  have  come  to  be  known  as  rural 
motor  express  lines. 

There  are  now  known  to  be  3,000  regularly  established  rural  motor  express  lines  in 
operation,  and  some  of  them  involve  a  considerable  investment. 

UNWISE  TRUCK  LBQISLATIOX   HARVIFUL  TO   PUBLIC  INTEREST. 

Many  legislators  have  voted  for  legislation  inimical  to  the  motor  truck  from  a  feeling 
that  they  thus  served  the  interests  of  the  farmer.  No  error  could  be  greater.  The 
motor  truck  offers  a  haulage  economy.  It  performs  its  function  more  cheaply  than  the 
horse-drawn  vehicle. 

In  reality  the  haulage  of  farm  produce  b^^  motor  trucks  is  cheaper  than  haulage  by 
team. 

This  statement  has  the  support  of  the  Department  of  Agriculture.  The  1918  figures 
of  the  Biireau  of  Crop  Estimates  show  the  cost  of  hauling  in  wagons  per  ton-mile  as 
compared  with  motor-truck  haulage  to  be  as  follows: 
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Motor-truck  hauls  from  farm  to  shipping  point  averaged  11.5  miles,  while  wagon 
hauls  averaged  9  miles.  Motor  trucks  made  3.4  round  trips  per  day,  while  wagons 
made  1.2  round  trips. 

Some  extraordinary  economies  have  been  achieved,  i Milwaukee  gets  its  milk  by 
trucks,  over  concrete  roads,  at  a  freight  saving  of  $0.02  per  quart,  which  means  a 
saving  of  $1,000,000  yearly  to  the  people  of  that  city. 

Trucks  haul  the  >Jaryland  peach  crop  to  the  packing  plant  where  this  product  is 
loaded  into  waiting  refrigerator  cars.  They  thus  act  as  a  profitable  feeder  to  the  rail- 
road spur  on  which  the  packing  plant  is  located. 

The  movement  is  also  spreading  rapidly  to  live  stock  shipment. 

In  1919  there  were  received  in  Indianapolis  by  motor  truck  from  near-by  points 
more  hogs  than  arrived  by  rail.  For  the  year  more  than  711,000  hogs,  48.000  cattle, 
63,000  calves,  and  59,000  sheep  arrived  by  gasoline  truck  in  far  better  physical  condi- 
tion and  at  a  material  saving  over  railway  freight  cost. 

Not  only  is  food  production  stimulated  by  highway  transportation  from  the  farms, 
but  mention  should  properly  be  made  of  the  help  rendered  by  motor  trucks  to  plants 
which  mill,  preserve,  produce,  re'iiie,  refrigerate,  retail,  and  store  various  food  prod- 
ucts. These  are  vitally  related  to  the  great  general  scheme  of  production  and  distri- 
bution. 

AID  IN  FUEL  TRANSPORTATION. 

Motor  trucks  facilities  are  equally  valuable  as  applied  to  the  transportation  of  fuels. 

It  is  true  tHat  the  distance  transportation  of  coal  and  oil  is  essentially  a  railroad 
function  in  specially  built  cars,  but  in  many  stages  of  fuel  distribution  the  highways 
plays  a  most  important  part. 

The  great  oil-refining  companies  are  without  exception  very  considerable  usere  ol 
motor  trucks. 

When  the  oil  operator  strikes  a  gusher  he  must  speedily  get  his  equipment  placed  or 
suffer  loss.  He  buys  motor  tnicks,  and,  if  need  be,  depreciates  them  at  100  per  cent 
on  the  particular  job,  being  well  able  to  do  this  if  he  can  save  time. 
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Many  coal  mines  in  this  country  have  no  railroad  sidings.  Coal  and  mine  supplies 
must  be  moved  by  vehicle,  and  in  many  cases  the  motor  truck  has  been  adopted. 
Retail  coal  distribution  is  very  largely  a  motor-truck  function,  and  it  is  thus  possible 
to  serve  many  manufacturing  plants  not  directly  located  on  railroad  spurs. 

TRANSPOBTS  ALL  KINDS  OF  RAW  MATERIALS. 

Motor  trucks  are  being  applied  in  the  transport  of  all  kinds  of  raw  material.  They 
are  used  in  mining  copper,  graphite,  gold,  lead,  manganese,  mercury,  phosphate , 
salt,  silver,  sulphur,  and  zinc. 

Building  materials  such  as  gravel,  leather,  lumber,  cement,  and  sand  are  all  very 
largely  handled  and  distributed  by  trucks.  Immense  lumber  sections  in  the  North- 
west, which  otherwise  could  not  be  tapped,  are  being  reached  by  trucks. 

Opportunities  frequently  arise  in  the  cotton  industry  for  using  trucks  to  transmit 
the  raw  material  from  the  fields  to  the  gins,  from  the  gms  to  the  trains,  and  the  bales 
from  the  railroads  to  mills. 

The  whole  record  of  production  of  war  suppUes  is  filled  with  instances  where  trucks 
brought  in  raw  material  and  kept  going  plants-that  otherwise  would  have  idled. 

But  it  is  especially  in  its  relation  to  manufactured  articles  that  the  motor  truck 

i'ustifies  itself  as  an  adjunct  to  production.  It  discharges  many  functions.  Its  service 
»egins  when  a  building  from  which  will  issue  production  is  being  erected.  It  hauls 
away  the  dirt  from  the  excavations,  brings  in  materials  for  construction,  delivers  the 
raw  material,  and  finally  completes  its  record  by  carrjdng  finished  articles  to  the  point 
of  delivery. 

The  great  volume  of  our  output  does  not  go  to  the  big  cities.  Seventy-two  per  cent 
of  all  automobiles  are  sold  into  towns  of  a  population  of  50,000  and  under;  more  than 
half,  or  52  per  cent,  go  to  towns  of  5,000  and  under;  33  per  cent  go  to  towns  and  hamlets 
of  1,000  and  under.  Therefore  a  tax  on  motor  cars  or  motor  trucks  is  not  a  tax  on 
luxury.  It  is  a  tax  on  transportation  and  a  tax  on  the  incomes  and  limited  finances 
of  the  comparatively  poor. 

It  is  right  to  reach  the  profits  of  the  automobile  manufacturer  through  the  same 
taxes  that  apply  to  other  kinds  of  business. 

We  now  accept  without  complaint  State  automobile  taxes  sufficient  to  keep  all  roads 
in  repair.  Thus  we  pay  not  only  for  the  damage  we  inflict  but  for  the  wear  and  tear 
of  all  vehicles.    Further  we  should  not  be  called  upon  to  go. 

We  cheerfully  welcome  our  share  of  tax  burdens,  but  we  ask  that  we  be  rated  with 
other  industries,  and  that  we  be  not  placed  in  a  branded  classification  and  made  to 
bear  a  kind  of  special  and  discriminatory  taxes  from  which  other  less  essential  busi- 
nesses are  exempted. 

STATEMENT  OF  H.  B.  HABPEB,  OF  PHILADELPHIA,  PA.,  BEPBE- 
SENTING  THE  NATIONAL  AUTOMOBILE  DEALERS'  ASSOCIA- 
TION; HEADQUABTEKS,  ST.  LOUIS,  MO. 

The  Chairman.  Your  place  of  business  is  Forty-second  and 
Chestnut  Streets  in  Philadelphia  ? 

Mr.  Harper.  Yes,  sir. 

The  Chairman.  What  particular  automobile  do  you  represent, 
Mr.  Harper  ? 

Mr.  Harper.  I  sell  the  Willys-Kjiight  and  the  Overland,  made 
by  the  Willys-Overland  Co.,  of  Toledo. 

The  Chairman.  You  speak  officially  for  the  association  ? 

Mr.  Harper.  Yes,  sir. 

The  Chairman.  Are  you  an  officer  of  the  association  ? 

Mr.  Harper.  I  am  not. 

The  Chairman.  Will  j^ou  ejo  on  ?  The  committee  is  reasonably 
familiar,  bear  in  mind,  with  tlie  automobile  tax. 

Mr.  Walter  B.  Guy.  Mr.  Harper  is  chairman  of  the  taxation 
committee  of  the  National  Automobile  Dealers'  Association,  and 
speaks  with  the  authority  of  the  35,000  dealers  who  are  represented 
by  that  association.     He  is  a  former  president  of  the  association. 

The  Chairman.  What  is  your  full  name  ? 
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Mr.  Guy.  My  name  is  Walter  B.  Guy;  I  am  local  counsel  for  the 
association. 

Mr.  Harper.  Mr.  Chairman,  I  am  simply  the  spokesman  of  a 
committee.  We  are  all  of  us  in  the  automobile  business;  we  have 
'jome  here  at  our  own  expense,  from  our  own  cities  and  from  our  own 
businesses,  not  with  the  thought  that  we  are  going  to  tell  you  how 
to  tax  or  how  much  to  tax,  but  because  we  thought  we  Icnew  the 
automobile  business,  and  there  are  some  things  we  Know  that  might 
be  of  assistance  to  you. 

I  have  the  honor  to  be  accompanied  by  Mr.  A.  E.  Maltby,  Phila- 
delphia; Louis  Fox,  of  Baltimore,  Md.;  A.  J.  Shorey,  Boston,  Mass.; 
R.  C.  Frampton,  St.  Louis,  Mo.;  Charles  Midelburg,  Charleston, 
W.  Va. ;  C.  C.  Starkweather,  Detroit,  Mich. ;  and  R.  C.  Cook,  Chicago, 
111.  All  of  these  gentlemen  are  in  the  automobile  business,  and  are 
here  right  now  in  attendance  before  your  committee. 

You  have  been  addressed  hitherto  b}'  men  in  the  automobile 
business,  but  they  have  been  representing  the  manufacturers.  We 
are  the  merchants.  We  represent  only  the  soiling  end  of  this  busi- 
ness. There  are  33,893  motor  car  dealers  in  the  United  States; 
there  are  35,887  garages;  there  are  45,135  repair  shops,  or  a  total 
of  115,000  merchants  selling  the  products  oi  the  320  automobile 
factories. 

In  addition,  I  think  that  we  are  privileged  to  say  that  we  represent 
9,000,000  car  owners  and  40,000,000  riders,  because  the  tax  that 
affects  us  affects  them. 

In  our  annual  meeting  at  Chicago,  on  the  31st  of  January,  1921, 
the  National  Automobile  Dealers'  Association  passed  a  resolution 
favoring  the  sales  tax  and  authorizing  the  committee  to  make  applica- 
tion to  appear  before  your  committee  at  this  time. 

I  want  to  reiterate  that  we  are  merchants  and  not  manufacturers, 
and  to  say  that  any  figures  that  may  have  been  given  to  you  before 
applied  to  the  manufacturing  end  of  the  business  and  not  to  the 
selling  end. 

These  115,000  merchants  employ  750,000  employees;  they  had 
a  pay  roll  of  over  $1,200,000,000  for  the  year  1920,  and  their  invest- 
ment is,  as  near  as  we  can  check  it  up,  slightly  over  $1,000,000,000. 
In  Philadelphia  alone  the  automobile  dealers  have  an  investment  of 
$20,000,000. 

We  do  pay  taxes  and  we  expect  to  pay  taxes  and  we  believe  the 
principle  of  taxation  is  right  so  long  as  it  is  equal  taxation,  so  long 
as  all  interests  are  equitably  represented  in  the  tax  demands. 

We  pay,  in  addition,  special  taxes  which  are  demanded  of  no  other 
line  of  business,  and  it  is  largely  because  of  that  that  this  committee 
has  asked  the  privilege  of  addressing  you. 

We  are  here  to-day  specifically  to  protest  against  any  attempt  to 
increase  the  excise  taxes  upon  automobiles  as  was  recommended  in 
the  report  of  the  former  Secretary  of  the  Treasury,  Mr.  Houston,  to 
the  last  session  of  the  Sixty-sixth  Congress.  We  also  oppose  the 
levying  of  any  tax  upon  the  use  of  the  automobile,  and  likewise  we 
oppose  any  effort  to  tax  gasoline  used  in  motor  vehicles. 

We  believe  that  the  automobile  industry  as  a  whole  is  not  pro- 
testing  against  paying  its  fair  share  of  taxes;  we  know  the  autcmo« 
bile  dealers  are  not  so  protesting;  but  we  do  believe  that  the  auto- 
mobile industry  can  faurly  come  before  Congress  and  ask  for  relief 
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from  taxation  because  it  is  a  camo!.  nJready  approaching  the  stack 
from  which  the  last  straw  may  be  added.  The  automobile  now  pays 
more  special  taxes  than  any  other  industry.  Last  year  taxes  were 
collected  as  follows  from  the  industry: 

Federal  (excise)  taxes: 

Paseen^r  cars $83,  600, 094 

Motor  trucks 15, 160, 456 

Parts,  accessories,  tires 49, 960, 128 

Total 148,720,878 

State  taxes: 

Rogistration  and  licenses 102, 000, 000 

Personal  property 100,000,000 

Miscellaneous  State  taxes 5, 000,  GOO 

Total 207, 000, 000 

Municipal: 

Registration  and  licenses 1, 000, 000 

Miscellaneous 10,000,000 

Total n ,  000, 000 , 

Grand  total,  Federal,  State,  municipal 366,  720, 878 

While  we  may  be  met  with  the  statement  that  this  is  a  tax  paid 
by  the  consumer  and  not  by  the  automobile  industry,  we  respect- 
fully call  to  the  attention  of  this  committee  that  virtually  every 
witness  has  admitted  that  every  tax  collected  by  the  Government 
at  the  source  of  production  is  charged  against  the  commodity  at  its 
consumption,  and  we  feel,  therefore,  that  we  have  an  equal  right  to 
appear  to  safeg^uard  our  consumers  as  any  other  industry. 

Senator  McLean.  In  your  estimate  of  State  taxes  did  you  include 
taxes  paid  by  owners  ? 

Mr.  Harper.  The  licenses  were  paid  by  the  owners;  yes. 

Senator  McLean.  You  excluded  that  ? 

Mr.  Harper.  Oh,  yes.  This  is  in  addition  to  the  excess-profits  tax, 
income  tax,  or  individual  taxes. 

The  Chairman.  Have  you  made  any  attempt  to  figure  how  much 
State  and  Federal  money  goes  to  building  roads  ? 

Mr.  Harper.  How  much  for  State  and  Federal  roads  ? 

The  Chairman.  Yes;  chiefly  for  the  use  of  automobiles. 

Mr.  Harper.  It  is  very  difficult  to  say  how  much  will  go  chiefly  for 
the  automobile. 

The  Chairman.  It  does  go  chiefly.  You  very  seldom  see  a  horse 
and  cart  any  more. 

Mr.  Harper.  That  is  because  a  man  who  formerly  used  a  horse  and 
cart  goes  so  much  more  quickly  with  the  automobile  and  he  is  from 
choice  using  it. 

The  Chairman.  That  is  all  right. 

Mr.  Harper,  We  paid  $102,000,000  in  licenses.  The  total  upkeep 
of  the  improved  roads  of  America  rim  about  $84,000,000,  leaving  a 
balance  in  our  favor  of  $18,000,000,  if  all  the  licenses  went  to  road 
improvement  alone. 

The  Chairman.  That  is  for  maintenance? 

Mr.  Harper.  Yes. 

The  Chairman.  But  new  roads  are  being  built  every  year  to  the 
extent  of  great  mileage? 
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Mr.  Habpsb.  The  automobile  owner  pays  for  those  new  roads  in 
the  same  percentage  as  the  nonautomobile  owner  does.  He  is  a  tax- 
payer and  usually  is  a  large  taxpayer  because  he  can  afford  to  buy  a 
car. 

The  Chaibman.  He  could  not  afford  to  sell  automobiles  if  we  did 
not  have  roads  for  them  to  run  on.  I  am  not  controverting  your 
argument  nor  opposed  to  relieving  you  of  some  of  your  taxes.  1  am 
simply  curious  to  know  whether  the  other  side  had  been  taken  into 
consideration. 

Senator  McLean.  The  use  of  heavy  motor  trucks  has  necessitated 
the  reconstruction  of  a  great  many  roads. 

Mr.  Habpeb.  There  is  legislation  always  in  contemplation  for 
regulating  the  weight  of  motor  trucks. 

Senator  McLean.  That  necessitates  very  large  appropriations  in 
all  States  ? 

Mr.  Habpeb.  But  so  far  thefe  has  never  been  spent  on  the  improve- 
ment of  roads  as  much  money  as  has  been  collected  in  licenses  from 
the  automobUes  that  use  the  roads  and  without  assessing  other  users 
of  the  road  for  the  vehicle  that  travels  over  that  road. 
.  The  Chaibman.  Very  well.     Go  ahead  in  your  own  way. 

Mr.  Habpeb.  In  compliance  with  Senator  Penrose's  request,  I  am 
not  going  to  spend  a  lot  of  time  talking  to  you  about  the  essentiality 
of  the  automobile.  That  has  been  dinned  into  your  ears  time  an^ 
time  again,  and  I  believe  all  of  us  agree  that  the  automobile  is  an 
essential. 

Again,  we  as  dealers  sell  both  passenger  cars  and  trucks;  and  with- 
out the  passenger-car  dealer  the  truck  dealer  would  not  be  possible, 
because  the  truck  business  is  not  extensive  to  a  point  where  it  could 
afford  exclusive  truck  dealers;  neither  has  the  truck  manufacturer, 
until  very  recently,  been  able  to  exist  exclusivelv  on  trucks.  So  the 
passenger  car  has  made  possible  truck  and  aeroplane  development. 

I  might  be  pardoned  in  making  a  reference  to  the  fact  that  the 
motor-car  tax  is  not  a  tax  on  the  wealthy,  because  one  out  of  every 
three  automobiles  sold  are  bought  bv  farmers.  In  the  State  of 
Pennsylvania  81  per  cent  are  owned  l)y  farmers;  in  Utah,  78  per 
cent;  m  Connecticut,  89  per  cent;  in  Wisconsin,  63  per  cent:  and  so 
.on  down  the  Ime. 

The  Chaibman.  We  have  had  aU  that. 

Mr.  Habpeb.  And  two-thirds  of  the  doctors  in  the  United  States 
own  automobiles,  and  it  has  been  learned  through  a  questioimaire 
which  has  been  generally  distributed  that  doctors'  eflBlciency  had  been 
increased  107  per  cent. 

The  Chaibman.  I  know  their  bills  have.      [Laughter.] 

Mr.  Habpeb.  The  present  is  one  of  unprecedented  slu^ishness  in 
the  retailing  of  automobiles.  Now,  it  may  not  be  known  by  this 
committee,  out  the  retail  price  of  an  automobile  is  set,  theoretically 
at  least,  by  the  manufacturer  and  not  the  retailer.  The  present  5  per 
cent  tax  is  a  tax  based  on  the  manufacturer's  selling  price.  For 
example,  on  a  car  retailing  at,  say  $1,500,  the  average  manufacturer's 
discount  is  about  25  per  cent.  The  car,  therefore,  would  be  sold  by 
him  at  $1,125,  and  the  5  per  cent  excise  tax  would  amount  to  $56.25. 
The  manufacturer  passes  this  tax  along  to  the  dealer,  who  in  addition 
must  add  also  a  freight  and  handling  charge  to  the  manufacturer's 
list  price. 
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Theoretically  this  dealer  should  sell  this  automobile  for  the  manu- 
facturers  list  price,  $1,500,  plus  tax,  $56.25;  plus  freight  and  handling 
charge,  about  $80  per  car;  a  total  of  $1,636.25.  Practically  what  is 
happening  all  over  the  country  is  something  entirely  different. 
Himdreds  of  dealers,  in  order  to  stimulate  the  sales  that  have  fallen 
off  so  noticeably  in  the  last  six  or  eight  months,  are  absorbing  the 
tax  and  the  handling  charge  and  in  addition,  in  90  per  cent  of  all 
sales,  they  are  taking  in  a  used  car  for  considerably  more  than  its 
value  in  order  to  sell,  mainly  for  the  sake  of  keeping  their  organiza- 
tions moving  and  looking  forward  to  a  betterment  of  business  con- 
ditions. 

We  have  collected  statistics  from  dealers  over  all  the  country  and 
from  those  reports  W6  have  reached  the  conclusion  that  the  average 
automobile  dealer  nets  a  profit  of  between  3.5  per  cent  and  4.5  per 
cent  of  his  gross  sales.  We  feel  confident  that  an  analysis  of  income 
and  profits  tax  returns  would  bear  out  this  conclusion.  Hundreds  of 
failures  have  been  recorded  in  dealer  ranks  in  recent  months  and  it 
is  imdoubtedly  true  that  probably  not  20  per  cent  of  the  dealers  of 
the  country  have  been  in  business  five  years  or  more.  In  no  other 
American  mdustry,  we  feel  sure,  is  the  mortality  so  high  as  among 
automobile  retailers. 

We  feel  that  any  further  addition  in  taxes  upon  the  motor  vehicle 
in  a  large  manner  would  have  to  be  borne  by  the  dealers,  and  that 
the  sales  resistance  engendered  by  such  increase  would  seriously 
jeopardize  the  success,  progress,  and  prosperity  of  the  entire  industry. 

During  the  war  a  theory  of  taxatilon  grew  up  that  might  be  termed 
simply  ''get  the  money."  But  we  believe  that  such  taxation  is  of  as 
douDtful  morality  as  the  action  of  the  footpad.  We  believe  that 
taxes  should  be  assessed  equitably  and  equally.  We  fear  as  much 
danger  from  immoral  tax  tneories  as  from  imported  and  half-baked 
industrial  and  economic  theories. 

All  Governments  have  levied  excise  taxes  from  time  immemorial, 
in  a  lai^e  degree,  as  a  method  of  assisting  the  State  in  the  exercise 
of  the  police  power  over  matters  classed  as  injurious  to  the  public 
welfare,  health,  or  morals.  These  taxes  were  levied  to  discourage 
the  practice  they  singled  out,  not  to  encourage  them.  In  a  measure 
the  commodities  affected  by  these  taxes  have  come  to  have  in  the 
public  mind  the  character  of  illegitimacy.  Under  this  classification 
narcotics  and  intoxicating  liquors  are  totally  banned  now  as  articles 
of  free  commerce,  and  campaigns  are  imder  way  to  add  tobacco  to 
that  list. 

Into  this  family  of  commodities,  then,  strangulated  bv  legislation 
for  the  regulation  of  the  public  morals,  we  find  our  inaustry  being 
introduced  and  quite  naturally  we  fear  for  it  the  same  fate  that  has 
met  all  other  ind!ustries  so  classified. 

Virtually  all  motor  vehicle  legislation,  to-day,  we  believe,  is  still 
based  on  the  outgrown  assmnption  that  the  motor  vehicle  is  a 
pleasure  car.  This  characterization  grew  up  in  the  pubhc  mind  in 
the  day  when  the  first  automobiles,  few  in  number  and  expensive 
of  operation,  were  puchased  by  the  wealthiest  or  by  the  speediest 
inclined.  The  early  days  of  the  automobile  were  days  of  experi- 
mentation, necessarily  costly  and  from  the  lessons  learned  upon  the 
racing  tracks  and  in  the  endurance  and  velocity  competitions,  we 

53403--21 44 


690  INTERNAL  REVENUE. 

halve  to-day  the  perfected  motor  vehicle.  But  the  automobile  is  no 
longer  a  pleasure  car.  It  is  a  business  car  first  and  foremost,  and 
any  recreational  uses  it  may  have  are  but  incidental  to  its  primary 
purpose,  personal  transportation.  Sixty  per  cent  of  all  au1x)mobife 
mileage  is  for  business  purposes.  Ninety  per  cent  of  all  automobiles 
are  used,  more  or  less,  in  business.  Instead  of  being  a  burden  upon 
its  owner,  the  automobile  has  added  a  57  per  cent  gain  in  productivity 
and  effectiveness  to  the  average  automobile  owner. 

The  tax  on  motor  vehicles  is  often  defended  as  being  a  tax  based 
on  the  theory  of  abilitj^  to  pay  from  surplus  wealth.'  But  the  fore- 
going figures,  to  our  mind,  represent  working  capital  in  actual  and 
effective  employment  and  not  surplus  or  profits  that  have  been 
earned  and  set  aside  to  idleness  or  mere  accumulation  through  the 
workings  of  the  laws  of  interest. 

The  tax  upon  automobiles  is  a  tax  upon  moderate  incomes. 
Seventy-five  per  cent  of  all  the  cars  and  trucks  outside  of  the  Atlantic 
States  are  in  37  States  which  have  but  45  per  cent  of  the  national 
wealth,  according  to  figures  of  the  Internal  Revenue  Bureau.  Fifty- 
five  per  cent  of  all  motor  vehicles  are  registered  in  towns  of  5,000 
persons  6r  less.  Thirty-three  per  cent  are  in  towns  of  1,000  popula- 
tion or  less. 

The  tax  on  motor  vehicles  then,  is  as  much  a  tax  on  farm  produc- 
tion as  would  be  a  tax  on  thrashers,  plows,  tractors,  or  farm  imple- 
ments or  other  equipment.  This  burden  is  felt  directly  by  the 
farmer  in  the  purchase  of  motor  ^rucks,  and  it  is  felt  acutely  by  the 
farmer  when  he  is  forced  to  pay  a  5  per  cent  tax  upon  his  repair 
parts. 

We  believe  that  Government  departments  should  realize  that  the 
"war  is  over"  and  that  the  Nation  is  unable  and  unwilling  to  permit 
any  such  expenditures  for  the  peacetime  business  of  Government  as 
was  allowed  for  the  conduct  of  the  war.  According  to  Secretary 
Mellon,  1921  governmental  expenditures  have  been  at  the  rate  of 
$5,000,000,000  a  year.  "The  Nation  can  not  continue  to  spend  at 
this  shocking  rate,"  justly  concludes  the  Secretary.  The  President, 
in  his  message  of  April  12,  declared  that  the  burden  is  unbearable, 
and  cited  two  avenues  of  relief.  "  One  is  rigid  economy  of  expendi- 
ture and  the  other  is  the  utmost  economy  of  administration."  In  a 
measure,  this  Congress  was  given  a  mandate  by  the  people  to  effect 
economies  in  government.  It  was  a  pledge,  at  least,  voluntarily 
assumed  by  the  party  now  in  power,  in  its  campaign  platform. 

We  respectfully  submit  the  following  recommendations:  (1)  Ut- 
most economy  in  expenditures;  (2)  repeal  of  excess  profits  taxes;  (3) 
repeal  of  higher  brackets  of  personal  income  taxes  surtaxes;  (4) 
repeal  all  excise  taxes  under  Title  IX,  revenue  act  of  1918;  (5)  impo- 
sition of  moderate  protective  tariff;  (6)  funding  of  war  debt  over 
period  of  50  years;  (7)  enactment  of  gross  sales  tax  on  sale  or  lease 
of  goods,  wares,  and  merchandise  not  to  exceed  1  per  cent. 

We  believe  that  the  best  reasons  for  the  repeal  of  the  excess  profits 
tax  is  contained  in  the  recommendation  of  the  Secretary  of  the 
Treasury  himself,  who  urges  this  step  because  this  form  of  tax  is 
"artificial  and  troublesome,"  a  '^clog  on  productive  business,"  and 
because  additionally  it  is  "complex  and  difficult  of  administrntion 
and  is  losing  its  productivity."  We  believe  that  this  form  of  taxa- 
tion is  a  deterrent  to  initiative  enterprise,  because  in  productive  years 
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it  is  nearly  impossible  to  set  aside  sufficient  reserves  that  all  enduring 
businesses  must  have  to  tide  them  through  periods  of  financial  stress 
such  as  we  are  now  experiencing.  Wfile  it  is  doubtful  that  the 
excess-profits  tax  will  figure  very  greatly  in  the  corporate  taxes  of 
the  present  year,  jet  this  law  unless  repealed  will  exist  as  a  menace 
to  business,  claimmg  its  share  when  profits  return.  Knowledge  that 
such  a  fate  awaits  his  enterprise  will  discourage  any  business  man 
from  exercising  that  initiative  and  assuming  those  risks  that  are 
necessary  and  so  large  a  part  of  a  flourishing  ousiness. 

Repeal  of  the  excess-profits  tax  we  are  aware  has  been  assailed 
as  a  means  of  *^  shifting  taxation  from  the  accumulation  of  the  wealthy 
to  the  breadstuff s  of  the  poor,"  but  we  respectfully  point  out  that 
unless  some  burden  is  shifted  from  enterprise  it  may  not  be  possible 
for  business  to  furnish  the  employment  by  which  the  laborer  obtains 
his  bread.  In  times  of  rising  prices  the  excess  profits  tax  leads  to 
the  ^ loading''  of  prices  and  extravagance  in  business  management, 
and  at  best  is  always  an  uncertain  factor  in  price  making. 

We  believe  that  a  reduction  in  the  higher  brackets  of  the  income 
surtax  would  correct  a  condition  that  is  now  proving  a  serious  handi- 
cap in  inducing  the  investment  of  capital  in  productive  enterprise. 
It  seems  to  be  generally  agreed  among  economists  that  the  higher 
brackets  of  the  mcome  surtaxes  have  passed  the  point  of  collection^ 
and  we  have,  as  a  consequence,  the  investment  of  much  capital  that 
formerly  was  in  business  in  tax-exempt  securities.  We  make  this 
recommendation  with  full  knowledge  that  it  is  not  primarily  a  tax 
recommendation,  but  as  a  measure  of  relief  for  business,  first,  which 
will  have  a  secondary  tax  value  through  the  production  of  commodi- 
ties and  activities  that  will  themselves  become  revenue  producers. 
According  to  best  information  we  have  upon  this  score,  the  rate 
should  be  somewhere  between  30  and  40  per  cent  on  normal  tax  and 
surtax  combined  to  induce  the  capital  now  in  exempt  securities  to 
return  to  industry.  Tbis  return  would  likewise  restore  purchasing 
and  investing  power  to  the  individuals  thus  employed,  wno  in  turn 
would  be  a  considerable  prospect  for  the  absorption  of  the  tax-exempt 
securities  so  abandoned.  Itmay  notbeamiss  to  point  out  here  that 
among  smaller  investors  Federal,  State,  and  city  bonds  have  always 
enjoyed  a  much  higher  degree  of  confidence  and  respect  than  indus- 
trial stocks  and  loan  securities. 

During  the  war  time  Congress  was  faced  with  the  task  of  fighting 
a  war  and  financing  it  also.  No  one  questioned  the  primary  im- 
portance of  winning  the  war,  and  as  a  consequence  no  one  objected 
to  bearing  the  financial  burden  of  the  war  thus  hurriedly  imposed  by 
Congress  to  keep  our  Armies  in  the  field.  We  accepted  the  military 
maxim  that  *'time  is  everything  and  money  nothing,'^  along  with  a 
score  or  more  of  other  industries.  However,  we  believe  that  a  time 
has  come  when  Congress  can  no  longer  justify  a  continuance  of  those 
taxes  hurriedly  imposed,  and  we  respectfully  urge,  therefore,  the 
elimination  of  those  excise  taxes  levied  under  Title  IX  of  the  revenue 
act  of  1918.  It  is  a  well-established  principle  of  taxation  that  an 
excise  levy  is  justified  only  when  the  commodity  under  scrutiny 
meets  the  following  test: 

The  preliminary  test  of  the  availability  of  a  commodity  for  such  a  test  is  whether 
its  use  is  so  widespread  and  general  and  its  distribution  so  well  established  that 
neither  will  be  substantially  curtailed  by  the  imposition  of  a  tax  and  the  tax  will  be 
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nonnally  passed  on  to  the  consumer  in  ita  exact  amount.  (From  the  recommendations 
of  the  rsational  Industrial  Conference  Tax  Committee,  foremost  advocate  of  the 
retention  of  excise  taxes.) 

Many  of  the  articles  now  taxed  under  Title  IX  do  not  so  meet  this 
test  and  there  are  numerous  others  probably  which  do  meet  this  test 
that  are  not  so  included. 

We  believe  that  the  present  generation  should  not  be  compelled  to 
have  fought  the  Great  War  and  also  to  pay  for  the  cost  of  it.  We  are 
familiar  with  the  fact  that  Thomas  Jefferson,  the  founder  of  a  great 
political  party,  was  an  avowed  opponent  of  this  theory  of  pohtical 
economy,  but  we  likewise  remember  that  the  Nation  early  overruled 
this  theory,  and  as  a  consequence  this  generation  is  to-day  paying 
its  part  not  only  of  the  cost  of  the  Spanish-American  War,  but  even 
-a  part  of  the  cost  of  the  great  Civil  War.  In  view  of  these  circum- 
stances, therefore,  we  urge  the  refunding  of  the  present  war  debt  in 
such  a  manner  that  it  will  be  amortized  m  installments  over  a  period 
of  50  years. 

We  believe  in  the  principles  of  a  moderate  protective  tariff  and 
feel  certain  that  in  this  Congress  there  will  be  every  attention  paid  to 
the  legitimate  interests  of  American  business. 

Finally,  we  believe  that  there  is  an  equity  in  taxation  and  that 
taxes  should  be  imposed  with  a  view  of  equality  and  justice.  We 
believe  that  if  taxes  are  imposed  upon  productive  capacity  they 
should  be  uniform  upon  all  producers,  if  imposed  upon  consumption 
they  should  be  uniform  among  all  consumers. 

We  do  not  believe  that  it  is  Si  function  of  free  government  to  set 
up  standards,  arbitrarily,  of  essential  or  nonessential  industries,  nor 
•classifications  of  necessities  or  luxuries.  We  believe  that  in  a  free 
government  such  as  ours,  government  should  guarantee  to  all  busi- 
ness perfect  freedom  of  existence,  expansion,  and  opportunity,  and 
should  permit  each  individual  to  make  the  choice  of  wnat  is  essential 
to  his  own  welfare  and  happiness.  What  ai:e  luxuries  for  some  are 
necessities  for  others  and  we  do  not  believe  it  a  legitimate  function 
of  government  to  bestow  official  sanction  upon  some  and  impose 
official  condemnation  upon  others. 

A  sales  tax  is  no  experiment.  Our  industry  is  now  paying  a  sales 
tax  and  more  than  a  score  of  other  industries  are  paying  sales  taxes. 
If  a  sales  tax  is  a  good  thing  for  one  class  of  commodities  we  believe 
it  is  a  good  thing  for  all  commodities. 

We  do  not  propose  to  argue  here  before  this  committee  the  merits 
or  the  demerits  of  a  sales  tax.  We  do,  however,  wish  to  reiterate 
our  adherence  to  a  sales  tax  as  an  ethical  and  equitable  form  of  taxa- 
tion for  all,  and  one  which  will  produce  desired  and  needed  revenue. 

Senator  Dillingham.  Have  you  made  any  computation  to  ascer- 
tain what  the  sales  tax  provided  for  in  the  pending  bill  would  produce — 
that  is,  on  automobiles — as  compared  witn  the  tax  that  is  now  derived 
from  them  ? 

Mr.  Harper.  You  see,  we  already  pay  an  excise  tax  of  5  per  cent. 
In  computations  I  have  been  able  to  make  the  figure  has  been  as 
high  as  5  per  cent.  We  are  discriminated  against  now,  in  tliat  we 
pay  both  a  sales  tax,  an  excess-profits  tax  and  every  other  kind  of 
tax  people  can  think  of. 

Senator  Dillingham.  When  you  say  ''we,^'  you  include  us  who 
make  the  purchases  ? 
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Mr.  Habper.  We  include  you  who  make  the  purchases;  you  are 
in  the  same  boat. 

Senator  Dillingham.  You  pass  it  along? 

Mr.  Harper.  We  pass  the  excise  tax  along  to  the  consumer. 
We  can  not  pass  the  excess-profits  tax  along. 

Economy  in  expenditures — that  is  not  for  a  layman  to  suggest, 
otlier  than  in  our  o^ti  business  we  have  had  to  curtail  our  expenses 
and  we  found  ways  and  means  and  undoubtedly  that  is  a  part  of  the 
Government  program. 

The  excess-profits  tax  prohibits  the  building  up  of  reserves  in 
flush  times.  From  personal  experience  and  the  experience  of  every 
man  on  this  committee  of  ours,  any  extra  money  we  have  been  able- 
to  make  during  flush  times,  and  which  we  ought  to  have  been  able 
to  put  into  reserve  to  carry  over  this  depression,  has  not  been  put 
into  reserve,  but  has  been  spent  in  taxes  and  our  reserve  is  in  used' 
cars  and  uncollected  accounts. 

The  excess-profits  tax  penalizes  small  capital,  and  in  the  auta- 
mobile  business  the  small  capital  predominates;  of  these  11 5,000 
merchants,  at  least  75,000  are  conducted  on  $5,000  capital  or  less. 

The  excess-profits  tax  does  not  provide  any  incentive  for  initiative 
in  business,  because  the  more  money  we  maKe  and  the  more  cautioa 
we  exercise  the  less  we  have  left  at  the  end  of  the  year. 

The  repeal  of  the  higher  brackets.     I  think  it  is  an  admitted  fact 
that  the  present  excess-profits  tax,  with  its  higher  brackets,  has  en- 
couraged the  investment  in  taxation-exempt  securities,  and  I  do  not 

know  the 

Senator  McLean  (interposing).  You  mean  the  income  tax? 
Mr.  Harper.  I  mean  the  income  tax,  rather.     I  do  not  know  the 
point  at  which  we  should  stop  those  brackets,  but  I  know  that  tax 
experts  can  readily  arrive  at  what  would  be  a  fair,  collectible  tax,, 
above  which  the  investment  is  made. 

We  feel,  too,  that  the  excise  taxes  in  section  9  were  a  war  measure. 
The  war  is  over,  and  those  things  which  were  necessarv  for  war,  and 
which  we  all  voted  for  war  are  out  of  place  to-day,  and  are  imposing 
a  hardship  out  of  all  proportion  to  the  revenue  that  they  command. 
The  funding  of  the  war  debt  over  a  period  of  50  years  is  just 
simply  on  the  basis  that  we  are  now  being  asked  to  pay  the  war  debt 
when  times  are  the  hardest.  We  are  coming  back  to  the  prosperous 
time — certainly  within  50  years — and  some  method  of  refunding  that 
would  permit  of  paying  that  when  times  are  more  propitious  would 
be  very  much  in  the  favor  of  the  general  country. 

A  sales  tax  will  provide  whatever  deficit  these  other  things  we 
omit  would  produce,  because  your  sales  tax  can  be  readily  computed. 
You  know  what  your  gross  sales  are.  Roger  Babson  says  1  per  cent 
would  yield  $5,000,000. 

The  Chairman.  You  mean  $5,000,000,000. 

Mr.  Harper.  I  mean  $5,000,000,000,  based  on  1  per  cent.  Joseph 
McCoy,  actuary  for  the  Treasury  Department,  says  that  would  oe 
equivalent  to  $1,700,000,000.  We  estimate  that  the  abolition  of  the 
taxes  that  we  recommend  would  cause  a  shortage  in  collections  of 
about  one  and  a  half  billion.  So  that  even  at  the  lowest  estimate  of 
the  sales  tax  there  would  still  be  a  balance  in  favor  of  a  sales  tax. 
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Senator  McLean.  Have  you  people  figured  that  out,  as  to  what 
you  think  it  would  yield — ^1  do  not  Know  but  you  have  just  stated — 
the  1  per  cent  tax  ? 

Mr.  Harper.  We  figure  that  the  gross  turnover  in  the  United  States 
is  sufiicient  to  yield  about  $1,800,000,000. 

Senator  Smoot.  That  would  be  a  gross  sale  of  about  $180,000- 
000,000? 

Mr.  Harper.  Yes.  The  figures  are  all  in  this  brief,  which  I  have 
not  read  to  you,  but  which  I  would  like  to  have  put  into  the  record. 

The  Chairman.  It  will  be  put  in  the  record. 

BRIEF  OF  H.  B.  HARPER,  REPREBEKTIKG  THE  NATIONAL  AUTOKOBILE  DBAX.BB8* 

ASSOCIATION,  ST.  LOXnS,  KG. 

Jesse  A.  Smith,  president,  Milwaukee;  Harry  G.  Moock,  secretary,  St.  Louis. 

Taxation  committee, — H.  B.  Harper,  chairman,  Overland-Harper  Co.,  Philad^phii; 
Jesse  A.  Smith,  Jesse  A.  Smith  Co.,  Milwaukee;  F.  W.  A.  Vesper,  Vesper-Buick  Co., 
St.  Louis;  A.  E.  Maltbv,  Guy  A.  Willey  Co.,  Philadelphia;  A.  J.  Shorey,  New  England- 
Velie  Co.,  Boston;  P.  II.  Brockman,  De  Luxe  Automobile  Co.,  St.  Louis;  R.  V.  Law, 

e resident  Indianapolis  Auto  Trade  Association,  Indianapolis;  Charles  A.  Midelburg. 
[idelbuiy  Garage,  Charleston,  W.  Va. 

C.  A.  Vane^  counsel,  St.  Louis;  Walter  B.  Guy,  counsel,  Washington. 

This  committee  is  from  the  National  Automobile  Dealers*  Association.  This  organi- 
zation represents  the  interests  of  35,000  automobile  dealers  of  the  United  States.  It 
has  a  membership  in  every  State  of  the  Union.  It  has  affiliated  with  it  3  interstate 
associations,  15  htate  associations,  and  84  local  or  city  associations.  The  oealei 
associations  of  every  laree  city  in  the  United  States  over  250,000  population  are 
atfiJiated  in  a  body  with  this  organization  except  the  city  of  Cleveland.  Most  of  the 
dealers  there,  however,  are  individual  members.  The  officers  of  this  association 
receive  no  compensation  for  their  services,  and  the  members  of  this  committee  are 
paying  their  own  expenses  to  appear  at  this  hearing.  Every  member  of  the  associa- 
tion is  a  bona  fide  automobile  dealer. 

It  should  be  remembered  that  the  interest  of  the  members  of  this  committee  are 
'Separate  and  distinct  from  the  interests  of  the  manufacturers  of  automobiles.  Vir- 
tually all  dealers  purchase  outright  from  the  manufactiu^rs,  and  in  98  per  cent  of 
these  transactions  the  purchase  is  for  cash  in  advance  of  delivery.  Ninety  per  cent 
-of  the  dealer's  sales,  on  the  contrary,  are  on  time  payment,  and  in  most  of  these  sales 
the  dealer  must  take  in  a  used  car  and  in  turn  resell  it  for  time  payment  also.  Theee 
merchants  ha^  e  millions  of  dollars  invested  in  merchandise,  real  estate,  and  build- 
ings. They  are  large  taxpayers  in  their  own  communities,  contributing  heavily  to 
the  revenues  of  their  cities  and  States,  in  addition  to  the  taxes  paid  to  the  Federal 
^Government  in  excise,  excess-profits,  and  income  taxes. 

The  recommendations  that  our  spokesman,  Mr.  H.  B.  Harper,  has  made  here  to-day 
have  been  founded  on  a  careful  consideration  of  the  Government's  fiscal  needs  a^  well 
as  a  consideration  for  what  business  can  pay.  The  program  which  we  have  recom- 
mended is  based  upon  the  following  estimates: 

Estimated  receipts  {fiscal  year  1922), 

Customs* $300,000,000 

Income  taxes 1, 500, 000,  ODD 

Miscellaneous  internal  revenue 875, 000, 000 

Miscellaneous  revenue  * ^ 547,  W3. 000 

Sales  tax 1,500,000,000 

Total 4,797,043,000 

HOW  OTHER  ITEMS  WERE  ARRIVED  AT. 

Income  taxes. — In  the  letter  of  the  Secretary  of  the  Treasury ,  April  30,  1921,  there 
appears  an  item  *' Income  and  profits"  taxes,  §2,350,000,000.  On  page  3,  line  46.  the 
Secretary  estimates  that  the  excess-profits  tax  will  yield  1450,000,000  in  1922.  Sub- 
tracting this  sum  from  the  former  figure  we  have  an  estimate  of  $1,900,000,000  to  be 
produced  by  the  existing  income  tax  law.    Surtaxes,  the  Secretary  estimates,  on 

I  Items  from  letter  of  the  Secretary  of  the  Treasury,  Apr.  30, 1921. 
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page  4,  line  7,  will  comprise  about  $500,000,000  for  1921.  In  immediately  succeeding 
lines  he  estimates  that  the  loss  of  revenue  from  the  reduction  of  the  surtax  rate  to 
about  32  per  cent  would  be  $100,000,000,  but  we  have  been  generous  and  allowed  for 
a  shrinkaee  of  incomes  and  a  diminution  of  returns  which  would  remove  further 
$300,000,000  more  from  his  figures. 

Miscellaneous  internal  revenue. — This  is  estimated  by  the  Secretary  to  yield 
$1,100,000,000,  and  from  this  figure  we  have  deducted  $250,000,000,  which  we  were 
informed  by  Treasury  oflBcials  represents  the  revenue  it  is  estimated  will  be  produced 
by  Title  IX. 

Sales  tax. — The  amount  of  revenue  that  could  be  derived  from  a  gross  sales  tax  on 
the  sale  or  lease  of  goods,  wares,  and  merchandise,  has  been  estimated  variouslv  at 
from  §5,000,000,000  accredited  to  Roger  Babson,  statistician,  to  $2,000,000,000  by* Dr. 
Thomas  S.  Adams,  fprmer  clmirman  advisory  tax  board.  United  States  Government, 
and  $1 .700,000,000  accredited  to  Joseph  McCoy,  actuary  to  the  Treasury  Department, 
United  States  Government.  There  seems  to  be  a  general  agreement  amon^'  business 
men  who  have  made  a  study  of  the  question  that  it  will  produce  about  $1,500,000,000, 
which  fi<?ures  we  accept  as  being  as  authoritative,  perhaps,  as  any  of  the  numerously 
advanced  amounts. 

We  wish,  however,  to  make  this  point  clear — that  in  the  event  that  a  sales  tax  of 
1  per  cent  produces  any  such  revenue  as  three  billion  dollars,  or  four  billions,  or  the 
estimate  of  Mr.  Babson,  tliat  the  rate  should  be  so  lowered  that  income  from  this 
source  will  be  within  the  $1,500,000,000  to  $2,000,000,000  limit  now  aimed  at. 

Estimated  disbursements. 

For  fiscal  year  1922  2 $4,565,877,033 

Estimated  excess  of  revenue  over  expense 231, 76C,  967 

UXriED  STATES  MONEY  SMALL  PART  OF  SUMS  BETNO   SPENT  ON  HIGHWAY  BUILDINti. 

At  various  times  before  the  committee  the  subject  of  Federal  appropriations  for 
highway  construction  have  been  referred  to  and  occassional! y  in  a  manner  indicating 
that  the  part  the  Federal  Government  is  playing  in  such  construction  has  been  unduly 
stressed. 

For  the  calendar  year  1921  there  is  available  for  highway  construction  work  in  the 
United  States  the  sum  of  $1,250,000,000.  There  is  little  if  any  comparative  difference 
in  expenditures  during  calendar  and  fiscal  year.  The  calendar  year  has  been  chosen 
because  the  majority  of  calculations  in  the  States  have  been  made  on  the  calendar 
year.  These  figures  are  taken  from  the  Highway  Green  Book,  an  official  publication 
of  the  American  Automobile  Association,  and  were  gathered  from  official  soim:es. 

There  will  be  spent  $627,000,000  of  this  sum  during  the  period  stated.  This  amount 
is  derived  from  sources  as  follows: 

Federal  aid *  $130, 000, 000 

State  funds 231,477,000 

County  and  other  local  funds 268, 000, 000 

This  item  of  ''State  funds*'  in  turn  is  derived  from  sources  as  follows: 

General  tax  in  26  States $35,603,000 

Legislative  appropriations  in  16  States 41, 845, 269 

State  bond  issues,  receipts  for  year 65, 820, 000 

Motor- vehicle  fund \ 84, 397, 243 

Special  funds  in  8  States 3, 811, 908 

But  the  item  "Motor  vehicle  fund"  does  not  represent  the  total  of  automobile 
license  money  collected  from  users.  There  is  $1 8,702,757  collected  from  motor-vehicle 
licenses  which  is  not  used  directly  upon  the  roads  but  which  is  used  to  retire  bond 
issues  which  were  floated  for  the  construction  of  roads.  This  item  just  referred  to 
comprises  a  part  of  the  item  ''State  bond  issues,"  just  preceding.  These  States  are 
Nevada,  $4,202,757;  Illinois,  $5,000,000;  Maine,  $800,000;  Utah,  $1,500,000. 

In  the  following-named  States  the  only  State  money  that  is  available  at  all  to  match 
Federal-aid  funds  is  derived  from  motor- vehicle  registration  fees:  Alabama,  $868,474; 
Arkansas,  $570,000;  Georgia,  $200,000;  Iowa,  $10,500,000;  North  Carolina,  $1,760,000; 
North  Dakota,  $340,000;  Texas,  $1,750,000. 

'  From  the  letter  of  the  Secretary  of  the  Treasury. 
>  Less  3  per  cent  administration. 
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It  should  be  remembered  that  the  Federal  Government  has  borne  only  one-half  of 
the  expense  of  the  Federal  aid  road. 


States. 


Alabama , 

Arizona 

Arkansas 

California 

Colorado , 

Connecticut . . 

Delaware 

Florida 

Georgia 

Idaho 

Illinois , 

Indiana 

Iowa , 
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Kentucky 

Louisiana 

Maine , 

Maryland , 
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Michigan 
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Nevada 

New  Hampshire. 

New  Jersey 

New  Mexico 
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Oklahoma 
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Rhode  Island 
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2 
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9 

3 

17 

88 

10 

89 
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1,677 


1  Federal  aid  spent  $45,793  for  bridges  only. 

Of  the  total  road  mileage  of  the  United  States,  2,478,552,  about  12  per  cent,  consists 
of  durable  roadway,  approximately  297,426  miles.  By  this  we  mean  roads  that  have 
some  kind  of  macadam  base,  and  including  bituminous  macadam,  brick,  concrete, 
asphalt,  and  the  like. 

Foregoing  figures  are  for  period  from  July  11,  1916,  to  July  1,  1920. 

CANDY, 

STATEMENT  OF  HUBERT  B.  FULLEK,  CLEVELAND,  OHIO,  KEPKE- 
SENTINa  NATIONAL  CONFECTIONERS'  ASSOCIATION. 

Mr.  Fuller.  My  name  is  Hubert  B.  Fuller.  I  am  a  practicing 
lawyer  of  Cleveland,  Ohio,  and  I  am  special  associate  counsel  for -the 
National  Confectioners'  Association  in  taxation  matters.  I  have  for 
many  years  been  connected  with  the  candy  manufacturing  industry 
as  attorney  for  the  Ohio  candy  manufacturers,  the  Cleveland  candy 
manufacturers,  and  I  have  other  legal  affiliations  with  the  industry. 

The  National  Confectioners'  Association,  in  whose  name  and  m 
whose  behalf  I  appear,  is  an  association  of  the  manufacturing  con- 
fectioners of  the  tfnited  States,  and  it  represents-  and  contains  in  ita 
membership  75  per  cent  of  the  candy  manufacturers  of  the  coimtry, 
scattered  throughout  the  entire  United  States. 

Gentlemen,  we  have  had  printed  and  have  taken  the  liberty  of 
placing  before  you  a  number  of  two-page  leaflets  containing  a  sum- 
mary of  our  argument.  I  desire,  very  briefly,  to  call  attention  to 
these  points  and  enlarge  slightly  thereon. 

We  nave  here  several  practical  candy  manufacturers  from  different 
parts  of  the  country  who  will  be  glad  to  explain  in  detail  any  points 
concerning  which  the  committee  may  desire  further  information. 
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and  to  answer  any  questions  which  may  occur  to  the  members  of  the 
committee,  who,  I  am  sure,  wUl  prefer  to  hear  from  them,  bearing  in 
mind  the  fact  that  while  I  am  associated  with  the  industry  I  am  an 
attorney  and  not  a  practical  candy  manufacturer. 

First  of  all,  gentlemen,  we  desire  to  emphasize  the  fact  that  this  tax 
is  levied  on  the  manufacturer.  This  is  a  manufacturers'  excise  tax 
imder  section  900  of  the  war  revenue  act  of  1918.  Present  statistics 
show  that  80  per  ceut  of  all  candy  made  in  the  United  States  is  sold 
by  the  manufacturers  at  under  25  cents  a  pound.  At  least  60  per 
cent  of  the  entire  candy  output  consists  of  penny  goods  and  5  and 
10  cent  package  goods,  the  contents  of  which  are  valued  at  less  than 
25  cents  per  pound  and  are  included  in  the  80  per  cent  referred  to 
above. 

Ten  per  cent  is  sold  by  manufacturers  at  25  cents  or  more  per 
pound,  out  imder  $1  per  pound. 

The  so-called  high-priced  candy,  valued  at  $1   and  upward  per 

?oimd,  comprises  only  10  per  cent  of  the  entire  candy  business  of  the 
Fnited  States. 

The  great  bulk  of  candy  is  sold  by  small  retail  confectioners, 
neighborhood  school  stores,  country  stores,  and  the  5  and  10  cent 
cham  stores  which  you  find  in  the  large  cities. 

We  desire  to  call  attention,  gentlemen,  to  the  fact  that  candy 
manufacturers  are  subject  to  three  taxes;  corporation  profits  taxes, 
excess-profits  taxes,  and  the  5  per  cent  excise  tax,  as  distinguished 
from  the  two  taxes  levied  on  industries  not  now  subject  to  the  excise 
tax.  In  addition  the  candy  manufacturer  also  pays  import  duties 
on  many  of  his  raw  materials,  such  as  sugar,  nuts,  fruits,  essential 
oils,  etc. 

During  the  first  three  months  of  the  calendar  year  1921  the  Treas- 
ury Department  received  from  the  candy  excise  tax  $1,563,096.98 
less  than  during  the  same  three  months  of  1920 — a  reduction  of 
about  one-third.  That  is  to  say,  that  the  receipts  of  the  United 
States  Government  through  the  candy  manufacturers'  excise  tax  in 
the  first  three  months  of  this  year  nave  fallen  oflF  an  average  of 
$521,000  a  month. 

For  the  first  four  months  of  the  calendar  year  1921,  60  per  cent  of 
the  candy  manufactiu'ers  have  done  business  at  an  average  loss  of 
10  per  cent;  the  remaining  40  per  cent  having  made  an  average  profit 
of  only  5  per  cent. 

This,  then,  is  a  tax  on  losses  and  not  on  profits.  It  is,  we  think,  a 
tax  on  gross  income. 

For  the  10-year  prewar  period  the  profit  of  candy  manufacturers 
averaged  only  5  per  cent.  •  In  normal  times,  on  bulk  goods — that  is, 
candy  sold  by  the  manufacturer  in  buckets  and  barrels,  the  lower- 

Ericed  goods — the  average  net  profit  made  by  candy  manufacturers 
as  been  only  from  one-quarter  to  one-half  cent  a  pound.  On  goods 
seUing  above  25  cents  a  pound  the  manufacturer's  profit  has  prob- 
ably ranged  from  1  cent  to  IJ  cents  a  pound. 

Senator  La  Follette.  What  percentage  of  your  goods  sells  above 
and  what  percentage  beloW  ? 

Mr.  Fuller.  Senator  La  Follette,  may  I  call  your  attention  to  this 
little  leaflet  here  ? 

Senator  La  Follette.  If  it  is  stated  there,  I  will  not  trouble  you. 

Mr.  Fuller.  Yes,  sir,  it  is. 
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At  the  present  time,  as  I  have  suggested,  gentlemen,  and  as  you 
see  under  point  8,  there  is  no  average  profit  in  the  candy  industry. 

The  present  excise  tax  on  candy  we  submit  is  unfair,  because  it 
discriminates  against  the  candy  industry.  There  is  no  tax,  if  I  may 
remind  you,  on  such  articles  as  cookies,  lancy  crackers,  tops,  marbles, 
toy  balloons,  etc.,  which  compete  with  cancfy  for  the  juvenile  penny, 
nickel,  and  dime.  If  the  soda-fountain  taxes  are  repealed,  as  pro- 
posed by  the  Secretary  of  the  Treasury,  then  ice  cream,  soft  drinks, 
and  the  5-cent  cone,  naving  no  specinc  taxes,  will  compete  against 
tax-paying  confectionery. 

There  is  another  point  in  that  same  connection,  and  that  is  that  in 
the  candy  industry  there  has  in  recent  years  grown  up  a  very  im- 
portant element  which  I  think  we  may  classify  imder  the  general 
designation  of  Greeks,  Italians,  and  other  foreigners  who  have  cone 
into  the  industry  and  who  manufacture  their  goods  and  sell  tnem 
themselves,  and  without  meaning  to  make  any  invidious  comparison, 
they  have  not  paid  these  taxes.  They  keep  no  records  and  there  is 
absolutely  no  way  by  which  the  Government  can  check  them  up. 
There  are  so  many  of  them  and  they  are  so  widely  scattered  that  it 
has  been  impossible  to  get  the  tax  from  them,  and  yet  they  are  our 
competitors.  .They  are  competitors  in  the  same  goods  with  these 
gentlemen  representing  large  industries  who  keep  Books,  who  have 
an  overhead,  and  who  are  checked  up  constantly  by  the  internal- 
revenue  agents. 

Senator  Smoot.  What  percentage  of  the  sales  is  made  by  the 
Greeks  throughout  the  Umted  States  ? 

Mr.  Fuller.  Senator  Smoot,  may  I  suggest  that  upon  the  conclu- 
sion of  my  statement,  which  I  have  nearly  finished,  I  am  going  to  ask 
Mr.  Price  to  talk  to  you  for  just  a  few  moments,  and  I  am  sure  that 
he  can  give  you  more  accurate  figures  on  that  than  I  can. 

Senator  Lik  Follette.  I  suppose  it  would  be  as  difficult  for  you  to 
get  those  figures  as  it  is  for  the  Internal  Revenue  Department  ? 

Mr.  FuLLEB.  Eq^ually  so,  though  we  are  making  every  effort  to  check 
them  up  in  protection  to  ourselves  and  in  fairness  to  the  Government. 

Many  articles  made  from  the  same  ingredients  pay  an  excise  tax 
when  manufactured  by  candy  manufacturers,  but  no  specific  taxes 
when  manufactured  by  others,  such  as  cake  and  cracker  manufac- 
turers. Examples  of  this  are  stuffed  dates,  with  which  you  are  fa- 
miliar, fig-fillea  Newtons,  salted  peanuts,  chocolate  bars,  etc. 

The  IJnited  States  District  Court  of  Massachusetts  has  just  held 
that  sweet  chocolate  bars — not  the  bitter  chocolate  used  by  house- 
wives for  cooking — are  not  subject  to  the  5  per  cent  excise  tax. 
These  bars  are  universally  sold  in  direct  competition  with  candy 
paying  the  5  per  cent  excise  tax. 

These  are  tne  sort  of  bars  to  which  I  refer  [indicating  samples]  and 
which  you  see  sold  constantly  in  drug  stores  and  at  news  stands. 

Senator  Watson.  Was  that  question  tested  in  the  courts  ? 

Mr.  Fuller.  In  the  United  States  District  Court  of  Massachusetts, 
Senator  Watson. 

Senator  Dillingham.  In  that  popular  way  they  are  sold  as  candy  ? 

Mr,  Fuller.  Yes,  sir;  and  tney  are  sold  in  competition  with 
candies  universally.  These  bars  are  universally  sold,  as  I  have  stated, 
m  direct  competition  with  candy  which  pays  the  5  per  cent  excise  tax. 
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Candy,  we  submit,  is  the  only  article  of  high  food  and  nutritional 
value  on  which  the  Government  levies  a  manufacturer's  excise  tax. 
This  excise  tax  on  candy  w^as  imposed  during  the  war,  partly  as  a 
means  of  conserving  sugar  as  an  emergency  war  measure.  This 
emergency  is  now  past.  Of  course,  you  gentlemen  could  not  take 
the  tune  to  examine  the  House  committee  hearings  on  this  proposed 
tax  during  the  time  it  was  considered  and  before  it  was  first  levied; 
but  that  very  question  of  conserving  su^ar  by  means  of  a  tax  on 
candy  was  one  of  the  considerations  raised  in  those  hearings,  and  on 
it  our  members  were  examined. 

We  lu-ge  the  repeal  of  this  tax  as  burdensome,  discriminatory,  ajid 
unfair  to  this  reputable  industry. 

We  submit,  gentlemen,  that  if  industries  are  to  be  taxed,  they 
should  be  taxed  ahke  and  none  should  be  discriminated  against. 
We  urge  that  taxes  should  not  be  levied  on  losses  or  on  '^oss  income. 
We  respectfully  submit  this  ai^ument,  gentlemen,  in  behalf  of  the 
National  Confectioners'  Association. 

We  have  here,  to  substantiate  our  claims  and  to  answer  any  ques- 
tions regarding  the  candy  industry,  a  few  representative  manufac- 
turers who  have  long  been  associated  with  the  confectionery  industiy . 

Representing  the  Middle  Western  States  we  have  present  mr. 
Vincent  L.  Price,  of  the  National  Candy  Co.,  St.  Louis,  Mo.  His 
company  is  the  largest  candy  company  in  the  United  States,  being 
capitalized  for  $9,000,000,  and  operates  18  factories,  as  follows: 
Duluth  factory,  Duluth,  Minn.;  Paris  factory,  Minneapolis,  Minn.; 
The  National  Candv  Co.,  St.  Paul,  Minn.;  Fletcher  factory,  Kansas 
City,  Mo.;  A.  J.  Walter  factory,  St.  Louis,  Mo.;  F.  D.  Seward  factory, 
St.  Louis,  Mo. ;  O.  H.  Peckham  factory,  St.  Louis,  Mo. ;  Bartlett  fac- 
tory, St.  Louis,  Mo.;  F.  A.  Menne  factory,  Louisville,  Ky.;  P.  Echert 
factory,  Cincinnati,  Ohio;  National  Candy  Co.,  Indianapolis,  Ind.; 
Pan  Confectionery  factory,  Chicago,  111.;  National  Candy  Co.,  Chi- 
cago, 111.;  Mount  Clemens  factory,  Mount  Clemens,  Mich.;  Putnam 
factory,  Grand  Rapids,  Mich.;  Sibley-Holmwood  factory,  Buffalo, 
N.  Y.;  factories  also  at  Dallas,  Tex.,  and  Nashville,  Tenn. 

Representing  the  New  England  States  we  have  Mr.  Horace  Ridley, 
vice  president  of  the  New  England  Confectionery  Co.,  Boston,  Mass. 

This  company  is  the  second  largest  manufacturer  of  confectionery 
in  the  United  States. 

Representing  the  Eastern  States  we  have  Mr.  William  F.  Heide, 
first  vice  president  of  Henry  Heide  incorporation.  New  York  City. 

This  company  has  been  established  for  over  50  years  and  is  one  of 
the  largest  manufacturing  confectioners  in  the  Eastern  States.  Mr. 
Heide  is  also  president  of  the  New  York  State  Association  of  Manu- 
facturing Confectioners. 

Representing  the  Southeastern  States  we  have  Mr.  Brooks  Morgan, 
of  the  F.  E.  Block  Co.,  Atlanta,  Ga. 

This  company  is  one  of  the  largest  manufacturers  of  confectionery 
in  the  Southeastern  States. 

Representing  the  Pacific  coast  we  have  Mr.  Leon  Sweet,  president 
of  the  Sweet  Candy  Co.,  Salt  Lake  City,  Utah. 

Mr.  Sweet  is  also  president  of  the  Western  Confectioners'  Asso- 
ciation. 

Representing  the  high-grade  confectionery  specialties,  we  have 
Mr.  Walter  M.  Belcher,  vice  president  of  the  Waiter  M.  Lowney  Co., 
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Boston,  Mass.;  one* of  the  well-known  manufacturers  of  high-grade 
confectionery.  Also  Mr.  Elwood  B.  Chapman,  of  Stephan  F.  Whit- 
man &  Son,  Philadelphia,  Pa. 

This  firm,  for  over  half  a  century,  has  been  one  of  the  largest  pro- 
ducers of  hirfi-grade  package  confectionery. 

Senator  Watson.  Why  can  not  you  select  some  one  to  make  a 
statement  for  all  of  vou  ? 

Mr.  Fuller.  That  is  what  I  desire,  Senator  Watson,  and  I  ask  that 
the  committee  will  permit  me  to  call  upon  Mr.  Vincent  L.  Price,  who 
is  president  of  the  jfational  Candy  Co.,  and  who  will  make  a  very  brief 
statement  in  which  I  am  sure  you  gentlemen  will  be  interested. 

STATEMENT  OF  VINCENT  L.  PBICE,  ST.  LOTTIS,  HO.,  PRESIDENT  07 

THE  NATIONAL  CANDY  CO. 

Mr.  Price.  I  will  try  not  to  repeat  anything  that  has  already  been 
said  by  Mr.  Fuller,  except  as  a  matter  of  emphasis. 

In  the  first  place  I  have  read  the  statement  of  facts  that  Mr.  Fuller 
has  submitted,  and  in  accordance  with  my  knowledge  of  my  own 
business  and  general  situation  in  the  Central  Western  territory,  the 
statement  of  Facts  is  correct  as  I  find  it. 

I  have  been  for  a  great  many  years  active  in  the  Association  of 
Confectioners  and  have  followed  this  tax  matter  through  from  the 
beginning,  and  our  opposition  to  the  excise  tax  on  candy  at  the  pres- 
ent time  IS  due  to  the  belief  that  it  is  unfair — first,  because  we  do  not 
believe  that  it  is  right  to  tax  a  specific  industry  in  such  a  manner  as 
not  to  have  a  tax  which  is  uniform  for  all  industries. 

In  the  second  place,  the  tax  on  candy  is  unfair  because  there  is  no 
tax  on  other  items  that  come  in  competition  with  candy;  for  example, 
toys,  marbles,  balloons,  kites,  fancy  cakes.  The  baker  can  make  wnat 
we  call  a  coconut  macaroon,  with  which  vou  gentlemen  are  familiar, 
which  is  not  subject  to  tax.  We  mate  a  great  many  coconut 
macaroons  that  are  subject  to  tax.  The  baker  can  take  a  piece  of 
marshmallow  and  dip  it  m  chocolate  and  it  is  not  subject  to  tax.  We 
take  a  piece  of  marshmallow  and  dip  it  in  chocolate  and  it  is  subject 
to  tax. 

It  has  been  recently  held  by  the  Massachusetts  courts  that  a 
chocolate  manufacturer  may  take  a  piece  of  chocolate  and  put  a 
nut  in  it  and  it  is  a  food  and  not  subject  to  tax.  We  take  a  nut  and 
coat  it  with  chocolate  and  it  is  subject  to  tax. 

All  of  these  items  come  in  direct  competition  with  candy. 

The  basic  reason,  as  I  understand  it,  at  the  time  that  the  excise  tax 
was  put  on  candy,  were,  first,  in  a  sense  to  discourage  the  consump- 
tion of  candy,  inasmuch  as  they  wanted  to  conserve  sugar. 

Another  reason  was  that  they  felt  that  candy  was  a  luxury  and, 
being  a  luxury,  was  sold  at  a  large  margin  of  profit  and  the  candy 
manufacturers  could  afford  to  pay  a  tax  of  this  proportion. 

As  a  matter  of  fact,  the  coniectionery  industry  is  very  highly 
competitive  and  always  has  been  higMv  competitive  and,  of  course, 
just  at  present  we  are  losing  money.  That  is  due,  naturally,  to  gen- 
eral business  conditions  that  exist  to-day  to  a  certain  extent;  and 
that  situation  is  aggravated  by  the  fact  that  the  industry  is  very 
highly  competitive,  because  it  is  very  easy  with  small  capital  to  go 
into  the  business  and  to  compete. 
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We  go  back,  however,  to  the  prewar  period,  for  which  information 
can  be  secured  from  the  Internal  Revenue  Department,  especiallv 
back  to  the  year  1913,  when  the  income-tax  reports  were  submitted, 
to  show  that  the  industry,  even  during  the  prewar  period  under 
normal  conditions,  was  highly  competitive  and  was  operated  on  a 
very  small  margin  of  profit. 

In  my  own  company  for  the  first  four  months  of  this  year  our 
records  show  that  85  per  cent  of  all  the  candy  that  we  have  sold 
has  been  sold  to  the  consiuner  for  1  cent,  5  cents,  or  10  cents.  That 
means  the  unit  of  purchase  is  small.  It  is  true  that  our  company 
does  not  manufacture  largely  what  is  known  as  high-grade  chocmate, 
but  it  is  also  true  that  tne  proportion  of  high-grade  chocolates  to 
the  total  business  is  very  small. 

Our  present  margin  of  profit,  after  contemplating  the  tax  as  part 
of  our  cost,  is  no  longer  a  profit,  because  on  some  items  we  are  show- 
ing an  actual  loss  and,  on  the  most  profitable  items,  our  profit  is 
not  to  exceed  1  cent  per  pound. 

Our  business  is  generally  with  the  wholesale  trade  and  with  the 
retail  trade;  and  to  indicate  what  is  the  nature  of  the  purchase  by 
the  average  consumer  you  must  keep  in  mind  that  with  us — and 
I  think  it  is  true  with  the  other  manufacturers  throughout  the 
United  States — candy  is  mostly  distributed  through  the  small  retail 
stores  all  over  the  country.  In  the  rural  districts  the  retail  stores, 
general  stores,  and  retail  drug  stores  are  the  big  distributors  of 
our  candy. 

Comparing  our  present  selling  prices  with  the  prices  in  the  same 
period  of  the  year  1920,  the  average  decline  has  oeen  43  per  cent, 
taking  a  group  of  50  of  our  items  that  are  the  largest  sellers  and 
comparing  the  average  value  of  those  goods  with  the  average  value 
a  year  ago.  You  must  keep  in  mind,  also,  that  a  50  per  cent  decline 
is  equivalent  to  a  100  per  cent  increase. 

In  regard  to  what  was  said  about  the  manufacturing  retailer; 
Senator  Smoot,  I  think,  asked  a  question  as  to  what  proportion  their 
business  was  to  the  total  business.  I  do  not  think  there  is  any 
accurate  record  that  anybody  could  get  on  that  matter.  I  do  know 
that  those  manufacturing  retailers  are  growing  in  leaps  and  bounds. 
You  yourselves  have  probably  gone  into  medium  sized  cities  and 
large-sized  cities  and  found  that  where  a  short  time  ago  there  would 
be  only  one  in  a  block,  that  now  there  are  two  or  three  of  them  in  a 
block. 

In  fact,  one  of  the  recent  Greek  publications  states  that  there  are 
30,000  Greek  manufacturers  of  candy  in  the  United  States.  Whether 
that  is  a  correct  statement  or  not  t  do  not  know,  but  we  do  know, 
those  of  us  who  are  familiar  with  the  general  situation,  that  they 
have  come  into  the  business  and  that  they  are  either  not  paying 
any  tax  at  all  or  pay  a  tax  only  on  such  an  amount  as  they  think 
would  put  them  on  record  as  paying  the  tax.  In  other  words,  they 
keep  no  record  of  their  sales  and  there  is  no  way  by  which  they  can 
be  checked  up.  They  might  do  $500  worth  of  business  a  month  and 
pay  a  tax  on  $200  worth,  and  nobody  can  tell  whether  the  amount 
on  which  the  tax  was  paid  was  correct  bv  not: 

That  is  a  growing  condition,  and  the  retail  manufacturer,  as  we 
call  him,  comes  into  direct  competition  with  those  small  dealers  through 
whom  we  have  to  distribute  our  products  all  over  the  United  Stat^. 
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He  is  unable  to  compete  with  those  men,  due  to  the  fact  that  we,  as 

manufacturers,  have  necessarily  had  to  take  this  high  excise  tax  and 

3ut  it  into  our  cost,  and  therefore  it  accumulates  a  profit  through  the 

obber  and  the  retailer  to  the  consumer  which  imposes  a  burden  upon 

he  dealers  that  are  handhng  the  product  as  against  any  burden  upon 

the  retail  manufacturer,  who  pays  no  tax. 

Furthermore,  the  chain  stores  and  stores  of  that  nature  are  a  large 
item.  According  to  the  ruling  of  the  Internal  Revenue  Department,  a 
retailer  who  is  also  a  manufacturer  and  who  does  a  wholesale  business 
pays  a  tax  not  on  the  price  to  the  consumer,  but  on  his  wholesale 
price.  Therefore  the  little  dealer,  who  represents,  probably,  90  per 
cent  of  the  sources  of  distribution  throughout  the  United  States,  has 
to  stand  the  full  burden  of  this  tax  and  the  accumulation  of  profit  on 
this  tax  as  against  the  growing  competition  of  the  manufacturing  re- 
tailer and  chain  store  that  is  commg  up  all  over  the  country  and 
which  has  proven  a  very  serious  matter. 

We  are  not  in  a  class  with  the  automobile  industry  and  other  in- 
dustries that  are  sybject  to  the  excise  tax,  so  far  as  profit  is  con- 
cerned. 

As  to  whether  or  not  our  product  is  a  necessity  or  a  luxury  I  do 
not  propose  to  argue,  but  it  is  a  fact  that  our  industrjr  never  has 
been  and  is  not  to-day  in  a  position  as  to  profit  where  it  can  stand 
the  biurden  of  such  a  nigh  tax.  In  addition  to  that  is  this  growing 
tendency  throughout  the  United  States  of  the  small  manufacturers, 
who,  due  to  pronibition,  also  find  that  they  can  sell  soda  water  ana 
ice  cream  and  serve  light  luncheons  and  thus,  having  a  large  business, 
are  better  able  to  support  better  stores  and  give  better  service. 
That  has  become  a  very  serious  competitive  factor  to  the  small  re- 
tailer. 

COUGH  DROPS. 

STATEMENT    OF    A.    N.    BODEY,    BEADING,    PA.,    BEPBESENTINa 
W.  H.  LUDEN  CO.,  MANTJFACTUBEBS  OF  COTXaH  DBOPS. 

The  Chairman.  Please  state  your  full  name. 

Mr.  BoDEY.  A.  N.  Bodey,  Reading,  Pa.  I  am  general  manager  for 
W.  H.  Luden  Co. 

The  Chairman.  What  business  are  you  in  ? 

Mr.  Bodey.  Manufacturing  confectioner;  also  manufacturer  of 
Luden's  menthol  cough  drops. 

The  Chairman.  Proceed  as  briefly  as  possible,  as  the  committee 
has  to  adjourn  in  a  few  moments. 

Mr.  Bodey.  I  just  want  to  give  you  a  few  facts  regarding  the  cough- 
drop  industry  as  it  stands  to-day.  There  is  a  tax  imposed  which 
amounts  to  1  cent.  The  consumer  must  pay  1  cent  wnen  he  pur- 
chases one  package  of  cough  drops,  which  cost  him  5  cents.  This 
tax  was  imposed,  as  the  law  reaas,  amounting  to  1  cent  on  every 
25  cents  or  fraction  thereof,  which,  of  course,  makes  it  1  cent  on 
every  package. 

We  find  to-day  from  records  that  we  have  gathered  that  fully  50 
per  cent  of  the  dealers  throughout  the  United  States  are  not  handling 
cough  drops  on  account  of  the  stamp.  They  refuse  to  be  bothered 
with  it. 
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Senator  Calber.  On  account  of  the  inconvenience  ? 

Mr.  BoDEY.  Yes,  sir.  In  reference  to  the  other  50  per  cent,  at  least 
50,  if  not  morej)er  cent  of  the  balance  are  selling  cough  drops  without 
the  stamp.  We  have  gathered  information  also  to  that  effect.  I 
have  a  brief  here  covering  the  information  which  we  have  gathered 
on  the  subject. 

The  Chairman.  Is  the  brief  a  long  one  ? 

Mr.  BoDEY.  Not  very  long.     I  can  read  it  for  you  if  you  wish. 

The  Chairman.  No.  If  it  will  suit  vou  just  as  well  the  committ^ 
would  prefer  to  have  it  filed  and  it  will  be  printed.  If  you  will  give 
it  to  tne  stenographer  it  will  be  printed  as  your  remarks  on  the 
subject. 

Mr.  BoDEY.  I  wiD  be  very  glad  to  do  that. 

Senator  Calder.  That  will  save  time,  because  all  the  members  of 
the  conmiittee  can  read  it  then.  ' 

The  Chairman.  It  will  save  your  time  and  our  time.  I  can  see 
fully  how  the  Government  is  defrauded  and  the  honest  cough-drop 
manufacturer,  who  sells  his  article  for  what  it  really  purports  to  be, 
is  discriminated  against.  If  that  is  all  your  brief  covers  you  may 
have  it  printed. 

Mr.  Bodey.  We  are  not  asking  to  have  the  tax  removed  entirely, 
but  we  would  like  to  pay  a  tax  as  a  manufacturers'  tax. 

Senator  Calder.  You  are  perfectly  willing  to  have  the  tax  levied 
on  the  basis  of  1  cent  for  every  25  cents'  worm  of  cough  drops.  That 
is  4  per  cent.  If  you  are  paying  a  cent  on  every  5  cents'  worth  you 
are  paying  20  per  cent  instead  of  4  per  cent,  which  the  law  evidently 
meant  to  provide. 

Mr.  Bodey.  The  tax  was  intended  to  be  4  per  cent.  Previons  to 
May  1,  1919»  the  manufacturer  paid  a  tax  of  2  per  cent  on  the  gross 
sales,  and  we  paid  it  monthly  with  a  sworn  statement. 

Senator  Calder.  And  you  were  not  bothered  with  the  stamps  ? 

Mr.  Bodey.  No,  sir. 

Senator  Calder.  And  the  tax  was  paid  by  everybody? 

Mr.  Bodey.  Yes,^ir. 

The  Chairman.  It  is  a  matter  which  a  Treasury  ruling  could  have 
provided  for. 

Mr.  Bodey.  We  foresaw  what  might  take  place,  and  we  tried  to 
have  something  done,  but  had  no  success  with  it. 

I  would  just  like  to  read  one  of  the  affidavits  that  we  have  here: 

For  your  information  I  want  to  report  that  recently  I  personally  visited  38  retail 
stores  in  one  city  for  the  purpose  of  purchasing  lyuden's  cough  drops,  with  the  foUow- 
ing  result: 

I  found  among  this  list  of  stores  13  using  the  stamps,  12  who  were  not  uaing  the 
stamps,  and  13  who  would  not  handle  cough  drops  because  they  had  to  attach  a  stamp 
when  making  a  sale. 

In  12  stores  where  stamps  were  not  attached  I  purchased  a  package  from  each  indi- 
vidual store. 

The  city  is  not  mentioned  in  the  affidavit,  but  for  your  information 
I  will  say  that  it  is  Washington. 

The  Chairman.  Have  the  Government  agents  made  any  effort  to 
prevent  these  illegal  sales  ? 

Mr.  Bodey.  I  understand  they  have.  Many  of  the  dealers  are  for- 
eigners, and  every  now  and  then  we  learn  of  one  being  arrested,  and 
that  of  course  puts  more  of  a  scare  into  the  rest  of  them.  They  quit 
handling  them. 
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3RZE7  OF  W.  H.  LXTDSXr  CO.,  RSADnro,  PA.,  KANITFACTTTEBRS  OF  OOXTOR  S&OPS. 

Hon.  Botes  Pbnbose, 

Chairman  Committee  on  Finance,  United  States  Senate. 

Dear  Str:  We  want  to  submit  for  your  earnest  consideratioii  a. few  facts  pertaining 
to  existins  conditions  that  have  been  brought  about  by  the  present  tax  as  applied  to 
the  sale  of  oou^h  drops — a  tax  so  demoralizing  in  its  present  form  as  to  have  caused, 
-since  its  inception,  a  loss  of  business  of  6T>m  55  per  cent  to  75  per  cent.  To  substantiate 
our  statements  we  attach  ^ort  catechisms,  and  facsimile  letters  for  your  careful 
perusal. 

For  your  enlightenment  cough  drops  are  sold  by  manufacturers  through  jobbers  to 
all  classes  of  vendors,  such  as  drug  stores,  candy  stores,  5  and  10  cent  stores,  department, 
■general,  and  retail  stores.  From  information  obtained  through  advertising  agencies, 
we  learn  that  there  are  approximately,  in  round  fi^ires,  480,000  such  stores,  through 
which  cough  drops  are  sola  to  the  consumer.  In  addition  there  are  about  30,000  fruit, 
news,  and  small  vendors'  stands,  which  will  make  up  a  grand  total  of  over  500.000. 
Of  this  total,  with  the  exception  of  about  50,000  druggists,  these  stores  sell  merchan- 
•dise  such  as  candy,  gum,  iniit,  papers,  magazines,  etc.,  and  other  small  package 
-goods  that  are  not  taxable. 

The  above  fact  will  immediately  bring  to  your  mind  the  prevalent  practice  that  the 
1-cent  stamp  can  easily  be  kept  off  of  a  package  of  cough  drops,  through  ignorance, 
negligence,  or  willfully.  It  is  safe  to  say  that  a  greater  percentage  of  vendors  are  of 
foreign  nationality,  and  those  who  do  not  know  the  law  forget  the  tax,  and  others 
that  might  be  fearful  will  not  handle,  and  through  fear  cause  a  loss  in  the  sale  of  such 
taxable  goods. 

As  near  as  can  be  ascertained  from  manufacturers*  records,  there  were  over 
200,000,000  5-cent  packages  of  cough  drops  sold  annually  in  this  country  before  the 
present  method  of  taxation.  Oiu'  own  sales  to-day  show  a  loss  of  62  per  cent,  -as  com- 
pared to  sales  made  when  the  tax  was  not  in  effect.  We  feel  safe  in  saying  that  the 
flales  of  the  cough  drop  industry  have  suffered  a  loss' of  from  55  per  cent  to  75  per  cent 
because  of  this  very  imwise  legislation. 

Previous  to  May  1,  1919,  when  the  present  stamp  tax  act  was  put  in  effect  thtj 
manufacturer  paid  2  per  cent  monthly  on  their  gross  sales.  The  new  act  imposed  -a 
tax  of  1  cent  on  every  25-cent  purchase  or  fraction  thereof,  which  was  interpreted 
by  the  Revenue  Department  as  a  tax  of  1  cent  on  each  5-cent  package  of  cough  drops, 
which  is  equivalent  to  20  per  cent.    This  20  per  cent  is  16  per  cent  higher  than  the 

f  resent  tax  on  drugs,  or  other  kindred  articles,  which  is  on  the  basis  of  4  per  cent, 
t  might  be  a  point  in  favor  of  the  Government  if  this  revenue* was  beinff  paid  into 
the  Trewttry,  hut  such  is  not  the  case.  A  very  complete  survey  oif  the  country 
to-day  elicits  a  condition  that  50  per  cent  of  former  dealers  are  not  handling  cough 
drops  because  of  theeoctxeme  nuisance  of  affixing  a  stamp  to  the  article;  and  also 
this  survey  shows  the  deplorable  conditian — that  of  the  dealers  who  do  handle  cough 
drops  over  50  percent  do  not  affix  the  stamp,  ]3roving  conclusively  that  while  manu- 
facturers have  sustained  terrible  losses  in  business,  the  Government  is  deprived  of 
a  revenue  so  small  that  the  expense  does  not  warrant  the  collection.  At  present 
rate  of  losses  to  this  industry  a  continuation  of  this  tax  will  mean  only  ruination. 

Please  understand,  Senator,  that  our  purpose  is  not  to  avoid  taxation;  on  the  con- 
trarv,  we  believe  in  a  proper  and  legitimate  tax«  if  emergency  demands.  We  are 
willing  to  pay  a  tax  of  2  per  cent  as  oefore,  or,  if  it  is  absolutely  necessary,  on  the 
«ame  basis  as  the  4  per  cent  drug  tax,  on  a  sworn  statement  of  the  gross  sales  monthly, 
direct  to  the  Government,  enabling  the  Government  to  get  not  only  all  moneys 
due,  without  the  cost  6i  collection,  but  an  amount  considerably  in  excess  of  the 
present  3aeld  of  taxation,  through  an  immediate  revival  of  a  much  depleted  business. 
Realizing  the  importance  what  this  vital  question  means  to  our  industry,  and 
relying  on  youi  fair  treatment  of  the  question,  we  solicit  your  help  and  hope  that 
we  will  receive  your  hearty  support. 
YouTB.  respectfully, 

A.  N.  BoDET,  General  Manager. 

Washington,  D.  C,  May  18, 1921. 
Wm.  H.  Ludbn,  Reading,  Pa. 

Dear  Sir:  For  your  information,  I  want  to  rei)ort  that  recently  I  personally  visited 
38  retail  stores  in  one  city  for  the  purpose  of  purchasing  Luden's  cough  drops,  with 
the  following  result: 

5340a— 21 45 
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I  found  amons  this  list  of  stores  13  using  the  stamps,  12  who  were  not  using  the 
stamps,  and  13  Who  would  not  handle  cough  drops  because  they  had  to  attach  a  stamp 
when  making  a  sale. 

In  12  stores  where  stamps  were  not  attached  I  purchased  a  package  from  each 
individual  store. 

Yours,  very  truly, 

Wii.  Trauty. 

Sworn  and  subscribed  to  before  me  this  18th  day  of  May,  A.  D.  1921. 

[seal.]  Wic.  J.  Goon  BY,  Alderman. 

My  commission  will  expire  January  4,  1926. 


Jersey  Oty,  N.  J.,  Odober  tS,  1919, 
Wm.  H.  Ludbn,  Reading,  Pa, 

Dear  Sir:  We  are  in  receipt  of  your  favor  of  the  20th  in  re^^rd  to  cough  drope,  but 
we  do  not  contemplate  handlmg  these  for  it  is  our  understanding  that  a  revenue  stamp 
is  necessary,  and  this  would  involve  too  much  detail  for  us  to  mindle  the  proposition. 
Yours,  truly, 

Great  Atlantic  &  Pactfic  Tea  Co. 


Denver,  Colo.,  May  t,  1921. 
William  H.  Luden,  Reading,  Pa. 

Gentlemen:  Do  you  realize  just  how  seriously  the  present  tax  arrangement  od 
cough  drops  curtails  the  sale  of  this  item?  We  have  any  number  of  customers  who 
absolutely  refuse  to  sell  or  handle  cough  drops  on  account  of  the  inconvenience  caused 
by  the  necessity  of  affixing  a  stamp  to  eacn  package,  and  all  the  other  red  tape  at- 
tached thereto.  We  believe  that  you  are  doing  everything  in  your  power  to  have 
this  tax  arrangement  removed,  and  we  trust  that  your  efforts  along  these  lines  will  be 
successful,  so  that  our  sales  on  cough  drops  will  be  restored  to  noraud  once  again. 
Yours,  truly, 

J.  S.  Brown  Mercantile  Co. 


CmcAiio,  iu., March  25,  1921, 
Sales  Department: 

In  regard  to  your  letter  of  March  22  in  reference  to  the  cough-drop  situation.  The 
sale  of  coufirh  drop  has  practically  been  eliminated  in  the  small  stores,  as  they  won 't 
bother  about  putting  the  stamps  on  them.  It  has  also  hurt  the  sale  to  this  exigent, 
that  the  customer  doesn't  care  about  paying  the  extra  pennies  for  ^em,  and  there 
are  any  number  of  dealers  from  what  my  customers  tell  me,  who  don 't  put  the  stamp 
on  at  all. 

Any  other  informatioti  that  comes  to  my  attention  later  I  will  write  you  about. 
Yours,  very  truly, 

Ax.  AlATZ. 

Reading,  Pa.,  April  11, 1921. 
Sales  Department: 

While  in  Terre  Haute,  Ind.,  stopped  at  a  lai^  drug  store  on  Wabash  Avenue^ 
which  is  their  main  street,  to  purchase  a  package  of  cough  drops.  I  bought  them 
without  a  revenue  stamp.  I  went  in  unidentified  and  out  the  same  way,  a  p€a*fect 
stranger. 

Yours  respectfully, 

Gboroe  £.  Klopp. 


March  25, 1921. 
Wm.  H.  Luden,  Reading,  Pa. 

Dear  Sir:  Answering  your  circular  letter  of  the  22d  instant,  it  is  impossible  tp 
state  with  poeitiveneas  now  far-reaching  in  its  effect  on  the  sale  of  cough  drops  the 
Government  tax  of  1  cent  per  package  is.  Every  retailer  you  talk  to  condemns  it, 
but  some  are  much  more  venement  in  their  protests  than  others  are.  All  say  it  makes 
a  difference;  some  say  it  has  made  a  big  difference,  and  a  few  say  it  has  killed  the  sale 
entirely  with  them.    The  1-cent stamp  is  not  generally  affixed  to  each  package.    It  is 
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my  experience  that  druggists  quite  generally,  but  retail  confectionery  stores  very 
seldom,  stamp  the  packages. 

If  necessity  of  placing  a  stamp  on  each  package  can  be  avoided  either  through  the 

repeal  of  the  rule  now  in  force  requiring  a  stamp  on  each  package  or  through  the 

absorption  of  the  tax  by  the  manufacturer,  as  is  now  done  on  candy,  I  am  sure  it  will 

increase  the  demand  of  cough  drops  very  materially. 

Inclosed  please  find  two  cards,  such  as  I  use  when  calling  on  the  trade,  as  requested. 

Yours,  very  truly, 

W.  D.  Whttmore. 


Elizabeth,  N.  J.,  March  f5, 19iJ. 
Sales  Defartmekt: 

Answering  yours  of  March  22,  there  is  no  question  that  the  I-cent  tax  on  a  package 
of  cough  drops  has  stopped  a  good  many  retailers  handling  them.  Most  every  jobber 
I  call  on  has  told  me  that  they  have  a  good  many  smau  retailers  that  will  not  be 
bothered  with  them  on  account  of  the  stamp;  this  applies  mostly  to  candy  and  grocery 
stores;  the  drug  trade  does  not  seem  to  kick  so  mucn,  as  so  many  of  their  commodities 
require  stamps. 

S.  £.  Nelson,  of  Portland,  Me.,  was  telling  me  the  last  trip  there  that  there  are  a. 
lot  of  small  countnr  towns  around  there  that  since  the  tax  was  put  on  you  couldn't 
purchase  any  kind  of  cough  drops;  this  applies  generally,  I  feel  certain,  to  most 
country  villages.    Then,  again,  numerous  retailers  never  think  of  putting  the  stamp  on . 

It  certainly  would  help,  if  the  Government  will  not  eliminate  it  entirely,  that  they 
should  allow  the  manufacturers  to  absorb  it. 
Yours,  very  truly, 

R.  CUENOW* 

Reading,  Pa.,  Uardi  tS,  1921. 
H.  R.  Strehi^ 

8ale$  Manager,  Wm.  H,  Luden,  Reading,  Pa, 

Dear  Sir:  In  my  estimation  the  collection  of  a  tax  on  each  sale  of  Luden's  cough 
drops  is  a  farce,  in  that  I  am  of  the  opinion  that  in  many  cases  there  is  no  tax  collected 
and  in  many  cases  where  a  tax  is  collected  the  tax  never  reaches  the  Government. 

Last  Tuesday  Mr.  Luden  purchased  a  box  of  Luden's  at  Palm  Beach,  Fla.;  he  paid 
10  cents  for  it^  but  there  was  no  stamp  on  the  box  and  the  druggist  told  us  that  no 
part  of  the  price  was  for  tax.  The  only  way  to  collect  a  tax  on  cough  drops  is  to 
collect  it  from  the  manufeicturer.  Many  people  do  not  care  to  handle  them  because 
of  the  tax. 

Very  respectfully, 

James  B.  Marsh. 

Seattle,  Wash.,  June  15,  19t0. 
Wm.  H.  Luden,  Reading,  Pa, 

Dear  Sir:  Referring  to  your  favor  of  May  17,  requesting  data  on  matter  pertaining 
to  placing  stamps  on  cough  drops^  some  of  these  questions  are  rather  difficult  to  answer 
owing  to  the  fact  that  jobbers  differ  very  much  in  their  opinions  in  regard  to  same. 
Owing  to  the  fact  that  where  the  most  of  their  trade  was  with  large  stores  and  druggists^ 
this  stamp  did  not  affect  the  sale  very  much,  but  among  the  smaller  stores  it  1^  a 
laree  effect. 

Question  1:  It  is  the  average  opinion  of  the  jobbers  that  the  loss  on  sales  of  Luden's- 
cough  drops  has  been  at  least  25  per  cent. 

Question  2:  We  believe  all  jobbers  have  instructed  the  retailers  with  reference  to 
affixing  the  revenue  stamps  or  at  least  all  retailers  understand  the  necessity  of  affixing* 
this  stamp. 

Question  3:  As  far  as  we  can  learn  all  lobbers  and  retailers  would  prefer  paying  a 
tax  on  cough  drops  same  as  they  do  on  confectionery. 

Question  4:  Tne  retailers  do  not  affix  the  revenue  stamps  to  the  sale  of  rough  drops 
made  in  bulk. 

Question  5:  Many  of  our  jobbers  have  lost  customers  entirely  through  their  not 
wanting  to  bother  with  these  stamps.  Among  the  smaller  stores  tliey  have  no  other 
use  for  stamps  except  for  the  cough  drops,  and  they  prefer  to  lose  the  cough-drop  busi- 
ness rather  than  to  bother  with  stamps  for  this  one  article. 

Question  6:  It  is  the  general  opinion  of  the  jobbers  that  a  smaller  proportion  of  the* 
cough  drops  are  sold  as  confectionery  although  a  great  many  are  bought  for  cough, 
drops  and  then  used  as  confection  after  the  cough  has  been  relieved. 
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It  is  the  writer's  personal  opinion  that  a  great  many  of  the  retail  dea]erB  neglect 
either  intentionally  or  otherwise  to  place  stamps  on  all  sales  of  cough  drops  made. 
Therefore  we  believe  that  if  a  tax  could  be  assessed  on  cough  drops,  the  same  way  it  is 
assessed  on  confectionery  the  Government  would  receive  more  revenue  than  they 
do  under  this  stamp  act. 

If  there  is  any  further  information  that  we  can  give  you  r^arding  these  matten  we 
would  be  glad  to  do  so. 

Trusting  this  gives  you  the  desired  information,  we  remain, 
Yours,  very  truly, 

Harby  M.  Nel  ok  Co. 

Dallas,  Tex.,  AprUtt,  1991. 
W.  H.  LuDEN,  Heading,  Pa. 

Dear  Sir:  In  our  investigation  of  selling  conditions  in  r^ard  to  cough  drops,  we 
find  that  a  great  many  dealers  decline  to  handle  the  goods  entirely  because  of  the 
revenue  stamp. 

The  stands  who  sell  cigars  and  candy  are  especially  annoyed  by  this  stamp,  and 
they  have  just  discontinued  the  cough  drop  entirely. 

We  believe  that  if  this  tax  could  be  added  in  the  way  of  a  bullc  tax,  as  is  done  ia 
candy,  that  it  would  be  less  objectionable. 

It  Is  our  opinion  that  cough  drops  will  sell  again  as  in  the  old  davs  if  the  annoyance 
of  this  tax  can  be  eliminated,  and  we  trust  that  something  can  be  done  in  regard  to  it. 
Yours,  very  truly, 

Jon  es-Penwyb ACKER  Co, 


Brooklyn,  N.  Y.,  March  tSj  1921. 
Mr.  Strehl,  Sale&  Manager, 

Dear  Sir:  In  the  past  week  I  have  made  special  inquiries  among  the  jobbers  in 
the  metropolitan  district,  trying  to  find  out  how  many  of  their  customers  reluae  to  buy 
cough  drops  because  they  axe  compelled  to  put  a  1-cent  stamp  tax  on  same. 

The  jobber  comes  right  back  and  telle  me  that  there  are  about  5  per  cent  of  the 
retailers  who  refuse  to  stock  cough  drops,  owing  to  the  great  amount  of  trouble  they 
hi^ve  in  obtaining  the  stamps. 

The  jobber  also  iniorms  me  that  there  are  between  45  and  60  per  cent  of  their  re- 
tailers who  do  not  apply  the  1-cent  stamp  tax  when  they  sell  a  pacxage  of  cough  drops. 
The  only  time  that  they  apply  the  l-cent  stamp  tax  is  when  they  suspect  the  con- 
sumer to  be  a  Government  insi)ector. 

The  jobber  will  not  give  the  retailer's  name,  nor  street  address,  neither  will  he  tell 
in  what  section  of  the  city  the  retailer  conducts  his  business. 

I  personally  believe  that  if  we  would  mail  a  circular  letter  to  all  our  customers 
requesting  tibem  to  give  us  whatever  information  they  can  about  the  tax  on  cough 
drops,  we  would  receive  some  wonderful  results. 
Yours,  very  truly, 

H.J.Mktz. 

Nashville,  Tenn.,  March  31,  19tl, 
Wm.  H.  Litdbn,  Reading,  Pa. 

Gentlemen:  Some  time  ago  the  writer,  wishing  to  ascertain  what  the  dealers  were 
charging  the  customer  for  Luden's,  wentinto  a  number  of  stores  in  the  city  to  buy  a 
package  of  Luden's. 

We  found  that  some  dealers  sold  the  cough  drops  for  as  little  as  5  cents,  and  there 
were  no  stamps  on  the  package,  others  asked  6  cents,  some  with  and  some  without  the 
stamp. 

One  of  the  large  5  and  10  cent  stores  here  sold  the  writer  a  package  ford  cents  and  no 
stamp.    Some  few  charged  us  10  cents  -per  package,  but  mostly  the  price  was  7  cents. 

If  oy  chance  a  person  fotmd  a  fly  embedded  in  one  of  Luden's  cough  drops,  this 
person  would  no  doubt  mention  to  a  friend  whom  he  might  see  about  to  buy  a  package 
of  Luden's.  The  fly  would  be  a  tangible  detriment  to  Luden's  in  that  man's  mind  as 
long  as  he  lived,  and  he  would  knock  the  sale  every  time  he  could.  But  you  take  the 
matter  of  a  1-cent  tax  being  a  detriment  to  the  sale,  and  it  is  different.  You  are  in  a 
hurry  to  catch  a  car  home  some  wet  night,  you  feel  a  tickjing  in  your  throat.  A  pack- 
age of  Luden's  you  say  to  yourself,  as  you  make  a  dive  to  a  cigar  or  drug  store  to  buy 
said  Luden's.  Meanwhile  you  are  feeling  in  your  pocket  for  the  exact  cnange,  as  you 
Imve  only  a  minute  to  spare.  You  find  a  nickel  and  possibly  one  penny ;  you  know  the 
price  is  7  cents.    What  do  you  do?    You  say  to  yourself,  let  it  go;  1*11  soon  be  home 
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and  get  aome  dry  shoes  and  a  cup  of  hot  coffee  and  that  tk-kJe  will  vanish.  Heeult, 
one  less  box  of  Luden's,  and  multiply  this  a  thousand  times  you  have  a  thousana 
boxes  per  day  less,  and  that  hurta. 

If  the  manufacturer  could  absorb  the  tax,  wc  think  the  sal^  would  double,  and  if  the 
manufacturer  paid  the  tax,  the  Government  would  get  all  of  it.    As  it  is  now,  possibly 
a  third  is  never  paid. 
Yours,  truly, 

Roy  Rascoe  &  Co, 


Denver,  Colo.,  April  IS,  1921. 
Wu.  H..L1TDSN  Co.,  Reading^  Pa, 

Gentlemen:  We  wish  to  advise  that  during  the  past  season  your  cough  drops  have 
not  moved  to  any  extent.  We  have  put  a  great  deal  more  effort  in  our  sales  work  on 
them  than  we  ever  have  in  the  past  and  yet  we  have  accomplished  practically  noth- 
ing. 

To-day  we  have  on  hand  200  boxes  of  your  cough  drops  and  we  feel  that  we  are 
stuck  with  them. 

It  seems  that  a  great  many  of  our  customers  have  discontinued  handling  cough 
drops  due  to  the  fact  that  a  revenue  stamp  has  to  be  attached  to  each  box,  and  the 

Sool  halls  and  the  ^ocery  stores  who  previously  used  a  great  many  boxes  of  cough 
rops  during  the  winter  made  no  attempt  whatever  in  handling  them  with  the  con- 
sequence that  our  sales  did  not  amount  to  nearly  what  they  should  have  been. 

We  received  a  notice  that  there  would  be  no  decline  on  your  cough  drops  for  the 
present.  We  believe  you  mMentioned  the  date  of  May  I,  but  we  feel  sure  a  decline  is 
coming  and  naturally  we  do  not  wish  to  take  a  loss  on  this  stock  if  we  can  possibly 
avoid  it.  Do  you  intend  to  protect  the  jobbers  floor  stocks  on  a  decline  or  are  you 
formulating  any  plan  which  will  in  some  way  relieve  the  jobber  who  is  carrying 
quite  a  stock  of  cough  drops. 

We  would  certainly  like  to  hear  from  you  along  these  lines  at  your  earliest  conven- 
ience as  we  want  to  Know  where  we  are  at  on  this  particular  stock. 
Thanking  you  in  advance  for  your  attention  to  this,  we  are 
Yours,  truly, 

MoREY  Mercantile  Co. 


Reading,  Fa.,  May  $,  19fl, 

1.  What  loss  in  sales  of  Luden's  cough  drops,  if  any,  has  taken  place  in  your  terri- 
tory since  the  change  in  the  law  requiring  the  retailer  to  affix  a  revenue  stamp  on 
sales  made  to  consumer? 

About  25  per  cent. 

2.  About  how  many  jobbers  have  instructed  the  retailers  with  reference  to  affixing 
revenue  stamps  on  all  sales  of  cough  drops  made?  .  -    '  v 

Have  instructed  all  customers.  ,  ' 

3.  What  is  the  general  attitude  of  the  jobber  and  the  retailer  toward  this  stanip  act? 
They  do  not  like  it,  and  think  it  should  be  a  manufacturer's  tax. 

4.  Do  the  retailers  affix  the  revenue  stamp  to  a  sale  of  cough  drops  made  in  bulk? 
Nojand  50  per  cent  do  not  stamp  when  in  packages. 

5.  Have  anv  of  your  jobbers  lost  a  customer  entirely  through  hia  not  wanting  to 
bother  with  the  stamps? 

Fifteen  pe^  cent. 

6.  About  what  proportion  of  cough  drops  do  you  suppose  are  sold  and  used  as  a 
confection  and  not  as  a  coi^h  remedy? 

Ten  per  cent. 

The  Weaver  Costello  Co.,  Pittsburgh,  Pa. 


Reading,  Pa.,  May  6, 19£1, 

1.  What  loss  in  sales  of  Luden's  cough  drops,  if  any,  has  taken  place  in  your  territory 
since  the  change  in  the  law  requiring  the  retailer  to  affix  a  revenue  stamp  on  sales 
made  to  consumer? 

Fifty  per  cent. 

2.  About  how  manv  jobbers  have  instructed  the  retailers  with  reference  to  affixing 
xevenue  stamps  on  all  sales  of  cough  drops  made? 

Have  not  instructed. 

3.  What  is  the  general  attitude  of  the  jobber  and  the  retailer  toward  this  stamp  act? 
They  think  it  should  be  a  manufacturing  tax. 
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4.  Do  the  FetaileTB  affix  the  revenue  stamp  to  a  sale  of  cough  drops  made  in  bulk? 
No. 

5.  Have  any  of  your  jobbers  lost  a  customer  entirely  through  his  not  wanting  to 
bother  with  the  stamps?    • 

Yes;  about  50  per  cent  of  the  small  trade. 

6.  About  what  proportion  of  cough  drops  do  you  suppose  are  sold  and  used  as  a 
confection  and  not  as  a  cough  remedy? 

Thirty-three  and  three-fourths  per  cent. 

Charles  D.  McEwen,  Richmond^  Va, 


Reading,  Pa.,  May  6, 19il. 

1.  What  loss  in  sales  of  Luden's  cough  drops,  if  anv,  has  taken  place  in  your  ter- 
ritory since  the  change  in  the  law  requiring  the  retailer  to  affix  a  revenue  stamp  on 
sales  made  to  consumer? 

Fifty  per  cent. 

2.  About  how  manv  jobbers  have  instructed  the  retailers  with  reference  to  affixing 
revenue  stamps  on  all  sales  of  cough  drops  made? 

^  *Have  all  trade  they  call  on  instructed  regarding  the  stamp,  and  at  least  70  per 
cent  are  selling  with  no  stamp. 

3.  What  is  the  general  attitude  of  the  jobber  and  the  retailer  toward  this  stamp  act? 
This  firm  claims  that  they  will  not  handle  cough  drops  under  present  tax. 

4.  Do  the  retailers  affix  the  revenue  stamp  to  a  sale  of  cough  drops  made  in  bulk? 
No. 

5.  Have  any  of  your  jobbers  lost  a  customer  entirely  through  his  not  wanting  to 
bother  with  the  stunps? 

I    Sixty  per  cent. 

f  6.  About  what  proportion  of  cough  drops  do  you  suppose  are  sold  and  uaed  u  a 
confection  and  not  as  a  cough  remedy? 
Ninety  per  cent. 

Grabbing  Candy  Co.,  PUuhurgh,  Pa, 


Reading,  Pa.,  May  6, 1922, 

1.  What  loss  in  sales  of  Luden's  cough  drops,  if  any,  has  taken  place  in  your  terri- 
tory since  the  change  in  the  law  requiiing  the  retailer  to  affix  a  revenue  stamp  on  sales 
made  to  consimier? 
JTen  per  cent. 

I'  2.  Aoout  how  many  jobbers  have  instructed  the  retailers  with  reference  to  itfRyJTig 
revenue  stamps  on  all  sales  of  cough  drops  made? 
Have  instructed  all  trade. 

3.  What  is  the  general  attitude  of  the  jobber  and  the  retailer  toward  this  stamp  act? 
They  think  it  snould  be  a  manufacturers'  tax. 

4.  Do  the  retailers  affix  the  revenue  stamp  to  a  sale  of  cough  drops  made  in  bulk? 
No. 

5.  Have  any  of  your  jobbers  lost  a  customer  entirely  through  his  not  wanting  to 
bother  with  the  stamps? 

Very  few. 

6.  About  what  proportion  of  cough  drops  do  you  suppose  are  sold  and  uaed  as  a 
confection  and  not  as  a  cough  remedy? 

Ten  per  cent. 

YouNosTowN  Candy  Co.,  Youngstown,  Ohio. 


Reading,  Pa.,  May  6^  19tl. 

1.  What  loss  in  sales  of  Luden's  cough  drops,  if  any,  has  taken  place  in  your  territory 
since  the  change  in  the  law  requiring  the  retailer  to  affix  a  revenue  sUunp  on  sales 
made  to  consumer? 

Twenty  per  cent. 

2.  About  how  many  jobbers  have  instructed  the  retailers  with  reference  to  affixing 
revenue  stamps  on  all  sales  of  cough  drops  made? 

Have  not  instructed. 

3.  What  is  the  general  attitude  of  the  jobber  and  the  retailer  toward  this  stamp  act? 
Think  it  should  be  a  manufacturer's  tax. 

4.  Do  the  retailers  affix  the  revenue  stamp  to  a  sale  of  cough  drops  made  in  bulk? 
No. 
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5.  Have  any  of  your  jobbers  lost  a  customer  entirely  through  his  not  wanting  to 
bother  with  the  stamps? 

Five  per  cent. 

6.  About  what  proportion  of  cough  drops  do  you  suppose  are  sold  and  used  as  a 
<x>nfection  and  not  as  a  cough  remedy? 

Fifty  per  cent. 

Paul  Weill,  Richmond,  Va, 

Readinq,  Pa.,  May  6, 1921, 

1.  What  loss  in  sales  of  Luden's  cou^h  drops,  if  any,  has  taken  place  in  your  terri- 
tory since  the  change  in  the  law  requiring  the  retailer  to  affix  a  revenue  stamp  on  sales 
maide  to  consumer? 

Twenty  per  cent. 

2.  About  how  manv  jobbers  have  instructed  the  retailers  with  reference  to  affixing 
revenue  stamps  on  all  sales  of  cough  drops  made? 

Have  instructed  all  customers. 

3.  What  is  the  general  attitude  of  the  jobber  and  the  retailer  toward  this  stamp  act? 
They  do  not  like  it,  and  think  it  should  be  a  manufactiurers'  tax. 

4.  Do  the  retailers  affix  the  revenue  stamp  to  a  sale  of  cough  drops  made  in  bulk? 
No. 

5.  Have  any  of  your  jobbers  lost  a  customer  entirely  through  his  not  wanting  to 
bother  with  tne  stamps? 

Yes;  a  great  many. 

6.  About  what  proportion  of  cough  drops  do  you  suppose  are  sold  and  used  as  a  con- 
fection and  not  as  a  cough  remedy? 

Fifty  per  cent. 

J.  E.  McKee  Co.,  Pittsburgh,  Pa. 


Reading,  Pa.,  May  6, 19S1. 

1.  What  loss  in  sales  of  Luden's  cou^h  drops,  if  any,  has  taken  place  in  your  terri- 
tory since  the  change  in  the  law  requiring  the  retailer  to  affix  a  revenue  stamp  on 
flales  made  to  consumer? 

Twenty-five  per  cent, 

2.  About  how  many  jobbers  have  instructed  the  retailers  with  reference  to  affixing 
revenue  stamps  on  all  sales  of  cough  drops  made? 

Did  not  instruct. 

3.  What  is  the  general  attitude  of  the  jobber  and  the  retailer  toward  this  stamp  act? 
They  think  it  should  be  a  manufacturers'  tax. 

4.  Do  the  retailers  affix  the  revenue  stamp  to  a  sale  of  cough  drops  made  in  bulk? 
No. 

5.  Have  any  of  your  jobbers  lost  a  customer  entirely  through  his  not  wanting  to 
bother  with  the  stamps? 

Twenty-five  per  cent. 

6.  About  what  proportion  of  cough  drops  do  you  suppose  are  sold  and  used  as  a 
confection  and  not  as  a  cough  remedy? 

Fifty  per  cent. 

Carson  J.  Smith,  YouTigstotvn,  Ohio. 

8TATEHEKT  OF  J.  S.  BATES,  POUOHKEEPSIE,  N.  T.,  BEPBESBNT- 
INO  SMITH  BBOS.,  COUGH-DBOP  MAinTFACTXJBEBS. 

The  Chairman.  Do  you  desire  simply  to  repeat  what  Mr.  Bodey 
has  stated  ? 

Mr.  Bates.  I  have  it  in  a  little  different  form.  I  simply  want  to 
read  a  two-page  letter. 

My  name  is  J.  S.  Bates,  Poughkeepsie,  N.  Y.,  representing  Smith 
Bros,  on  the  question  of  taxing  cough  drops.  I  will  eliminate  the 
first  paragraph  of  the  letter. 

The  Chairman.  What  is  the  substance  of  your  letter  ?  You  can 
state  the  substance  and  have  it  printed. 

Mr.  Bates.  There  is  one  place  here  that  I  think  you  might  want 
to  ask  me  a  question  or  two  about. 
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The  Chaisuax.  Go  ahiead^  then,  and  read  it. 
Mr.  Bates  (reading) : 

When  the  tax  was  first  placed  on  cough  drops  (law  of  1917),  it  wae  2  per  cent  of 
the  manufacturers'  sales.  This  did  not  interfere  in  any  way  with  the  businees. 
When  the  law  was  changed  (sec.  907,  law  of  1918)  it  was  int^ided  to  double  this  tax, 
or  make  it  4  per  cent  of  the  sales. 

I  think  that  every  one  of  the  members  of  the  Ways  and  Means 
Committee  intended  to  do  it  at  that  time. 

Instead  of  that  the  law  was  worded  1  cent  for  every  25  cents  or  fraction  thereof  on 
the  retailer's  sale.  A  similar  article  sold  by  the  same  class  of  vendors  was  raised  only 
from  2  to  3  per  cent  of  the  manufacturer's  sales.  With  our  cough  drops  selling  for 
5  cents,  it  made  tlie  tax  1  cent  for  each  5-cent  packafre,  or  a  20  per  cent  tax,  \(hicb 
is  larger  than  almost  anv  other  tax  under  the  present  faw. 

We  find  in  practice  this  tax  is  difficult  to  collect  on  account  of  the  fact  that  a  laige 
number  of  vendors  are  of  foreign  birth  and  do  not  imderstand  afHxing  the  stainps. 
The  result  is  that  some  of  them  have  been  arrested,  which  caused  them  to  discon- 
tinue the  sale  of  cough  drops.  On  the  other  hand,  a  large  percentage  of  vendors  who 
handle  the  cough  drops  do  not  stamp  the  package.  We  have  this  week  had  229  pack- 
ages of  cough  drops  purchased  in  three  large  cities,  and  128,  or  56  per  cent,  had  no 
stamps.  We  find  in  the  small  cities  and  rural  stores  that  they  make  no  pretense  of 
stamping  them.    However,  in  most  places  they  charge  for  the  stamps. 

Senator  Sutherland.  They  charge  for  the  stamp  but  do  Bot  affix 
the  stamp  ? 

Mr.  Bates.  They  charge  7  cents,  because  those  l^itimate  stores, 
that  do  stamp  them  ^et  7  cents — and  then  they  fail  to  put  the  stamp 
on.     [Continuing  reading:] 

We  are  attaching  herewith  three  affidavits  made  by  the  men  who  purchased  theoe 
229  packages,  128  of  which  were  not  stamped  when  purchased. 

Following  are  the  figures  showing  the  snrinkage  in  our  sales  since  the  stamp  tax 
has  been  in  effect;  also  the  sales  for  the  yeur  before  the  stamp  tax  was  in  operation^ 
(That  was  not  a  record  year,  however,  as  we  could  not  obtain  enough  sugar  to  operate 
our  plant  100  per  cent.) 

Sales  first- four  months  1919 — ^11,150  cases  (2,000  packages  each);  no  stamp  tax. 
Sales  fint  four  months  1920 — 7,458  cases  (2,000  packages  each);  with  stamp  tax. 
Sales  first  four  months  1921 — 1,580  cases  (2,000  packages  each);  with  stamp  tax. 

In  the  first  four  months  of  this  year  we  made  and  sold  1  ,&80  cases  of  cou|^  drops,, 
or  3.160,000  packages.  If  the  Government  had  received  1  cent  for  each  package  tbey 
would  have  $31,600.  In  the  first  four  months  of  the  year  before  the  stamp  tax  went 
into  effect  we  made  and  sold  11,150  cases  and,  figured  at  tonlay's  price  oif  $1.16  per 
box  of  40  packages,  it  amounts  to  $646,700,  and  at  the  rate  of  4  per  cant  on  our  gross 
sales  the  tax  would  amount  to  $25,868,  which  the  Govienunent  would  actually  cet  in 
cash,  with  no  stamp  expense  or  collection  expense^  On  the  other  hand,  if  omy  44 
per  cent  of  the  stores  are  stamping  the  packages,  which  we  have  provea,  tli»Gavem- 
m«it  really  received  only  $13,904,  whick  is  $11,964  less  than  the  4  per  cent  tax  would 
have  amounted  to. 

We  are  firmly  convinced,  therefore,  that  in  justice  not  onlv  to  tha  maaufactuzara 
but  to  the  Government  it  would  be  advi^ble  to  return  to  the  old  method  of  tax,  namely 
a  direct  tax  on  the  manufacturers*  sales.  This  would  relieve  the  already  overbur- 
dened treasury  department  and  bring  a  greater  net  revenue  to  the  Government.  It 
would  also  re^dve  a  once  prosperous  industry  which  did  business  throughout  the 
country. 

If  the  tax  it,  paid  by  the  manufacturer,  it  will  immediately  increase  the  number  of 
outlets  for  selling  the  product-  Chain  stores,  grocery  stores,  5  and  10  cent  stores, 
news  stands  and  cigar  stores  will  immediately  reinstate  cough  drops,  giving  a  hiTger 
turnover  and  volume. 

We  have  two  concerns,  the  Atlantic  &  Pacific  Tea  Co.,  and  the 
Anjerican  Stores^  8,200  stores,  who  will  give  us  an  order  any  time 
we  can  get  the  stamp  tax  taken  off. 

Senator  Caldeb.  They  will  not  bother  with  stamps  ? 

Mr.  Bates.  No,  sir. 


Senator  Calpeb.  And  th^  reason  is  that  they  handle  no  other 
conunodity  that  is  stamped,  and  they  will  not  take  up  that  line  ? 

Mr.  Bates.  In  th«  groceries  and  candy  stores  they  have  no  use  for 
stamps  except  on  cough  drops.  We  do  not  have  a  large  sale  at  any 
one  place,  but  we  have  about  650,000  retail  stores,  and  if  they  sell 
a  mtckage  a  day  it  means  a  factory. 

The  (SiAiKMAN.  I  think  there  is  a  case  made  out  here. 

Senator  Sutherland.  Yes. 

Mr.  Bates  (contmuing  reading) : 

We  operate  two  factories,  each  haviog  a  capacity  of  500»000  packages  a  day,  or  a 
combined  capacity  of  1,000,000  packages  per  day.  Ordinarily  we  employ  about  250 
people  in  our  factor ies  and  a  sales  force  of  30  men.  At  present  we  have  about  15 
people  in  our  two  factories  and  only  about  6  traveling  men. 

We  are  attaching  herewith  copies  of  49  letters  that  we  have  received  during  the  past 
year  from  merchants  from  all  points  of  the  United  States  (thetfe  came  to  us  unsolic- 
ited) complaining  that  the  tax  interfered  with  the  sale  of  ( ough  drops.  The  ormnal 
letters  are  on  file  at  the  office  of  Congressman  Hamilton  Fish,  jr.,  \\aahington,  D.  C. 

Please  bear  in  mind  we  are  not  trying  to  dodge  the  payment  of  taxe^  but  ask  that  a 
fair  tax  be  impoped--one  that  would  not  ruin  our  bumnese  as  the  stamp  tax  is  now 
doing — but  which  wouM  allow  up  to  expand.  As  we  increase,  under  the  proposed 
new  plan,  the  Government's  revenue  will  al^o  increase  and  without  any  collection 
expense. 

We  ask  that  cough  drops  in  packages  be  taken  out  of  section  907  of  the  revenue  act 
of  1918  and  be  given  a  suosection  under  section  900  and  that  a  4  per  cent  tax  be  levied 
on  the  gross  s»}e^  of  the  manufacturer. 

Senator  Calder.  Just  one  question,  Mr.  Bates.  If  you  put  up 
your  cough  drops  in  25-cent  packages  you  would  pay  1  cent  tax  i 

Mr.  Bates.  One  cent  tax. 

Senator  Calder.  Dividing  a  25-cent  package  into  five  packages 
you  pay  5  cents. 

Mr.  Bates.  We  do  not  pay  it.  The  consumer  is  supposed  to  pay 
it,  but  the  Government  is  not  getting  it. 

Senator  Calder.  But,  again,  the  business  has  been  damaged  by  it  t 

Mr.  Bates.  The  general  stores  through  the  States  of  Kentucky  and 
Tennessee  handle  cough  drops,  and  we  have  had  cough  drops  re- 
turned to  us  with  1  cent  postage  stamps  on.  They  were  cough 
drops  that  had  been  in  stock  so  long  that  they  spoiled.  They  are 
using  postage  stamps.  In  1917  as  the  law  was  m  effect  then  we 
paid  2  per  cent. 

Senator  Calder.  I  think  you  have  covered  the  case  fully. 

Mr.  Bates.  Furthermore,  this  4  per  cent  will  not  be  addfed  to  our 
price.    We  can  absorb  4  per  cent  and  leave  our  price  alone. 

Senator  Calder.  But  you  can  not  absorb  20  per  cent  ? 

Mr.  Bates.  No;  we  could  not  absorb  that. 

Senator  Sutherland.  These  packages  are  intended  to  be  s(Ad  at 
5  cents  each  ?  .  ^ 

Mr.  Bates.  Yes,  sir;  packages  of  this  kind  [producing  several 
packages  of  cough  drops]. 

Senator  Sutherland.  As  a  matter  of  fact,  with  the  1  cent  tax 
added  they  are  sold  at  7  cents  ? 

Mr.  Bates.  They  are  sold  at  7,  8,  and  9  cents. 

Senator  Sutherland.  For  how  much  are  they  sold  with  the 
tax  taken  off  ? 

Mr.  Bates.  It  will  reduce  them  to  a  nickel,  because  we  have 
made  our  price  so  that  they  sell  them  for  a  nickel. 
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Senator  Sutherland.  So,  as  a  matter  of  fact,  the  consumer  is 
paying^rom  2  to  3  cents  more — 

Mr.  JBates.  What  they  can  get.  We  fix  our  price.  It  has  always 
been  a  5  cent  package,  and  we  sell  it  so  that  there  is  plenty  of  profit 
for  the  jobber  and  plenty  of  profit  for  the  retailer  if  they  stiU  sell 
them  for  5  cents,  if  the  stamp  tax  is  taken  oflf.  We  do  not  bother 
to  print  the  price  on  there,  oecause  if  the  purchaser  pays  a  cent 
stamp  tax  he  will  write  to  us  and  say,  "It  is  6  cents."  They  do  not 
understand  the  stamp  tax. 

The  loss  to  the  Government  on  our  concern  alone  amounts  to 
$15,000  or  $20,000  in  four  months.  We  are  not  trying  to  dodge  the 
tax.  We  are  trying  to  get  it  so  that  it  will  not  kill  our  business. 
We.  have  got  to  have  volume  in  order  to  make  our  business  pay.  We 
sell  to  news  stands,  bootblack  stands,  general  stores,  candy  stores,  and 
drug  stores.  If  each  single  store  sells  one  package  a  day  it  will  keep 
our  factory  going. 

The  Chairman.  Are  these  pictures  on  the  box  good  likeness^  of 
the  Smith  brothers  ? 

Mr.  Bates.  Yes,  sir;  as  they  were. 

(The  letters  referred  to  are  as  follows :) 

New  York,  May  20 ,  J9SJ. 
Smith  Bbos.  (Inc.),  Poughluepsie^  N,  Y, 

Dear  Sirs:  I  have  called  on  46  retail  candy  dealers  in  New  York  City  and  pur 
chafed  from  each  a  package  of  Smith  Brothers  couRh  drops;  38  of  them  were  sold  to  me 
without  a  revenue  stamp,  and  the  balance,  8  packages,  were  stamped  with  a  1  cent 
revenue  stamp. 
Paid  6  cents  for  stamped  packages;  5  cents  for  unstamped. 
I  am  certifying  to  this  before  a  notary  public. 
Very  truly, 

Rob't  Coleman. 

State  op  New  York,  County  of  New  York^  ss: 

On  the  20th  day  of  May,  1921,  before  me  personally  appeared  Robert  Coleman,  to 
me  known,  and  known  to  me  to  be  the  individual  described  in  and  who  executed  the 
foregoing  certificate,  and  he  thereupon  duly  acknowledged  to  me  that  he  executed 
the  same. 

[seal.]  Frederick  Kohlenberger, 

Notary  Public, 


State  of  Ohio,  Cuyahoga  County ^  w; 

This  is  to  certify  that  the  writer  has  purchased  100  packages  of  Smith  Bros,  coiigh 
drops  from  as  many  retailers  and  found  63  of  them  bearing  stamp  tax,  the  remaining 
3?  without. 

A.  R.  BiXBT. 
Witness: 

L.  F.  Bauer. 
A.  Browne. 

State  of  Ohio,  Cuyahoga  County,  sa: 

Before  me.  a  notary  public  in  and  for  said  county,  personally  appeared  A.  R.  Bixby, 
who  certifies  that  the  above  is  true  to  the  best  of  his  knowledge  and  belief. 
Cleveland,  Ohio,  May  19,  1921. 
[seal.]  Laura.  £.  Johnson,  Notary  Puhlic, 
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Chicago,  May  18, 1921. 
Smith  Bros.  (Inc.),  Poiighkeefsie,  N.  Y, 

Gentlemen:  The  writer  has  called  on  83  confectionery,  tobacco,  and  drug  stores 
in  various  parts  of  Chicago,  and  has  purchased  from  them  83  packages  of  Smim  Bros, 
cough  drops.    Of  the  amount  purchased  only  30  packages  had  the  revenue  stamps 
affixed,  whereas  53  packages  were  sold  to  me  without  any  tax  whatsoever. 
Yours,  very  truly, 

C.  H.  Meibter. 
Sworn  to  before  me  this  day,  May  18, 1921. 

[seal.]  D.  Smith. 

Toledo,  Ohio,  Mcarch  ftS,  1921. 
Smith  Bros.  (Inc.),  Pougkktepsie,  N,  Y. 

Gentlemen:  Your  favor  of  the  18th  received  and  we  agree  with  you  there  has  been 
a  lull  in  the  cough  drop  business,  and  our  experience  is  that  it  has  covered  more  than 
two  weeks. 

From  the  reports  of  our  salesmen,  the.  trouble  with  the  cough  drop  business  is  the 
tax.  The  retailers  in  a  great  many  cases  will  absolutely  not  stock  the  goods  because 
they  do  not  care  to  be  bothered  with  this  tax  business.  Of  course  this  is  nothing  that 
either  you  or  we  can  do  anything  about  at  the  present  time,  unless  we  might  shoot  a 
few  Democrats. 

We  will  ask  that  you  do  not  stop  at  10  cases  in  relieving  us  of  our  stock,  because  our 
men  are  absolutely  selling  nothing,  and  any  stock  that  you  can  move  for  us  at  all  will 
certainly  be  appreciated. 
Yours,  very  truly, 

Smith-Kirk  Candy  Co. 


Keno,  Nbv.,  January  25, 1921. 
Smith  Bros.  (Inc.)»  Poughheepne,  N.  Y. 

Gentlemen:  I  wish  >[ou  would  cancel  the  rest  of  my  orders  as  I  have  enough  on 
hand  for  the  season  and  if  you  send  any  more  they  will  be  on  my  hands  till  next  fa)L 
The  grocery  stores,  who  were  my  best  customers,  quit  handling  them  on  account  of 
the  stamps. 
Thanking  you  for  past  favors,  I  remain, 
Yours,  truly, 

A.  B.  Manheim. 


Toledo,  Ohio,  December  17, 1920. 
Smith  Bros.  (Inc.),  Poughheepne,  N.  Y. 

Gentlemen:  We  have  an  overstock  on  Smith  Bros,  cough  drops  and  would  like  to 
dispose  of  10  cases. 

We  notice  that  you  guarantee  your  price  till  May  1,  1921,  which  ends  the  cough- 
drop  season  and  means  that  whatever  stock  is  on  hand  after  Ma^  1  you  do  not  care  to 
protect  and  the  jobber  is  stuck.  Therefore  we  would  ask  that  if  you  have  anywhere 
m  your  territory  an  opportunity  to  ship  10  caees  of  Smith  Bros,  cough  drope  for  us 
we  certainly  will  appreciate  it.        ^ 

Our  reason  is  this,  that  since  the  internal  revenue  office  have  rendered  the  decision 
that  it  is  necessary  to  stamp  with  a  1-cent  stamp  all  cough  drops  we  find  that  our  big 
outlet  have  about  decided  to  turn  the  business  over  to  the  drug  stores. 

As  we  have  hundreds  of  grocers  who  carry  nothing  in  their  stock  that  requires 
stamps,  they  will  not  be  bothered  going  the  revenue  office  and  buying  forty  1-cent 
stamps  to  put  on  a  box  of  cough  drops,  and  they  are  passing  up  the  business. 

We  also  note  a  very  rapid  hurry  oh  the  part  of  a  lot  of  manufacturers  to  get  back 
again  on  the  old  5-cent  and  10-cent  basis  and  there  is  no  chance  to  do  so  with  cough 
drops  at  your  present  jobbers'  price. 
Yours,  very  truly, 

The  Berdan  Co. 


Wellsville,  N.  H.,  November  29,  1919. 
Smith  Bros.,  Poughkeepde,  N.  Y: 

Will  you  please  not  ship  us  any  more  cough  drops  until  further  notice  from  us. 
At  our  salesmen  meeting  to-day  the  men  stated  that  customers  were  objecting  to 
attaching  stamps,  and  when  they  closed  out  the  present  stock  they  were  going  to  dis- 
continue handling  cough  drops,  so,  unless  our  customers  change  their  minds,  our  stock 
will  last  for  a  long  time. 

Yours,  truly,  Scoville,  Brown  &  Co. 
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Chicaqo,  III.,  May  f7,  1920. 
Smith  Bbos.  (Inc.))  PoughkeepsUf  N.  Y. 

Gbntlbmen:  Your  representative  recently  called  upon  us  to  solicit  our  order  for 
next  season's  requirements  of  Smith  Bros,  cough  drops,  and  we  discussed  with  him 
tb«  Federal  tax  question,  requiring  the  retailer  to  purchase  and  place  upon  all  pack- 
ages of  your  product  stamps  when  making  sales  to  consumers. 

In  the  matter  of  imposing  a  stamp  tax  on  a  product  of  this  nature,  we  believe  you 
are  warranted  in  having  a  review  by  Federal  authorities  on  the  ground  that  your 
product  is  a  candy  or  candy  lozenge,  specially  flavored,  and  should  not  be  classed  as 
a  medicine.  Incidentally,  we  desire  to  state  it  is  quite  certain  that  many  of  our 
customers  have  discontinued  handling  your  products  because  of  the  stamping  feature, 
supported  by  the  belief  that  the  cost  of  stamp,  the  effort  of  placing  on  package  is  not 
warranted  when  classing  your  product  with  other  candies  o!  like  nature  that  require 
no  stamp. 

We  shall  be  pleased  to  hear  from  you  on  this  question  at  your  early  convenience. 
Yours,  very  truly, 

Reid,  Murdock  &  Co. 


Los  Angeles,  Calif.,  June  f5,  19S0, 
SMrrH  Bros.,  Poughkeepaie,  N,  Y. 

Gentlemen:  At  various  times  we  have  discussed  with  your  representatives,  Spohn- 
Oook  Co.,  the  status  of  Smith  Bros,  cough  drops. 

It  has  been  our  experience  that  where  we  distributed  quite  a  volume  of  Smith 
Bros,  cough  drops  tlirough  the  retail  grocers,  that  the  volume  of  business  that  we  used 
to  enjoy  nas  shrunk  considerably.  In  our  opinion  this  ia  largely  accounted  for  by 
the  fact  that  retail  grocers  will  not  put  the  stamps  on  the  packages  and  in  a  great 
many  cases  they  sell  the  goods  without  stamping  tnem,  while  in  other  instances  they 
will  not  be  bothered  and  simply  discontinue  handling  the  article. 

With  the  retail  druggists,  he  is,  of  course,  more  famuiar  with  the  necessity  of  stamp- 
log  his  proprietary  goods,  and  there  is  not  such  trouble  through  this  channel. 

It  is  our  belief  that  if  the  tax  on  Smith  Bros,  cough  drops  were  repealed,  the  volumo 
of  your  business  would  be  largely  increased. 
Yours,  very  truly, 

Haas,  Baruch  &  Co, 


Cambridob,  Mass.,  May  17,  19tO, 
H.  I.  Whitghbr,  Allston,  Mass, 

Dear  Sir:  We  presume  that  you  know  that  many  small  dealers  including  grocers^ 
confectioners,  fruit  dealers,  cigar  and  tobacco  dealers,  etc.,  do  not  know  that  the  law 
requires  them  to  put  a  stamp  on  cough  drops.  We  wonder  if  you  do  know  that  many 
of  these  dealers  are  refusine  to  handle  cou^  drops  as  soon  as  they  are  informed  that 
they  must  stamp  each  pacKage  before  selling. 

We  are  writing  you  in  hope  that  you  or  your  house  may  be  able  to  do  somethin?  to 
correct  this  matter.  The  amount  of  sales  that  we  are  losing  is  hard  to  determine,  but 
it  is  considerable. 

Trusting  that  we  may  hear  from  you  soon  in  regard  to  this  matter,  we  remain, 
Yours,  respectfully, 

L.  J.  Fosa  Co. 


San  Francisco,  Calif.,  June  7, 1920. 
Smfth  Bros.  (Inc.),  Poughkeepnet  N,   K 

Gentlemen:  Would  you  kindly  inform  us  if  it  is  still  necessary  for  our  customers 
to  put  a  stamp  on  your  packages  of  cough  drops  before  tihey  can  sell  the  stune?  Every 
day  we  receive  inquiries  from  customers  asking  us  if  It  is  necessary.  If  so  we  feel 
that  this  law  should  be  repealed,  as  it  hurts  the  sale  of  your  cough  drops.  The  retailers 
refuse  to  go  to  the  trouble  of  buying  the  stamp^  and  putting  the  same  on  the  package. 
Yours,  very  truly, 

William  Clufp  Co. 
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San  Francisco,  Calif.,  June  7,  1920. 
Smith  Bros.  (iNC.)f  PoughkeepsUy  N.  Y, 

Gentlemen:  We  wish  to  call  your  attention  to  the  unreasonable  tax  on  Smith  Bros.' 
cough  drops.  There  is  no  doubt  that  this  annoyance  has  caused  many  of  our  cus- 
tomers to  abandon  the  sale  of  Smith  Bros.'  cough  drops,  and  we  feel  that  in  justice 
to  yourselves  you  should  be  apprised  of  these  circumstances,  which  are  seriotisly 
affecting  the  trade  on  your  products. 
Yours,  truly, 

t  Hooper  &  Jennings. 


San  Francisco,  Calif.,  June  7, 1920. 
Smith  Bros.  (Inc.),  Poughkeepncy  N.  Y. 

Gentlemen:  Would  it  not  be  possible  for  you  to  eliminate  the  necessity  of  putting 
a  stamp  on  vour  packages  of  cough  drops? 

The  retailer  seriously  objects  to  this  and  in  many  instances  is  ienorantof  the  neces- 
sity of  affixing  them  to  the  package,  and  therefore  unintentionally  violates  the  laws. 
We  feel  that  this  works  to  great  disadvantage  in  the  sale  of  your  article. 
Yours,  truly, 

A.  Nasser  Candy  Co. 


Jacksonville,  Fla.,  May  26,  1920. 
Southern  Confectionery  Co., 

Knoocvillej  Tenn. 

Gentlemen:  As  southern  distributors  of  Smith  Bros.*  cough  drops,  we  are  writing 
to  ask  that  you  use  your  influence  with  the  authorities  at  Washington  to  have  the 
stamp  tax  of  1  cent  per  package  on  Smith  Bros.*  cough  drops  repealed. 

We  feel  that  this  is  a  very  unJHSt  tax  and  one  that  is  difficult  to  collect.  The  law  ia 
either  being  evaded  to  a  very  great  extent  or  the  merchants  are  refusing  to  hax^le 
a  5-<cent  cough  drop  which  requires  to  be  stamped,  on  account  of  the  trouble  necessary. 

We  believe  that  it  is  unjust  to  tax  any  preparation  or  confection  which  is  sold  for  less 
thim  25  cents  per  package. 
Yours,  very  truly i 

The  Groover  Stewart  Drug  Co. 


Sah  Frakoisgo,  Calif.,  June  10, 1920. 
Smith  Bros.  Co.,  PougJikeepsie,  N.  Y. 

Gentlemen:  We  are  wondering  if  there  is  not  some  way  by  which  you  could  elimi- 
nate the  complaint  on  the  partofthe  retailers  covering  the  question  of  sticking  Govern- 
ment stamps  on  every  package  of  cough  drops. 

Many  of  the  retailers  who  used  to  carry  cough  drops  are  reusing  to  carry  them, 
owing  to  the  fact  that  they  have  to  stick  a  stamp  on  for  each  sale  made  and  sometimes, 
throi^h  an  overnight,  it  might  cause  trouble. 

We  feel  that  undoubtedly  there  is  some  way  by  which  this  inconvenience  could 
be  overcome,  and  any  assistance  on  your  part  towam  effecting  this  will  be  appreciat«Hl 
by  the  trade. 

Yours,  very  truly, 

Tillmann  &  Bender  (Inc.). 


New  York,  May  25, 1920. 
RoBT.  Coleman, 

New  York  City,  N,  Y. 

Dear  Sir:  It  has  come  to  my  notice  that  the  majority  of  the  smaller  drug  stores 
do  not  affix  war- tax  stamps  on  Smith's  cough  drops,  for  which  you  are  the  agent.  This 
interferes  with  our  sales,  since  when  we  try  to  collect  1  cent  extra,  which  represents 
20  per  cent  of  the  cost,  they  refuse  to  purchase. 

Personally,  I  think  the  tax  exhorbitant  and  unjust,  but  if  the  law  applies  it  should 
be  enforced  on  all  druggists. 
Yours,  truly, 

BeNDINER  <&    SCHLEi^INGER. 
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Detroit,  Mich.,  May  25,  19f0. 
Smith  Brothers  (Inc.),  Poughkeepsie,  N".  Y. 

Gentlemen:  Owing  to  the  fact  that  about  75  per  cent  of  the  retailers  are  not  at- 
taching war  stamps  for  the  6  per  cent  tax  it  greatly  reduces  the  sale  of  cough  drops. 
We  would  suggest  that  you  ^t  in  touch  with  Washington,  making  it  possible  tor 
you  to  absorb  the  tax  and  add  it  onto  price,  thereby  equalizing  competition. 

We  believe  the  Government  would  be  ahead  financially,  as  most  of  the  retailers 
do  not  attach  stamps. 
Trusting  you  will  do  what  you  can  on  this  matter,  we  remain, 
Yours,  very  truly, 

L.  Sghiapfacasse  &,  Co. 


Valdosta,  Ga.,  May  22,  1920. 
E.  F.  Conner, 

Southern  Confectionery  Co.,  Knoxville,  Tenn. 

Dear  Sir:  As  factory  representative  of  Smith  Bros.  (Inc.),  manufacturers  of  Smith 
Bros,  cough  drops,  there  is  a  little  matter  we  wish  to  bring  to  your  attention.  We 
refer  to  the  inconvenience  required  of  our  trade  of  stamping  a  package  of  cough  drops. 

The  retail  sale  is  a  small  one  in  each  case  and  some  of  the  smaller  stores  in  countr>' 
places  do  not  carry  out  the  law  because  they  can  not  conceive  of  a  confection  like  this 
requiring  a  stamp.  We  would  be  glad  if  you  would  take  this  up  with  your  represen- 
tative in  Washington  and  try  to  have  this  tax  removed.  The  main  purpose  in  view 
would  be  that  the  smaller  dealers  are  not  carrying  this  out  anyway  and  we  do  not 
believe  that  the  Government  intended  to  classify  these  goods  as  a  proprietary  medicine. 

Anything  you  can  do  for  us  along  this  line  will  be  very  much  appreciated. 
Yours,  tnily, 

Mashburn  Drito  Go. 

New  Orleans,  La.,  May  18, 1920. 
Smfth  Bros.,  Poughkeepttie,  N.  F. 

Gentlemen:  Re^rding  the  tax  on  cough  drops  we  certainly  hope  that  the  manu> 
facturers  of  saine  will  be  successful  in  getting  Congress  to  repeal  taxation  thereon. 

We  estimate  in  our  territory  that  60  per  cent  or  more  of  the  retailers  who  handled 
cough  drops  last  season  disposed  of  same  without  stamps,  as  they  were  not  aware  of 
ihe  fact  that  cough  drops  were  subject  to  taxation.  Many  of  the  retailers  who  knew 
that  coneh  drops  were  subject  to  tax  would  not  handle  same.  Those  retailers  were 
principally  retail  grocers,  fruit  stands,  and  confectionery  stores.  As  you  know,  this 
class  of  trade  sell  quite  a  quantity  of  cough  drops,  aitd  as  their  other  lines  are  not  sub- 
ject to  taxation  they  do  not  want  to  go  to  the  trouble  of  buying  stamps  to  sell  cough 
drops. 

We  believe  that  unless  this  consumers  tax  is  repealed  on  cough  drops,  our  sales 
will  be  greatly  curtailed,  for  reasons  as  stated  above.  We  do  not  believe  that  it  is 
fair  to  tax  cough  drops  while  other  confections,  such  as  fruit  tablets,  mints,  and  chew- 
ing gum  which  sell  to  the  same  class  of  trade  who  cater  to  cough  drops,  are  not  being 
subjected  to  tax. 

With  very  kind  r^ards  and  best  wishes,  we  are. 
Yours,  very  truly, 

The  Stockton  Co. 


Denver,  Colo.,  May  20,  1920. 
Smith  Bros.,  Poughkeepsie,  N".  F. 

Gentlemen:  It  is  quite  evident  to  the  writer  that  we  will  be  unable  to  secure  for 
you  the  volume  of  business  on  Smith  Bros,  cough  drops  for  the  season  of  1920-21  that 
we  have  in  the  past. 

Many  of  our  jobbers  are  carrying  over  considerable  stock  and  they  attribute  thi? 
invariably  to  the  fact  that  dealers  are  not  inclined  to  handle  cough  drops  on  account 
of  the  necessity  of  collecting  the  tax. 

Some  of  our  jobbers  are  declining  to  place  orders,  and  will  discontinue  handling 
couffh  drops  when  their  present  stocks  are  exhausted.  Several  of  our  jobbers  have 
ad\ise(l  us  that  in  many  instances  when  dealers  find  out  that  they  arc  compelled  to 
«H»Hoct  tax,  do  not  keep  cough  drops  delivered  to  them  but  return  them  to  jobbers. 

Now,  we  will  do  the  best  we  can  for  this  season,  but  do  not  expect  the  volume  of 
lMi!<imvs8  out  of  this  territory  that  you  have  secured  heretofore,  for  reasons  as  herein 

Truly,  yours, 

Spohn  &  Thaxer. 


EXCISE  TAX.  719 

Wilkes-Babrb,  Pa.,  May  20 j  1920. 
Smith  Bros.,  Poughheepsie^  N.  Y. 

Gentlemen:  In  regard  to  the  present  war  tax  on  Smith  Bros,  cough  drops,  would 
6ay  that  I  think  it  very  much  decreased  the  sale  of  said  cough  drops,  due  to  the  fact 
that  the  average  consumer  does  not  consider  cough  drops  as  a  medicine,  but  simply 
as  a  candy  comection. 

Furthermore,  over  50  per  cent  of  all  cough  drops  are  sold  in  places  other  than  the 
drug  store,  which  almost  proves  that  they  are  only  a  candy  confection.    Kindly  give 
this  matter  your  attention.    We  remain. 
Respectfully, 

Star  Tobacco  Co. 


Chicago,  III.,  May  18,  '1920. 
Smith  Bros.,  Poughkeepsie,  N.  Y. 

Gentlemen:  In  reference  to  the  tax  on  cough  drops,  would  like  to  know  if  same 
could  not  be  assumed  by  Uie  manufacturer,  as  we  continually  have  customers  that 
find  fault  with  the  price  of  tiie  tax  on  candy  in  the  form  of  cough  drops,  believine 
it  should  be  assumed  by  the  manufacturer  when  in  every  other  instance  it  is  assumed 
by  the  manufacturer  on  the  price  of  merchandise. 

It  is  also  very  difficult  to  wateh  the  clerks  to  insure  safety  and  avoid  trouble,  as 
it  frequently  happens  that  the  stamp  is  lost  in  trading  and  it  appears  that  same  was 
left  on  with  malicious  intent  to  defraud  the  Government;  have  nad  this  to  contend 
with  on  several  occasions. 

We  assure  you  it  will  be  a  relief  to  our  minds  if  this  arrangement  can  be  made,  to 
dispense  with  the  stamp,  and  trusting  to  receive  a  favorable  reply,  we  beg  to  remain^ 
Very  truly,  yours. 

The  Fair. 


CiNCTNNATi,  Ohio,  May  18, 1920, 
Smith  Bros.,  Poughkeepsie,  N.  Y, 

Gentlemen:  In  view  of  the  fact  that  1-cent  revenue  stamp  is  taxed  to  package  of 
Smith  Bros.'  cough  drops,  the  sale  has  been  very  detrimental  to  small  buyers,  who, 
perhaps,  could  not  turn  over  as  many  cough  drops  as  larger  chain  buyers  could  In 
consec^uence  thereof  we  feel  we  are  losing  this  business.  Anything  that  could  be  done- 
to  obviate  this  tax  we  believe  would  be  oeneficial  to  both  of  us. 
Yours,  truly. 

John  D.  Park  &  Sons  Co.  (Ltd.). 


Denver,  Colo.,  May  20, 1920, 
Smith  Bros.,  Pougkkeepsie,  N.  Y: 

Gentlemen  :  It  has  recently  been  called  to  our  attention  by  some  of  our  salesmen^ 
that  many  pool  rooms,  cigar  stores,  and  grocery  stores  that  formerly  sold  Smith  Br  s.' 
cough  drops  are  not  doing  so  at  the  present  time  for  the  following  reasons:  It  is  reported 
to  us  that  their  objections  are  on  account  of  having  to  place  a  1-cent  excise  stamp  upon 
cough  drops,  and  that  as  this  is  the  only  item  which  tney  carry  which  requires  the  use 
of  excise  stamps,  they  have  concluded  to  discontinue  the  handling  of  cough  drops  in 
order  to  avoid  having  to  go  to  the  trouble  of  buying  and  applying  tne  stamps. 

A  further  objection  has  been  made  by  the  retail  grocers  to  the  purchase  of  cough 
drops,  the  statement  being  made  by  some  of  them  that  they  wish  to  observe  the  law 
and  will  not  sell  cough  drops  unless  the  stamp  is  placed  on  them,  while  many  other 
retailers  are  not  so  scrupulous  and  do  not  use  the  stamps.    This  places  the  retailers  at  a. 
disadvantage  who  want  to  observe  the  law. 

We  believe  that  the  use  of  excise  stamps  on  cou^h  drops  is  retarding  their  sale  with, 
us  and  would  appreciate  your  trying  to  do  something  to  rectify  this  condition. 
Yours,  very  truly. 

The  p.  S.  Hessler  Mercantile  Co. 


Denver,  Colo.,  May  18,  1920, 
Smifh  Bros.,  Poughkeepsie,  N'.  Y. 

Gentlembx:  After  placing  our  order  with  your  representative  of  Smith  Bros,  cough 
drops,  we  thought  it  advisable  to  take  up  with  you  regarding  the  law  which  now 
necessitates  a  1  cent  per  box  tax  on  your  product.    This  tax  has  curtailed  our  business, 
on  this  item  to  a  considerable  extent  as  there  are  any  number  of  people,  or  rather 
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dealers,  wlio  refuse  to  handle  this  commoditv,  stating  that  the  trouble  connected  with 
the  tax  is  so  great  that  they  would  a  great  deal  rather  not  handle  it.  We  also  hear  a 
ereat  many  reports  from  the  retailers  stating  that  the  consumers  themselves  will  not 
Duy  cough  drops  when  it  is  necessary  to  place  a  cent  a  box  tax  on  them. 

We  would  certainly  appreciate  anything  that  you  can  do  towards  having  this  law 
repealed  and  will  appreciate  an  early  reply  from  you  regarding  this  matter. 
Yours,  truly, 

The  J.  S.  Brown  Mercantilb  Co. 


Cincinnati,  Ohio,  May  /7,  19i0. 
Smith  Bros.  (Inc.),  PoughheepriCf  N.  Y. 

Gentlemen:  We  have  been  wanting  for  some  time  to  write  you  re^rding  the  tai 
which  necessitates  a  1-cent  stamp  being  afBxed  to  each  package  of  Smith  Bros,  cough 
drops  sold  by  retailers  to  the  consuming  public. 

While  this  tax  is  1  cent  on  anything  up  to  25  cents,  it  results  in  virtually  a  20  per 
cent  assessment,  o^ving  to  the  fact  that  very  few  if  any  consumers  buy  cough  drops 
more  than  one  package  at  a  time. 

It  has  resulted  in  a  greatly  curtailed  demand  for  this  product,  with  a  result  that  our 
retail  and  wholesale  customers  and  ourselves  have  suffered  greatly. 

On  the  other  hand,  it  seems  that  only  the  larger  retailers  are  compljdng  with  this 
law  and,  as  the  volume  of  business  is  done  through  these  channels,  you  will  r^idily 
understand  why  we  have  been  greatly  harmed. 

We  do  not  know  how  your  other  representatives  find  this  condition,  but  we  know 
in  our  territory,  which  includes  the  States  of  Ohio,  Indiana,  and  Kentucky,  that  our 
business  has  actually  suffered  greatly  &om  this  taxation. 

Won't  you,  therefore,  go  into  this  matter  fully  and  see  what  probabilities  there  are 
for  prompt  relief? 

Very  truly,  yours, 

S.  H.  Small  d  Son. 

Chicago,  III.,  May  15,  19r>, 
Bmitr  Bros.  (Inc.),  Poughkeepsie,  N.  Y, 

Gentlemen:  For  the  past  year  I  have  had  all  kinds  of  trouble  with  my  trade 
explaining  the  method  which  is  in  effect  as  to  the  tax  on  our  cough  drops. 

It  not  only  has  caused  a  great  loss  to  me,  as  soma  of  my  customers  have  refused  to 
order,  due  to  this  tax,  but  it  has  also,  I  believe,  caused  a  loss  to  th3  Government,  due 
to  the  fact  that  there  are  a  great  number  of  retailers  who  never  place  stamps  on  pack- 
A2:es  of  cough  drops  when  they  resell  them. 

Only  recently  I  was  railed  by  the  revenue  officer  in  this  district,  who  personally 
•showed  me  approximat'^ly  200  packages  of  cous:h  drops  which  his  deputies  have 
picked  up  from  the  retailers  in  this  section,  and  these  packages  were  not  stamped. 

I  believe  this  tax  is  unjust  and  some  method  should  be  figured  out  whereby  it  cculd 
be  removed. 

Am  taking;;  the  liberty  of  brintjin?  this  matter  to  your  attention  at  this  time,  as  in 
solicitini?  orders  for  my  trade  this  season  they  are  again  withholding  placing  their 
orders,  due  to  this  conclition,  which  I  hope  will  shortly  be  remedied. 
Yolo's,  very  truly, 

C.   H.   MElSTCIt. 

Greensburo,  Pa.,  May  17,  19 fO, 
Smith  Bros.,  Poughkeepsicy  N,  F. 

Gentlemen:  We  take  the  liberty  of  writing  you  relative  to  the  Government  ruling 
which  requires  the  stamping  of  individual  packages  of  Smith  cough  drops.  We 
know  that  this  ruling  was  not  made  with  your  sanction,  but  after  trying  from  day  to 
day  to  comply  with  said  ruling,  we  fine  it  so  unreasonable,  that  we  call  on  you  with 
our  protest  with  the  view  that  you  may  at  some  time  appeal  to  the  Govemmeot 
€0  that  this  matter  may  again  be*  righted. 

We  can  state  further,  that  approximately  from  30  to  40  per  cent  of  our  sales  on 
Smith  Bros,  cough  drops  have  fallen  off  since  this  ruling  was  made,  and  from  the 
information  *re  learn  from  the  various  jobbers  in  Pittsbuii^h,  they  are  meeting  witii 
the  same  trouble.  Can  not  this  be  adjusted?  It  appears  to  us  that  if  the  various 
jobbers  were  to  write  to  you  and  state  their  troubles  on  this  point,  you  in  turn  could 
use  their  remarks  in  helping  fight  same  with  the  proper  Government  offidalB.  We 
also  think  it  wise  to  inform  you  at  this  writing,  that  the  retailers  numbering  from  -50 
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to  60  per  cent  are  not  complytng  with  this  ruling  due  to  the  inconvenience  and  trouble 
in  stamping  each  package. 

We  trust  you  will  accept  this  letter  in  a  friendly  and  bunnemlike  way,  as  we  feel 
that  you  are  confronting  a  problem  which  you  will  find  will  bring  you  trouble  and 
worry,  and  we  stand  ready  to  help  fight  this  ruling  for  the  better  sale  of  your  item. 
Yoiua,  very  truly, 

Westmoreland  Grocery  Co. 


Wilkes-Barre,  Pa.,  May  IS,  1920. 
SMrrH  Bros.,  Poughkeepde,  N,  T, 

Gentlemen:  We  are  writing  to  inquire  il  4here  is  not  some  way  in  which  the  tax 
■on  coufi:h  drops  might  be  ren^ved. 

We  do  a  wholesale  business  and  find  objections  raised  on  every  side.  We  feel  that 
this  condition  is  making  considerable  difference  in  the  amount  of  sales  of  your 
product,  and  as  the  cough  drops  are  candy  and  no4  drugs,  we  are  hardly  able  to  uiider- 
-stand  the  situation . 

If  thert^  is  any  way  in  which  this  tax  can  be  overcome,  we  assure  you  that  we  would 
"be  able  to  use  a  much  lavger  quantity  of  your  goods. 
Very  truly,  yours, 

STERLING  Tobacco  Co. 


ScRANTON,  Pa.,  May  10,  1920. 
Smttb  Bros.  (ZncOi  Paughkeepsie^  N.  Y. 

Gentlemen:  I  find  that  I  am  greatlv  hampered  in  the  sale  of  your  ooueh  drops  by 
the  tax  which  is  levied  on  them  and  f  hear  more  and  more  complaints  all  the  time. 
In  your  advertisements  you  state  that  Smith  Bros,  cough  drops  contain  no  drugs. 
Then  why  should  they  be  ta\ed  as  such? 

My  salesmen  waste  considerable  time  arguing  because  of  the  1-cent  tax.    It  will  be 
wiser  to  discontinue  handling  your  goods. 
Yours,  truly, 

Liberty  Tobacco  Co. 


Scranton,  Pa.,  May  18, 1920. 
SMrrH  Bros.,  Poughkeepsie,  N.  Y. 

Gentlemen:  We  receive  complaints  every  day  in  regard  to  the  stamp  on  cough 
drops.    I  can  not  understand  why  we  have  to  use  stamps  on  cough  drops  as  they  are  a 
candy.    If  you  would  eliminate  the  use  of  stamps,  we  feel  that  we  could  increase  the 
«aleB  of  your  cough  drops. 
I  ours,  very  truly, 

The  J.  D.  Williams  Stores. 


*^- 


Grand  Rapids,  Mich.,  November  9, 1920. 
Smith  Bjaoa.,  Pougkkeepsie,  N.  Y. 

Gentlemen:  Under  date  of  October  W  we  wrote  Mr.  C.  H.  Meister,  350  North 
Olark  Street,  Ohieago,  aakiag  him  to  cancel  the  balance  of  our  order  for  Smith  Bros, 
•cough  drops  on  account  of  the  retail  grocers  not  bu3d.ng  because  of  the  fact  that  thev 
have  to  puuce  pfopiietary  revenue  stomps  on  every  package  and  they  say  they  will 
not  be  botherad  with  tim. 

You  undoubtedly  have  discovered  the  big  falling  off  on  the  sales  of  Smith  Bros, 
cough  drops  for  thiie  very  reason,  and  we  would  thank  you  to  let  us  know  how  you 
have  coped  with  the  situation,  for  we  have  some  1,100  boxes  on  hand  and  the  retailers 
positively  refuse  to  buy  as  kog  as  these  stamps  are  to  be  placed  on  same. 

Thanking  you  for  an  early  reply,  beg  to  remain, 
Youra,  very  truly, 

WoRDEN  Grocer  Co. 


Cincinnati,  Ohio,  May  25,  1920. 
Smith  Bros.,  Pougkkeepsie,  N.  Y. 

Gentlemen:  It  has  been  called  to  our  attention  that  many  small  confectioners  are 
not  complying  with  the  law  in  that  they  are  not  affixing  the  1-cent  tax  on  their  sales 
of  Smith  Bros.'  cough  drops.  This  is,  of  course,  unfair  to  our  members  and  we  would 
like  to  know  what  we  can  do  to  have  this  tax  removed. 
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Our  company,  as  you  know,  is  a  cooperative  one,  composed  of  600  customers  through- 
out the  neighboring  States,  and  unless  we  can  do  something  to  overcome  this  condi- 
tion we  beheve  that  our  sales  of  Smith  Bros.'  cough  drops  will  suffer  thereby. 

We  have  religiously  taught  our  customers  to  meet  the  price,  and  if  they  can  not 
do  so  and  live  up  to  the  law  they  will  be  forced  to  discontinue  handling  your  cough 
drops,  as  it  is  selt-evident  it  is  a  better  policy  on  their  part  not  to  stock  an  item  than 
to  allow  themselves  to  be  undersold. 

Will  you  kindly  advise  us  what  you  are  doing  about  this  matter? 
Yours,  very  truly, 

The  Cincinnati  Economy  Dnxro  Co.. 


Sioirx  City,  Iowa,  May  ;?7,  192f*, 
Smith  Bbos.,  PaughkeepHe,  N,  Y, 

Gentlemen:  The  inconveni^ice  of  stamping  packages  of  cough  drops  has  caused 
a  great  many  of  our  retailers  to  discontinue  the  handling  of  this  commodity.  It  has 
come  to  our  attention  that  there  are  several  evsusions  of  this  stamping  law,  but  we  are* 
unable  to  state  even  approximately  the  percentage  of  distributors  who  are  disregarding 
the  law. 

Yours,  very  truly, 

0.  J.  Moore  Grocer  Co. 

Sioux  City,  Iowa,  May  t7y  19tO, 
Smith  Bros.  Co.,  Paughkeepiie,  N.  F. 

Gentlem  en  :  It  has  come  to  our  attention  that  due  to  the  inconvenience necessitatedf 
by  placing  stamps  on  individual  packages  of  cough  drops,  a  great  many  of  our  customers 
have  discontinued  th^  sale  of  tnis  commodity.  Some  otthe  logioJ  distributors  of 
cough  drops  are  less  conscientious  and  we  believe  in  fully  50  per  cent  of  the  instances 
the  stamp  is  not  affixed  and  the  law  entirely  disregarded. 
Yourp,  very  truly. 

Northwestern  Beverage  Go. 

Sioux  Cmr,  Iowa,  May  f7,  1920. 
Smith  Bros.  (Inc.),  Poughkeepne,  N,  Y, 

Gentlemen:  We  have  during  the  past  season  received  many  complaints  from  our 
trade  regarding  the  inconvenience  of  stamping  packages  of  cou^h  drops.  Our  dis- 
tribution has  suffered  greatly,  and  while  our  actual  volume  remains  about  the  same, 
it  is  a  reflection  on  us,  as  our  business  with  you  should  show  a  natural  development. 
The  jobbers  all  maintain  that  their  retailers,  who  are  really  conscientious  r^arding* 
this  stamping  proposition,  refuse  absolutely  to  handle  cough  drops,  and  their  only 
outlet  is  through  the  medium  of  such  dealers  as  are  in  ignorance  of  the  law  or  disre- 
gard  it  entirely.  We  believe  the  evasions  of  the  law  can  be  conservatively  estimated* 
at  75  per  cent  in  this  territory. 
Yours,  very  truly, 

Iowa  Brokbraqob  Co«. 

Cincinnati,  Ohio,  June  S^  1920. 
Smith  Bros.,  PoughketpsU^  N,  Y, 

Gentlemen:  We  have  complaints  every  day  in  regard  to  the  1-cent  tax  on  cougb 
drops;  the  customers  say  that  they  can  go  to  the  smaller  stores  and  get  the  cough 
drops  without  the  war  tax.  Ever  since  the  Government  ruling  on  the  tax  we  have 
added  it  to  the  sale  with  the  stamp.  It  seems  that  everyone  should  be  compelled  U> 
add  the  stamp  and  then  we  would  not  have  the  complaints. 
Please  look  into  this  matter  and  let  us  hear  from  you  soon. 
Yours,  very  truly. 

The  Dow  Dkuo  Co. 

Knoxville,  Tenn.,  May  Sl^  1920, 
Smith  Bros.,  Poughkeepsie,  N,  Y, 

Gentlemen:  We  are  writing  to  ask  you  to  do  all  in  your  power  to  get  a  bill  paseed 
in  the  legislature  diiscontinuing  the  present  arrangements  of  having  the  retailer « tamp- 
every  package  of  cough  drops. 

This  is  a  terrible  nuieanre  to  us  and  to  the  retailer,  and  we  do  not  believe  that  half 
of  them  are  carrying  out  the  Government  instructions  by  placing  the^e  stamps  on 
cough  drops. 
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They  are  simply  evading  the  law,  not  intentionally  but  eimply  through  ignorance 
of  the  law  or  negligence.  We  think  it  would  be  much  better  to  have  this  tax  paid 
"by  the  cough-drop  manufacturers  themselves,  just  the  same  as  other  confectionery 
manufacturers  pay  their  tax. 

Another  injustice  is  being  worked  on  the  cough-drop  manufacturers  by  the  fact 
that  many  retailers  will  not  handle  cough  drops  because  of  the  extra  trouble  and 
confusion  in  stam})ing  the^e  small  package ^^  when  they  can  9ell  other  confections 
without  the  ne  e^sity  of  going  to  this  trouble. 

Hoping  that  you  will  get  this  matter  adjusted  for  us,  we  are 
Yours,  very  truly, 

B.  L.  Johnson  &  Co. 


Cambridge,  Mass.,  May  18 ^  19S0, 
Habrt  Whitchbr,  Allston,  Mass, 

Dear  Sir:  From  inquiring  among  the  jobbing  trade  we  learn  that  some  of  the  stores 
will  not  handle  cough  drops,  owing  to  the  stamp  tax. 
Sincerely,  yours, 

W.  A.  Miller  Co. 


San  Francisco,  Calif. 
SHrrH  Bros.,  Poughheepsie,  N.  F. 

Gentleven:  We  believe  that  a  larger  percentage  of  our  customers — over  50  per 
cent — are  consciously  or  unconsciously  evading  the  Federal  revenue  laws  in  reference 
to  the  imposition  of  the  tax  on  Smith  Bros.  *  cough  drop?.  The^e  goods,  being  largely 
sold  as  candy,  are  confused  by  our  customers  witn  a  package  candy  which  is  not  taxed. 
This  places  an  unfortunate  distinction  on  your  goods,  and  when  we  have  warned  our 
customers  in  this  connection  it  has  made  them  reluctant  to  continue  their  sale. ' 

We  feel  that  the  application  of  this  tax  upon  Smith  Bros.*  cough  drops  places  your 
article  at  a  great  disadvantage  and  seriously  curtails  the  sale.    Smith  Bros/  cough 
drops  should  be  relieved  of  the  imposition  of  this  tax. 
Yours,  truly, 

John  H.  Siohn  Go. 


Detroit,  Mich.,  May  £7, 1920. 
Smith  Bros.,  Poughheepsie,  N.  Y. 

Gentlemen:  My  attention  having  been  called  to  the  fart  that  excise  tax  on  cough 
drops  being  collected  from  the  consumer  is  very  much  of  a  nuisance,  I  am  taking  the 
liberty  of  writing  your  good  selves  to  see  if  anything  can  not  be  done  whereby  the  tax 
can  be  absorbed  by  yourselves. 

Anything  you  naay  be  able  to  do  with  the  Government  to  overcome  this  condition 
will  be  gicatiy  appreciated  by  myself  and  the  retailers  in  general. 
Very  truly,  yours, 

Detroit  Candy  Co. 


Salina,  Kans.,  May  19 j  19t0. 
Smfth  Bros.,  Pov^fhkeepsie,  N.  Y. 

Gentlemen:  In  regard  to  the  war  tax  on  cough  drops,  we  find  that  trade  in  genera ^ 
are  antagonistic  to  this  proposition. 

A  number  of  oiu*  customers  have  discontinued  handling  cough  drops  because  of  the 
tax  and  inconvenience  caused  by  same. 

Furthermore,  there  is  a  feeling  on  the  part  of  the  consuming  public  that  this  ia.^  is 
simply  an  added  price  to  them,  or  at  U-ast  our  customers  give  ur  the  imprespion  that 
the  trade  feels  that  way.  We  have  noticed  an  increased  business  on  horehound 
products  and  wild-cherry  products,  which  we  ran  attribute  to  no  other  fact  than  the 
lart  that  our  customers  are  switching  to  these  from  cough  drops.  The  only  reason  for 
this  is  that  they  evade  collec  ting  the  1-cent  tax  from  the  customer.  We  believe  that 
if  this  tax  ran  be  eliminated  it  would  show  a  large  increase  in  cough  drops,  a  proposi- 
tion which  has  not  materialized  the  past  year  because  of  this  tax  feature. 

We  trust  that  you  will  be  successful  in  the  matter  of  promoting  some  new  legislation 
that  will  do  away  with  this  unpopular  tax  on  this  particular  product. 
Yours,  very  respectf ull  v , 

The  Salina   Candy  Co. 
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Cambridge  39,  Mabs. 
H.  I.  Whitcher,  AlhtoTiy  Mass. 

Dear  Sir:  In  reply  to  your  inquiry  as  to  the  effect  of  the  tax  on  cough  drops,  would 
say  that  we  have  several  jobbers  that  purchase  Smith  Bros,  cough  drops  who  have 
informed  us  that  their  traae  will  not  handle  them  on  account  of  the  bother  caused  by 
stamping  the  packages. 

We  have  questioned  our  jobbers  to  considerable  extent  as  regards  the  efficiency  of 
this  method  of  taxation,  and  some  of  them  state  that  half  of  the  retail  trade  is  not 
using  the  stamps.  In  other  sections  it  is  only  because  of  the  visits  of  the  inspectors 
that  the  stamps  are  used 

To  our  minds,  if  the  stamp  tax  on  cough  drops  and  the  5  per  cent  tax  on  confectionery 
could  be  repealed  and  a  ow  tax  on  sales  be  substituted  for  them,  it  would  be  a  great 
benefit  to  the  business. 

Yours,  very  respectfully, 

The  George  Glosb  Co. 


Denver,  Colo.,  May  19^  19ti . 
Smith  Bros.  Co.,  Poughkeepsit^  N.  Y. 

Gentlemen:  In  reply  to  your  recent  letter  regarding  the  sale  of  Smith  Bros.  coii«h 
drops,  hes  to  advise  that  a  number  of  our  customers  wno  run  cigar  stands,  pool  halJis, 
and  soft-clrink  parlors,  who  have  handled  cough  drops  in  the  past,  have  discontiiiued 
handling  same,  due  to  the  fact  that  they  do  not  care  to  go  to  the  trouble  of  getting 
excise  tax  stamps,  as  this  is  the  only  item  they  carry  on  which  it  would  be  neceaaaiy 
to  place  this  stamp. 
Trusting  this  matter  will  have  your  attention,  we  are, 
Yoiira,  truly, 

The  Morey  Mbrcantilb  Co. 


Kansas  City,  Mo.,  May  i7,  /ftW. 
Smith  Bros.,  Poughkeepsiey  N.  Y. 

Dear  Sirs:  Please  be  advised  that  the  war  tax  on  S.  B.  cough  drops  is  seiioualy 
affecting  their  sale  in  my  market.  Dealers  q  uite  generally  object  to  the  inconvenience 
of  stamping  every  package  of  cough  drops,  and  then  the  consumer  as  well  as  the  dealer 
deems  this  tax  as  unjust  and  unreasonable. 

Many  of  the  dealers  until  just  recently  knew  nothing  about  this  tax  or  where  to 
purchase  the  stamps.  For  this  reason  as  well  as  the  decision  by  most  of  the  trade  that 
the  tax  is  excessive  and  unjust,  possibly  60  per  cent  or  more  of  the  trade  are  evading 
the  tax. 

Jobbers  are  not  buying  because  of  their  fear  of  the  destructive  effect  on  the  sale  ci 
cough  drops  if  the  dealer  is  compelled  to  afBx  a  war  tax  stamp  to  each  package.    Many 
dealers  have  already  discontinued  the  sale  of  cough  drops  for  this  same  reason. 
Yours,  very  truly, 

H.  T.  Haiktz 


Los  Anqelbs,  Cauf.,  July  1^  29t0. 

Smith  Bros.,  Baker  Bhek,  City. 

(tbntlemen:  It  seems  to  us  that  the  time  has  come  when  there  should  be  some 
effort  made  to  change  the  present  method  of  collecting  the  tax  on  goods  of  the  character 
of  Smith  Bros,  cough  drops.  The  present  method  certainly  imposes  a  hardship  on 
the  dealer  and  on  the  customer,  and  if  pressure  can  be  brought  to  bear  so  that  the 
present  regulations  can  be  corrected,  it  will  certainly  be  very  much  appreciated  by 
the  trade  at  large. 

Yours,  very  truly, 

Western  Wholesale  Drug  Co. 
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Omaha,  Nebr.,  June  9^  1920. 
Smith  Bros.  Co.,  Pou^hkeepsUf  N.  Y. 

Gbntlsmen:  We  wish  to  refer  to  the  war  tax  on  Smith  Bros,  cough  drops,  which 
is  certainly  very  much  of  a  nuisance  and  certainly  make  a  tax  of  very  large  proportion 
when  one  considers  that  the  tax  is  about  16f  per  cent  of  the  sale  price.  Of  coiy'se  this 
is  no  worse  than  the  tax  on  root  beer  and  pnosphates  at  the  soda  fountain,  but  it  is 
certainly  petty  larceny  pure  and  simple.  We  do  not  believe  the  peofile  who  buy 
cough  drops  for  a  cough  or  root  beer  and  phoBj^hate  to  quen<^  their  thirst  or  the  makers 
and  vendors  of  these  comjiV)ditie8  would  object  to  paying  any  fair  tax,  but  they  do 
seriously  object  to  being  subjected  to  such  a  large  percentage  of  annoyance  in  the 
pavment  and  in  the  collef^ting  and  accounting  for  this  tax. 

It  is  quite  another  (question  as  to  how  much  this  tax  is  avoided  altogether  through 
ignonoice  or  willful  dishonesty. 
Yours,  very  truly, 

Sherman  Sc  McConnell  Drug  Co. 


Sioux  City,  Iowa,  May  2f>^  1920. 
Iowa  Brokerage  Co.,  City. 

Gentlemen:  Our  experience  has  proven  that  the  inconvenience  caused  the  mer- 
chant by  the  necessity  of  stamping  packages  of  cough  drops  has  resulted  in  a  great 
many  of  our  customers  discontinuing  the  ^e  of  same;  furthermore,  it  has  come  to  our 
attention  that  about  60  per  cent  of  the  merchants  who  do  carry  this  article  seem  U> 
evade  the  tax  altogether,  which  mav  no  doubt  be  due  to  ignorance. 
Trustiiig  that  something  may  be  done  to  change  this  tax,  we  remain, 
Yours,  truly, 

Johnson  Biscuit  Co. 


Sioux  City,  Iowa,  May  2S,  1920, 
Iowa  Bbokbraob  Co.,  Sioux  City ^  Iowa. 

Gbntlbmbn:  In  regard  to  the  war  tax  on  oough  drops  and  its  effect  upon  the  sale  of 
these  dio^. 

The  writer  knows  of  many  of  our  customers  who  fonnerly  handled  not  only  Smith 
Bios,  cough  drops  but  other  cough  drops  and  have  thfown  the  item  out  of  their  place 
of  busineBB  because  they  did  not  care  to  take  the  time  to  affix  stamps  and  make  a 
charge  thereior,  and  have  sold  them  instead  lemon  drops  and  other  ''hardboUed'' 
goods  in  lieu  thereof. 

Oonoeming  violation  of  the  law  among  retailers  who  were  evading  the  tax  alto- 
ffetiier,  we  are  not  certain  of  the  figures  on  this,  but  believe,  along  with  other  lines 
besicfes  the  cough  drop  line,  it  is  done  to  a  great  extent* 
YouiB,  very  tnuy, 

ToitBBTON  &  WaRFIELD  Co. 


Toledo,  Ohio,  January  SI,  1921, 
SMrrH  Bros.  (Inc.),  Potighieepsie,  iV.  Y, 

Gbntlbmbn:  Your  favor  of  the  28th  received,  and  wish  to  advise  that  at  the  present 
time  we  have  on  hand  1,272  boxes  of  Smith  Bros,  cough  drops.  They  are  not  mo\ing 
very  rapidly  with  us  and  we  believe,  in  fact,  we  know,  that  it  is  due  to  the  tax  on 
same. 

A  lot  of  dealers  are  not  bothering  with  them  that  have  always  been  good  users.  If 
in  some  way  this  tax  could  be  collected  at  the  source  it  would  be  a  great  benefit  to 
the  sales  of  this  piece  of  goods  we  are  sure. 

We  note  you  state  that  you  ha\e  not  had  any  orders  to  the  trade  in  Toledo  and 
vicinity  for  some  time.  We  do  not  know  just  what  you  mean  by  '  'vicinity,"  but  if 
you  have  any  orders  to  go  to  Detroit,  Fcart  Wayne,  South  Bend,  Elkhart,  Columbus, 
or  any  towns  within  a  couple  of  hundred  miles  of  Toledo,  we  can  giv  e  very  prompt 
service  out  of  Toledo  and  would  appreciate  the  chance  to  reduce  our  stock. 

Trusting  you  can  consider  this,  we  remain, 
Yours,  very  truly, 

The  Smith- Kirk  Candy  Co. 
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FURS. 

STATEMENT  OF  JOHN  W.  HAHK,  SECBETABY  OF  THE  NATIONAL 

GABICENT  BETAILEBS'   ASSOCIATION. 

Senator  MoCumbsr.  Mr.  Hahn,  will  you  state  your  full  name  and 
address  and  whom  you  represent? 

Mr.  Hahn.  John  W.  Harm,  of  New  York  City;  I  am  secretary  of 
the  National  Garment  Retailers'  Association,  with  headquarters  in 
New  York  City.  I  am  here  to-day  to  submit  a  brief  drawn  up  by 
the  taxation  committee  of  the  Retail  Fur  Division  of  the  National 
Garment  Retailers'  Association. 

Senator  MoCumber.  Pro  or  con  ? 

Mr.  Hahn.  We  are  inclined  to  be  in  favor  of  it,  Senator. 

Senator  McCumber.  In  favor  of  the  sales  tax  ? 

Mr.  Hahn.  Only  in  preference  to  what  we  now  have. 

BBZSF  OF  THE  RETAIL  FUR  DIVISION  OF  THE  ZTATIOirAL  OARMSITT  RETAILXSS' 

ASSOCIATIOXr. 

In  this  petition  for  relief  from  the  present  revenue  law  we  believe  that  we  are 
expressing  the  sentiments  of  all  retail  furriers  throughout  the  United  States.  We 
make  this  statement  because  we  have  been  in  a  position  to  sound  out  the  sentiment  of 
the  retail  furriers,  from  all  sections  of  the  country,  and  knowing  their  problems  are 
identical  i^ith  our  own,  we  have  ventured  to  say  that  we  speak  for  the  whole  retail 
fur  trade. 

The  petitioner,  the  Fur  Division  of  the  National  Garment  Retailers*  Association,  is 
an  oi^nization  of  retail  furriers  throughout  the  country.  The  committee  who 
drafted  this  brief  was  so  authorized  by  the  board  of  directors,  and  the  board  instructing 
the  committee  as  to  the  wishes  of  the  membership  in  any  i^peal  for  tax  revision. 

We  believe  there  has  been  no  industry  that  has  had  a  greater  setback  in  the  past 
vear  than  the  fur  industry.  Millions  of  dollars  of  invested  capital  have  been  lost  and 
hundreds  of  firms  have  gone  out  of  business  for  the  reason  that  they  could  not  stand 
the  strain  of  readjustment  during  the  period  of  deflation  and  liquidation.  Prices 
have  dropped  anywhere  from  25  to  75  per  cent,  and  retailers  with  large  stocks  suffered 
^eat  losses.  There  were  few,  if  any,  who  did  not  sustain  material  loss  for  the  reason 
mat  the  breaking  of  prices  came  just  after  the  opening  of  the  buying  season  for  the 
fall  of  1920.  Retailers  had  purchased  their  stocks  on  the  old  price  basis,  and  were 
unable  to  liquidate  in  time  to  avoid  heavy  losses.  Unlike  some  other  industries, 
purchases  are  made  by  fur  retailers  long  in  advance  in  anticipation  of  the  coming 
fleas9n,  so  your  committee  will  have  B6me  idea  of  the  loss  sustained  by  the  fur  indus- 
try from  the  fact  that  the  break  came  after  the  retailers  had  made  their  purchases  for 
the  fall  s^son  of  1920.  Although  prices  in  furs  in  many  instances  are  down  now  to 
prewar  levels,  and  in  some  cases  below  them,  this  in  itself  is  not  sufficient  stimulus 
to  fur  buying  by  the  public,  and  retailers  of  furs  find  it  a  difficult  task  to  make  sufficient 
return  on  their  investment  to  cover  the  operating  costs  of  their  business. 

The  fur  industry  ranks  well  among  the  leading  industries  of  the  country.  In  fact, 
this  is  one  industry  in  which  America  has  become  preeminent.  Under  normal  con- 
ditions thousands  of  men  and  women  are  employed  in  the  industry,  adding  in  no  small 
way  to  the  general  prosperity  of  the  country.  When  the  slump  came,  however, 
thousands  of  people  wore  thrown  out  of  employment  and  to  a  large  extent  still  remain 
unemployed. 

One  element  which  we  believe  is  interfering  with  the  return  of  normal  conditions 
in  the  fur  industry  is  the  present  revenue  law.  The  loss  sustained  by  retail  funiers 
during  the  past  year,  represents  not  only  the  price  deflation,  but  likewise  the  10  per 
cent  tax  which  the  manufacti^er  paid  to  the  Government  under  section  900  of  Title 
IX  of  the  revenue  law  of  1918,  which,  of  course,  was  based  on  the  high  price  and 
passed  along  to  the  retailer  either  as  a  separate  item  or  in  the  price  of  the  fure.  As  an 
after  effect  of  deflation,  as  the  committee  will  see,  there  is  no  possibility  of  the  fur 
retailer  passing  along  this  hi^h  tax  percentage  to  the  public,  and  he  mxist  himself 
sustain  tnat  much  loss  in  addition  to  his  losses  on  prices. 

We  believe  that  the  10  per  cent  excise  tax  under  Title  IX,  affecting  furs,  should  be 
repealed.  Without  an  intimate  acquaintance  with  the  fur  industry  and  the  general 
use  of  furs  to-day,  some  people  are  inclined  to  believe  that  furs  are  a  luxury.    This 
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is  not  90.  as  a  study  of  the  indtutry  will  reveal.  While  some  women  may  wear  furs 
!for  no  other  reason  than  to  add  to  their  charm,  there  is,  nevertheless,  an  element  of 
warmth  in  the  fur  worn,  and  even  in  such  cases  the  fur  is  used  as  a  substitute  and  takes 
the  place  of  a  cloth  garment.  On  the  Other  hand,  there  are  thousands  of  people  who 
buy  furs  for  no  other  reason  than  to  insure  warmth,  particularly  in  the  nortnem  section 
lof  the  country,  where  the  climate  is  particularly  severe  during  the  winter  months. 

Our  member  stores  report  in  many  cities  in  the  North  that  it  is  almost  impossible  to 
«ell  a  cloth  garment.  Fur  coats  and  fur  wraps  are  in  great  demand  and  bought  pri- 
marily for  the  reason  of  insiuing  against  the  cold.  Garments  of  this  character  can 
not  in  any  sense  be  considered  a  luxury.  Chauffeurs  in  cold  weather  must  have 
"furs,  while  others  employed  in  outside  work  of  a  similar  nature  find  that  furs  are  the 
•only  garments  that  properly  protect  them  from  the  elements  of  winter  weather. 

To-day,  with  reduced  fur  prices,  a  fur  coat  nuiy  be  purchased  in  many  cases  at  as 
low  a  price  as  a  cloth  garment,  and  after  all  the  only  line  of  demarkation  that  can  be 
^established  with  regard  to  luxury  or  necessity  articles  is  the  price  line.  A  fur  gar- 
ment at  $150  is  no  more  a  luxury  than  a  cloth  garment  at  the  same  price,  yet  no  tax 
attaches  to  the  cloth  garment  unless  the  garment  is  trimmed  with  furs,  so  that  after 
all  the  tax  is  directed  a^nst  the  fur  and  not  against  the  cloth,  nor  the  price  paid  for 
the  garment.  We  see  in  this  an  unfair  discrimination  which  reacts  against  the  fur 
industry  and  which  we  believe  drafters  of  the  revenue  law  of  1918  never  intended 
-should  exist,  and  which  we  urge  your  committee  to  remedy. 

To-day  a  woman  may  purchase  a  cloth  dress,  suit  or  coat,  and  though  the  price  for 
that  article  may  run  into  the  hundreds  of  dollars,  as  some  do,  no  tax  attaches  unless 
the  garment  is  trimmed  or  decorated  with  furs.  On  the  other  hand,  a  simple  Uttle 
coat  of  fur,  at  any  price,  no  matter  how  low,  under  the  provisions  of  the  revenue  law 
•of  1918  is  considered  a  luxury  and  is  taxed  10  per  cent  of  the  selling  price. 

Another  point  for  the  committee  to  consider  in  connection  with  Uiis  discrimination 
is  the  fact  tnat  a  fur  coat  is  of  much  longer  life  than  a  cloth  coat.  As  to  l^e  question  of 
•luxury  and  necessity,  a  determining  factor  is  likewise  the  service  element.  A  cloth 
'garment  at  $100,  lasting  but  ooe  season,  in  our  opinion  is  more  of  a  luxurv  than  a  fur 
garment  selling  at  $500,  when  the  period  of  service  is  considered,  for,  in  all  likelihood, 
%e  fur  garment  will  last  from  5  to  10  years,  according  to  the  care  given  it,  rendering^  as 
will  be  seen,  5  to  10  times  the  amount  of  service.  So  in  our  opinion  the  discrimination 
•of  luxury  and  necessity  must  be  based  upon  a  price  line  of  demarkation  and  the  general 
length  of  service  rendered  to  the  purchaser. 

We  can  not  understand,  thoueh  we  have  given  the  question  much  reflection  during 
the  past  two  years,  why  the  oiscrimination  between  the  fur  industry  and  othere. 
'While  furs  must  pay  a  tax  of  10  per  cent  jewelry,  on  the  other  hand,  pays  only  5 
per  cent.  If  the  framers  of  the  revenue  law  of  1918  were  attempting  to  discriminate 
as  between  luxuries  and  necessaries,  taxing  those  articles  which  were  deemed  luxu- 
ties  to  a  greater  extent  than  those  considered  necessities,  then  the  reverse  should 
have  been  the  case  with  regard  to  furs  and  jewelry. 

Looking  over  section  900  the  committee  will  find  that  the  fur  indiistiv  is  directly 
discriminated  against  in  many  instances.  Several  industries  are  taxed  at  a  lower 
tate  percentage  than  the  fur  industry,  though  there  can  be  no  question  of  the  fact 
that  those  other  industries  are  more  in  the  line  of  luxuries  than  furs.  For  instance: 
(2)  automobiles  and  motorcycles  (including  tires,  inner  tubes,  parts,  and  accessories 
^tc.),  5  per  cent;  (4)  pianos,  oreans,  piano  players,  graphophones,  phonographs,  talking 
machines,  etc.,  5  per  cent;  (6)  chewing  gum,  3  per  cent;  (13)  portable  electric  fans, 
5  per  cent;  (14)  thermos  and  thermostatic  bottles,  carafes,  juss,  etc.,  5  per  cent;  (16) 
automatic  slot  device  vending  machines,  5  per  cent;  (21)  toilet  soaps  and  toilet-soap 
powders,  3  per  cent. 

We  believe  we  have  made  it  plain  that  furs  are  in  many  cases  a  necessity,  providing 
warmth;  and  also  that  from  the  point  of  service  a  fur  garment  is  not  a  luxury.  Yet 
we  can  not  see  how  the  same  thing  can  be  said  of  many  of  those  mentioned  above,  on 
which  the  tax  is  lower  than  on  furs.  Jewelry,  for  instance,  in  no  way  adds  warmth 
or  convenience  to  the  wearer,  and  the  appeal  for  the  sale  of  this  kind  of  merchandise, 
aside  from  watches  and  clocks,  must  be  based  for  the  most  part  upon  the  charm  it 
adds  to  the  appearance  of  the  purchaser.  It  can  have  little  or  no  other  appeal,  and 
yet  it.bears  a  tax  of  only  5  per  cent,  as  against  10  per  cent  on  furs. 

If  the  fur  industry  is  to  prosper  and  those  workers  who  were  dismissed  during  the 
deflation  period  are  to  be  taken  back  into  employment,  we  firmly  urge  that  the  fur 
tax  be  repealed. 

On  the  other  hand,  if  your  committee  finally  decides  not  to  recommend  the  repeal 
•of  the  excise  taxes  under  Title  IX,  we  feel  that  at  least  all  element  of  discrimination 
4igain8t  the  fur  trade  should  be  removed. 
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There  have  been  before  your  coziunitted  repreee&tataves  of  different  industries^ 
who  have  recommended  the  repeal  of  the  excesB-profitfi  tax,  the  lowering  of  surtaxes^ 
on  incomes,  and  the  repeal  of  all  excise  taxes  imder  Title  IX.  It  has  been  suggested 
in  lieu  of  this  tax  that  a  turnover  tax  of  1  per  cent  be  enacted  to  raise  sufficient  rev< 
enue  to  meet  the  requirements  of  the  Government,  which  would  suffer  in  lost  income 
through  the  repeal  of  those  taxes. 

We  believe,  with  others,  that  the  excess-profits  tax  and  surtaxes  on  incomes,  as  well 
as  the  excise  taxes,  are  passed  along  to  the  consumer  wherever  possible,  adding  Uy 
the  price  of  merchandise  to  the  ultimate  consumer.  While  in  many  cases  it  may  not 
be  possible  to  pass  along  the  excess-profits  tax,  this  tax,  nevertheless,  adds  to  the 
price  of  merchandise  by  virtue  of  the  fact  that  it  makes  the  Government  a  partner 
in  business  and  encourages  lavish  spending  in  business  expenditures,  increasing  many 
appropriations  which  otherwise  would  be  curtailed,  for  the  reason  that  business  knows 
that  part  of  these  expenses  must  be  borne  by  the  Government  through  the  deduction 
of  the  expenses  from  the  reported  net  income.  These  increased  expenses,  neverthe- 
less, add  to  the  overhead  of  the  retailer  and  are  paid  for  by  the  consumer  in  his  pur- 
chases. The  income  tax,  too,  we  believe  is  passed  along  in  many  instances,  while 
the  excise  taxes  undoubtedly  are. 

The  turnover  tax.  as  recommended  to  your  committee,  we  believe  woidd  not  in 
any  way  be  a  burden  upon  the  public  but  would  in  a  long  run  mean  the  lowering  of 
prices  to  the  consumer.  There  would  be  no  guesswork  on  the  part  of  business  men 
as  to  what  their  taxes  would  be,  nor  would  there  be  any  necessity  for  adding  on  more 
than  enough  to  make  sure  that  such  tax  expenses  were  sufficiently  covered.  Business 
would  have  a  definite  tax  rate  before  it  which  would  be  added  to  the  cost  of  the  article 
and  passed  along  to  the  consumer.  There  is  no  logic,  in  our  opinion,  in  the  argument 
that  the  turnover  tax  is  an  attempt  to  shift  the  bniden  of  taxation  fzom  the  rich  to  the 
poor,  for  in  our  humble  judgment  tA\  taxes  are  ultimately  consumptioa  taxes  and  paid 
by  the  consumer. 

Under  the  present  tax  law  we  have  had  to  increase  our  general  overhead  by  larger 
clerical  departments,  revised  and  more  amplified  bocdckeeping  metbods,  and  have 
had  to  expend  large  sums  for  legal  and  anoiting  fees  in  order  to  protect  oius^ves 
against  present  dr  future  requirements  of  the  Treasury  Department  in  connection  wi^ 
the  present  taxes. 

We  believe  the  turnover  tax  would  be  a  nmple  tax  to  admiiuster  and  collect,  thu» 
saving  the  Government  and  business  the  vast  soms  expended  on  the  administration, 
collection,  and  recording  of  the  existing  taxes. 

We  therefore  plead  that  your  committee  Tecommend  that  tiie  vexatl6«s  taxes  of 
to-day,  namely,  the  excess-profits  tax  and  excise  taxes  under  Title  IX,  be  repealed, 
and  that  the  siutaxes  on  incomes  be  lowered  and  in  llieur  place  a  turnover  tax  of  1 
per  cent  be  enacted. 

We  do  not  recommend  the  turnover  tax  becaose  we  are  particularly  anxious  to  have 
it,  but  we  believe  it  is  a  more  eqid table  and  definite  tax  tlum  the  present  tax  laws 
and  will  aid  materially  in  getting  business  and  the  country  bacft  to  ncmnal. 

Hespectfully  submitted. 

Retail  Fur  Division  National  Garment  Retailers'  Association  Taxation. 
Committee,  Richaid  Jaeckel,  chairman;  H.  Jaeckel  &  Sons;  P.  S. 
Greenlees;  0.  C.  Shayne  &  Co.;  J.  M.  Gidding;  J.  M.  Gidding  &  Co.; 
A.  Jaeckel;  A.  Jaeckel  &  Co.;  James  Kinghom;  C.  G.  Gunther's  Sons; 
Donald  Adams;  Balch,  Price  &  Co. 

STATEMENT  OF  EDWARD  FILLMORE,  NATIONAL  C0M3imTBE  ON^ 

THE  FT7R  INDUSTRY,  NEW  YORK,  N.  Y. 

Mr.  Fillmore.  My  name  is  Edward  Fillmore. 

The  Chairman.  Where  do  you  reside,  Mr.  Fillmore  ? 

Mr.  Fillmore.  New  York  City. 

The  Chairman.  What  is  your  business? 

Mr.  Fillmoke.  I  am  an  attorney.  I  represent  the  National  Com- 
mittee on  the  Fur  Industry. 

The  Chairman.  You  are  not  in  the  fur  industry  yourself  ? 

Mr.  Fillmore.  I  am  not;  but  I  have  been  connected  with  the 
fur  industry  upward  of  17  years,  but  I  realize  that,  being  an  attorney, 
you  might  not  wish  to  hear  the  attomey^s  side,  so  I  have  here  with 
me  gentlemen  who  represent  the  fur  industry,  practical  men. 
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« 

The  Chairman.  We  would  rather  hear  the  principals,  in  all  due 
respect  to  the  lawyers. 

Mr.  Fillmore.  1  shall  ask  Mr.  Piehler,  of  Boston,  and  Mr.  Reilly, 
of  New  York,  to  represent  us,  if  you  please. 

The  Chairman.  All  right. 

STATEMKMT  OF  FAIBFAX  A.  REILLY,  NEW  YORK,  N.  Y.,  REPRE- 
SENTINQ  NATIONAL  COMMITTEE  ON  THE  FtTR  INDUSTRY. 

The  Chairman.  Will  you  state  your  full  name  and  address? 

Mr.  Reilly.  My  name  is  Fairfax  Reilly,  and  my  address  20  West 
Twenty-third  Street,  New  York  City. 

The  Chairman.  You  are  in  the  fur  business  ? 

Mr.  Reilly.  Yes,  sir. 

The  Chairbaan.  Will  you  state  briefly  your  views  on  the  tax 
question,  as  it  bears  on  furs  ? 

Mr.  RmLLY.  Yes,  sir;  Senator,  I  am  not  going  to  read  the  section 
especially  pertaining  to  furs,  because  I  know  you  gentlemen  all  are 
familiar  with  it.    The  single  subdivision  of  section  19  is: 

Articles  made  of  fur  on  the  hide  or  pelt,  or  which  any  such  fur  is  the  component 
material  of  chief  value,  10  per  centum. 

The  National  Committee  of  the  Fur  Industry,  appearing  at  this 
hearing,  is  a  voluntary  committee  composed  and  representing  the 
following  associations  in  the  United  States,  and  which  associations 
represent  all  the  different  branches  of  the  fur  industry  from  the 
handling  of  the  raw  skin  to  the  finished  article: 

Fur  Merchants'  Association  of  New  York  City. 

Associated  Fur  Manufacturers  (Inc.). 

American  Fur  Dealere'  Association. 

Mutual  Protective  Fur  Manufactufers'  Association. 

Fur  Dressers  and  Fur  Dyers'  Association. 

Associated  Fur  Industries  of  Chicago. 

Boston  Association  of  Fur  Manufacturers. 

Fur  Manufacturers*  Association  of  Philadelphia. 

Milwaukee  Retail  Fur  Manufacturers'  Association. 

Raw  Fur  and  Wool  Association  of  St.  Louia. 

Minneapolis  Fur  Merchants'  Association. 

Bronx  Retail  Furriers'  Association. 

San  FYancisco  and  Northern  California  Fur  Dealers'  Association. 

Southern  California  Fur  Dealers'  Association. 

New  England  Association  of  Fur  Dealers. 

We  appear  before  this  Committee  on  Finance  on  behalf  of  the  fur 
industry  of  the  United  States  at  this  time,  to  lu-ge  upon  Congress  to 
repeal  this  particular  excise  tax  on  furs,  because  this  tax  is  discrimina- 
tory, unjust,  and  burdensome,  for  the  following  reasons: 

i'rom  all  the  varied  lines  of  wearing  apparel  needed  by  the  human 
individual  for  protection,  furs  have  been  smgled  out,  under  the  revenue 
act  of  1918,  as  the  only  article  of  general  wearing  apparel  to  bear 
a  maximimi  tax  of  10  per  cent,  to  be  paid  by  the  manufacturer, 
while  men's  and  women's  wearing  apparel  made  of  textile  or  fiber,  such 
as  silk,  wool,  velvet,  etc.,  have  remamed  untaxed,  with  the  exception 
of  certain  definite  articles  under  section  904,  which  are  taxed  above  a 
certain  price  because  deemed  luxuries  at  the  price  taxed. 

The  revenue  act  of  1918  was  essentially  a  war  measure,  and  while 
the  fur  industry  did  not  complain  of  paying  its  proportionate  tax 
and  of  bearing  its  part  of  the  burdens  of  the  war,  despite  the  dis- 
crimination, there  exists  no  reason  now  why,  after  a  period  of  over 
two  years,  the  bunlens  imposed  upon  it  b?  such  a  Wiminatory 
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tax  should  not  be  lifted  and  the  industry  placed  on  equal  footing 
with  all  other  industries  in  the  United  States  of  the  same  character. 

When  the  Ways  and  Means  Committee  proposed  the  revenue  bill 
of  1918,  H.  R.  12863,  the  fur  industry,  througn  its  war-service  com- 
mittee, observed  that  in  the  bill  as  submitted  to  the  House  there 
were  but  15  diflFerent  kinds  of  furs  enumerated  as  a  subject  of  taxa- 
tion, and  the  fur  industry,  actuated  by  patriotic  motives,  imme- 
diately presented  its  views  to  the  Ways  and  Means  Committee  and 
showed  the  error  of  taxing  only  a  small  number  of  skins,  and  ui^ed 
upon  Congress  that  it  impose  a  tax  on  all  articles  made  of  fur.  Con- 
gress then  accepted  the  suggestion  of  the  fur  industry  and  enact€d 
the  present  law. 

The  fur  industry  is  not  setting  this  forth  for  the  purpose  of 
showing  that  it  should  be  rewarded  now  for  an  act  that  was  then  its 
undoubted  patriotic  duty,  but  wishes  to  call  to  the  attention  of  this 
committee  that  its  act  at  that  time  was  because  the  Government 
needed  money  and  needed  it  quickly,  and  we  did  not  put  forth  nor 
investigate  the  inequities  of  this  excise  tax. 

We  are  setting  tnis  fact  forth  now,  however,  for  the  special  pur- 
pose of  showing  this  committee  that  in  the  minds  of  the  Ways  and 
Means  Committee  at  that  time  there  were  only  a  certain  few  of  the 
articles  in  the  fur  industry  which  ought  to  be  termed  luxuries,  and 
that  they  were  intending  to  select  those  certain  few  articles  and 
did  not  consider  all  of  the  articles  made  of  fur  as  luxuries. 

We  have  now  investigated  very  carefully  the  inequities  of  the  tax, 
inasmuch  as  we  are  at  peace,  and  therefore  respectively  submit,  as 
herein  set  forth,  that  by  far  the  majority  of  furs  used  in  this  indus- 
try are  entirely  used  for  necessary  wearing  apparel;  and  we  believe, 
therefore,  that  the  fur  industry  is  without  question  entitled  to  free- 
dom from  unequal  taxation,  and  to  full  opportunity  to  compete 
equally  with  other  like  industries. 

It  is  possible  that  it  may  appear  to  some  that  the  reason  why 
fur  is  taxed  is  because  it  is  either  a  luxurious  or  semiluxurious  article, 
and  that  for  that  reason  it  can  be  dispensed  with,  and  those  buying 
it  should  pay  a  tax  thereon.  This  is  a  misconception  of  fact,  and 
needs  but  few  words  to  refute. 

The  first  apparel  of  any  kind  that  was  worn  by  the  human  race 
was  made  of  pelts  of  animals.  The  progress  of  civilization  devised 
substitutes,  but  articles  made  of  fur  nave  always  been  a  part  of  the 
wearing  apparel  of  the  human  race. 

The  Chairman.  Do  you  claim  that  furs  have  priority  over  the 
fig  leaf  ?     [Laughter.] 

Mr.  Reillt,  I  think  it  was  used  at  the  same  time,  at  any  rat*, 
Senator.     [Laughter.] 

Wlien  furs  were  first  used  as  wearing  apparel  onlv  those  furs  which 
are  to-day  the  rarest  and  most  expensive  were  the  furs  used,  and 
because  of  the  increased  demand  for  low-priced  furs  as  necessary 
wearing  apparel,  and  the  failure  in  the  supply  in  these  finer  furs,  the 
industry  as  a  whole  was  compelled  progressively  to  seek  out  and 
secure  the  commoner  furs  to  supply  the  wants,  and  to-day  we  are 
utilizing  in  very  large  quantities  cats,  dogs,  rabbits,  wombat, 
opossum,  muskrats,  etc.,  from  which  articles  are  produced  garments 
as  moderately  priced  and  as  much  in  general  use  as  the  ordinary 
cloth  coat.  This  coming  year  fur  coats  at  the  new  price  levek 
will  be  sold  by  the  thousands  to  the  consumer  under  $50  a  garment. 
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It  is  quite  true  that  the  pelts  of  some  rare  animals  are  expensive, 
and  that  the  wearing  of  same  by  some  who  could  afford  it  would  be 
a  luxury,  but  by  far  the  greater  majority  of  the  articles  made  of  fur, 
sold  to  and  worn  by  the  general  consumers  of  the  United  States  are 
not  articles  of  a  luxurious  nature,  but  are  distinctly  articles  that  are 
needed  by  the  individual  for  protection  against  tne  weather  condi- 
tions. When  it  comes  to  protection  against  inclement  weather,  it  is 
well  known  that  no  article  can  take  the  place  of  those  made  of  fur, 
because  it  is  the  only  article  that  will  withstand  the  extreme  chill  of 
winter. 

In  the  Northwest,  West,  and  East  a  fur  coat  to  both  man  and 
woman  is  as  necessary  to  life  and  comfort  as  food. 

What  can  be  more  luxurious  than  articles  made  of  gold,  platinum, 
silver,  or  the  different  metals,  known  as  jewelry,  yet  these  articles, 
under  the  1918  revenue  act,  bear  one-half  as  much  tax  (5  per  cent) 
as  the  necessary  articles  of  wearing  apparel  made  of  fur,  and  at  that 
it  is  levied  on  the  retail  price  when  sold  to  the  consumer,  while  on 
furs  the  manufacturers  must  pay,  in  practically  all  cases,  the  tax 
before  it  is  sold  to  the  consumer. 

Further,  under  the  present  revenue  act  a  silk  dress,  lace  gown,  or 
rare  linen  wearing  apparel,  costing  many  thousands  of  dollars,  purely 
a  luxury,  and  not  a  necessity  in  any  sense,  are  not  taxed  at  all,  while 
a  woman  buying  a  fur  scarf  at  $10  must  pay  $1. 

Men^s  overcoats  and  suits  made  of  the  finest  textiles,  selling 
upward  of  $100,  bear  no  tax  at  all,  while  the  cheapest  kind  of  a  fur 
coat,  selling  for  $50,  is  subject  to  a  tax  under  the  present  revenue 
act. 

The  basic  reason  for  placing  the  tax  on  the  manufacturer  was,  we 
believe,  a  war  measure,  for  the  conservation  of  labor  and  materi- 
als. That  reason  does  not  exist  to-day.  We  want  to  make  use 
of  the  labor  of  the  country  and  emploj  the  laborers,  and  we  think 
that  in  view  of  the  number  employed  m  our  industry  to-day  makes 
it  an  essential  industry  of  the  country. 

It  is  well  known  that  fur  is  a  seasonable  article,  and  the  tax,  under 
this  law,  in  most  cases,  is  paid  by  manufacturers  before  sold  to  the 
consumer.  Naturally,  the  manufacturer  pays  the  tax  but  passes  it 
to  the  retailer.  The  retailer,  in  selling  the  garment  to  the  consumer, 
however,  docs  not  collect  the  exact  tax  which  he  pavs,  but,  on  the 
contrary,  adds  it  onto  his  cost  price  and  reimburses  himself  in  that 
way.  So  that  the  consumer  does  not  pay  the  exact  tax,  but  in  many 
cases  pays  more  than  the  exact  tax  levied  on  the  manufacturer. 

Aside  from  the  present  law  being  an  injustice  to  the  consumer,  it 
takes  from  the  manufacturer  live  capital  from  his  business,  impedes 
his  progress,  because  it  may  be  many  months  before  he  may  be 
reimbursed  from  the  retailer.  This  tax  is  a  further  injustice  to  the 
retailer  because  of  the  fact  that  in  addition  to  purchasmg  merchan- 
dise, he  is  also  purchasing  taxes,  and  owing  to  the  falling  market  as 
the  fur  industry  is  just  passing  through,  he  is  not  able  to  reimburse 
himself  from  the  consumer,  but  must  lose  the  taxes  he  has  already 
paid,  and  in  addition  to  losses  sustained  in  the  fall  of  the  market, 
suffer  the  depreciation  on  the  merchandise  besides. 

Under  the  revenue  act  of  1918  we  are  obliged  to  pay  the  same 
normal  and  excess  profits  tax  that  the  steel,  lumber,  mining,  silk, 
wool,  and  many  other  industries  pay,  but  in  addition  to  all  these 
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taxes,  we  must  provide  for  and  are  required  to  pay  an  additional  10 
per  cent  tax  that  these  industries  are  free  from. 

We  believe  that  the  foregoing  illustrations  should  be  ample  to 
prove  how  unjust,  unfair,  discriminatory,  and  un-American  is  this 
10  per  cent  tax  on  manufactured  furs,  and  the  absolute  necessity 
that  the  same  should  be  inmiediately  repealed. 

We  respectfully  submit  that  none  of  the  special  excise  taxes,  under 
Title  IX,  revenue  law  of  1918,  are  fair,  and  the  recent  recommendation 
of  the  Secretary  of  the  Treasury  to  retain  these  present  excise  taxes, 
with  the  exception  of  section  904,  the  so-called  luxury  tax,  and  what 
he  describes  as  certain  '^nuisance  taxes,''  is  not  fair  and  just,  as  this 
would  continue  to  present  discrimination,  imposing  imtold  hardships 
and  burdens  upon  some  industries,  while  other  industries  are  free  of 
them.  In  addition  to  this,  if  section  904  of  the  revenue  act  of  1918 
would  be  repealed  and  the  tax  on  furs  remain,  then  the  only  article 
of  general  wearing  apparel  still  taxed  would  be  furs. 

I  would  like  to  say  in  connection  with  this  that  within  the  last  four 
weeks  that  division  of  the  Canadian  law  has  been  repealed,  in  which 
section  furs  are  included,  so  that  at  the  present  time  that  tax  in 
Canada  has  been  repealed. 

We  know  that  the  Government  reauires  revenue,  and  Congress 
should  fearlessly  impose  a  tax  on  all  ousiness  alike.  Let  eacn  in- 
dustry bear  its  proportionate  burden.  It  is  not  right,  it  is  not  fair,, 
to  single  out  a  few  industries  to  bear  the  burden  that  all  should 
share  m,  and  there  are  any  number  of  industries  in  this  country 
to-day  that  are  progressing  and  enjoying  freedom  from  special 
taxation,  while  a  few  bear  the  burdens  oi  it. 

It  is  utterly  impossible  in  a  short  memorandum  and  the  short  time 
we  have  to  submit  our  cause  to  this  committee  to  recoimt  the  manv 
ills  that  the  fur  industry  is  suffering  from,  as  with  many  industries  it  is 
going  through  the  terrible  times  of  reconstruction  after  the  war,  in 
which  values  have,  without  warning,  been  destroyed  almost  over- 
night, with  the  consequent  loss  of  many  millions  of  dollars  to  those 
engaged  therein,  and  has  brought  the  industry  to  almost  the  verge 
of  ruin. 

I  may  say,  gentlemen,  that  the  fur  industry  undoubtedly  is  one  of 
those  raw-commodity  industries  which  has  without  any  doubt  paid 
back  whatever  profit  it  made  during  the  war  period.  They  are  not 
complaining  about  that.  We  realized  that  the  industries  had  to  bear 
their  share  of  the  awful  cost  of  the  war  with  others,  and  the  fur 
industry  is  only  asking  equal  opportunity — ^it  is  not  asking  special 
favor  over  any  other  industry. 

This  situation,  together  with  this  most  burdensome  10  per  cent 
tax  on  furs,  is  making  conditions  almost  unbearable  in  the  industry, 
and  greatly  retard  its  progress  of  recovery. 

In  conclusion,  therefore,  on  behalf  of  the  fur  industry,  we  submit 
the  following: 

First,  that  Congress  repeal  Title  IX,  section  900,  subdivision  19,  of 
the  revenue  act  oi  1918. 

Second,  that  Congress  repeal  the  entire  Title  IX  of  the  revenue  act 
of  1918,  in  other  words,  the  excise  taxes. 

Third,  that  if  the  United  States  Government  requires  revenue,  that 
Congress  enact  a  just  and  imdiscriminatory  tax  law,  and  for  this 
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xeason  we  favor  the  enactment  into  law  of  a  gross  sales  turnover  tax 
of  1  per  cent,  in  lieu  of  these  present  special  excise,  excess  profit,  and 
other  business  taxes,  as  represented  by  either  the  bill  introduced  by 
Senator  Smoot  on  April  12,  1921,  known  as  S.  202,  or  the  bill  intro- 
duced by  Con^essman  Mott  on  April  11,  1921,  known  as  H.  R.  2226, 
entitled  '*A  bill  to  amend  the  revenue  act  of  1918  and  to  establish  a 
general  sales  tax." 

We  believe  that  the  enactment  into  law  of  such  a  sales  tax  as  pro- 
vided in  these  two  bills  would  be  eminently  fair,  just,  and  equitable, 
and  would  be  welcomed  by  the  people  of  the  United  States,  especially 
if  the  normal  income  and  the  surtaxes  be  revised  to  suit  the  present 
-economic  conditions  of  the  country. 

STATEHENT  OF  OTTO  J.  PIEHI^BR,  PBESIDENT  BOSTON  ASSOCIA^ 
TION  OF  FTJB  MANX7FACTTJBERS,  AND  CHAIB3MLA.N  NEW  ENO- 
IiANB  FUB  DEALEBS'  ASSOCIATION. 

The  Chairman.  The  business  is,  of  course,  furs  ? 

Mr.  PiEHLER.  Furs ;  and  I  represent  the  New  England  Association 
of  Fur  Dealers,  and  am  chairman  and  president  of  the  Boston  aaso^ 
ciation.  I  am  going  to  take  but  a  few  minutes  of  your  time,  be- 
<jause  I  know  you  are  fairly  familiar  with  this  entire  subject.  But 
the  question  which  you  put  to  the  representative  of  the  automobile 
industry,  I  thought  possibly  you  might  like  to  hecEr  a  similar  answer 
as  to  the  fur  business.  I  have  figured  out,  as  near  as  I  could,  what 
the  difference  would  be  in  the  tax,  that  is,  what  we  are  paying  now. 
It  would  be  just  about  one-fourth,  taking  the  tax  at  all  pomts,  from 
the  raw  material  up,  the  turnover  on  tne  total  would  be  yielding 
just  about  one-fourth  of  what  it  does  now. 

We  know  how  discriminating  this  tax  is,  but  this  gentleman  has 
covered  the  groimd  thorough! v,  and  there  is  no  need  of  my  going 
over  it.  I  happened  to  be  at  that  time  a  member  of  the  war-service 
committee,  and  we  did  call  your  attention  to  the  chances  for  th^ 
evasion  of  the  tax,  and  that  was  our  duty,  first,  to  the  Govemmeat, 
regardless  of  our  industry. 

I  do  not  think  there  is  anything  else  I  want  to  say,  because  I  un- 
derstand you  are  so  thoroughly  familiar  with  the  subject.  All  I 
hope  is  that  you  will  see  jour  way  clear  to  remove  this  imjust  tax, 
ana  let  the  burden  be  divided  up,  and  let  others  bear  their  just  pro- 
portion. If  the  sales  tax  were  put  in  effect  everybody  would  stand 
it  without  feeling  it,  and  I  suppose  yon  know  that  the  Boston  Cham- 
ber of  Commerce  has  reported,  after  a  referendum  vote,  20  in  favor 
to  1  against. 

SPECTACLES  AND  EYEGLASSES. 

BTATEICENT   OF  ERinSST  H.  GAUNT,  PBOVIDEKCE,  B.  I.,  SECRS* 
TABY  OF  THE  OPTICAL  ICAKUFACTUBINa  ASSOCIATION. 

The  Chairman.  Do  you  want  to  speak  on  the  tax  on  spectacles  ? 

Mr.  Gaunt.  I  want  to  speak  on  the  tax  on  spectacles  and  eye- 
glasses. I  have  a  very  brief  statement  to  make.  The  tax  on  spec- 
tacles and  eyeglasses  is  made  under  section  905  by  a  ruling  of  the 
Treasiuy  Department.    These  articles  are  not  specu5cally  mentiofied 
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in  the  United  States  revenue  act  of  1918,  but  a  ruling  was  made  by 
tho^  Treasury  Department  to  make  spectacles  and  eyeglasses  come 
under  section  905,  and  be  subject  to  tne  5  per  cent  tax. 

We  understand  that  there  was  a  difference  of  opinion,  and  the  first 
intention  of  the  Treasury  Department  was  to  exempt  spectacles  and 
eyeglasses,  as  surgical  instruments  were  specifically  exempted  in  the 
act.  The  final  view  that  prevailed,  however,  was  to  include  specta- 
.  cles  and  eyeglasses.  A  mild  protest  was  made  against  this,  because 
of  its  injustice,  but  due  to  the  fact  that  there  was  a  war  going  on,  and 
it  was  realized  that  money  was  needed  and  that  such  injustices  could 
not  be  avoided,  perhaps,  at  that  time,  nothing  considerable  was  done. 
But  at  this  time  it  seems  wise  to  jpoint  out  to  your  committee  that  this 
is  an  imjust  tax,  both  in  principle  and  in  practice.  It  reaUy  amounts 
to  a  tax  on  sick  people.  We  might  perhaps  just  as  well  have  a  tax 
on  crutches. 

It  is  a  conservative  estimate  that  one-third  of  the  total  population 
of  the  coimtry  wear  glasses.  I  counted  in  this  room  this  morning- 
16  out  of  34  people  wearing  glasses;  33  per  cent,  or  one- third  of  the 
total  population,  is  considered  a  conservative  estimate.  By  actual 
count  in  such  places  as  New  York  City  it  has  been  found  that  38  per 
cent  of  the  people  wear  classes. 

It  has  been  f oxmd  out  by  research  that  one-half  of  those  who  do 
not  wear  glasses  ncfed  to  wear  them.  Nearly  every  one  over  40  should 
wear  glasses.  In  regard  to  school  children,  it  has  been  found  that 
66  per  cent  of  schoolchildren  need  to  wear  glasses,  but  probably  not 
one-tenth  of  these  are  having  the  proper  attention  given  to  their  eyes. 
I  would  like  to  read  a  paragraph  of  a  statement  made  by  Dr.  Cassius 
D.  Westcott. 

Dr.  Westcott  is  one  of  the  prominent  oculists  of  the  United  States 
and  chairman  of  the  meeting  on  conservation  of  vision  of  the  council 
on  health  and  public  instruction  of  the  American  Medical  Association. 
At  a  recent  meeting  of  the  Eyesight  Conservation  Coimcil  he  said  as 
follows: 

Ninety  |>er  cent  of  the  school  children's  eyes  are  imperfect,  and  at  least  60  per 
cent  are  being  used  at  a  disadvantage.  Many  a  child  groping  with  poor  eyes  and 
struggling  for  an  education  as^ainst  his  handicap  becomes  not  pnlv  a  stupid  child  but 
a  rebellious  child,  a  truant  child,  and  a  truant  child  is  a  criminal  in  emoryo.  There 
is  no  question  about  that;  it  has  been  demonstrated  again  and  again. 

So  in  principle  we  are  opposed  to  this  tax.  In  practice  here  is  the 
way  it  sometimes  works  out:  The  man  of  wealth  can  order  a  genuine 
spectacle  frame,  and  pay  $40  or  $50  for  it;  he  is  examined  hj  an  oculist 
and  pays  $5  to  $50.  He  then  may  have  a  pair  of  invisible  bifocal 
lenses  costing  about  $25.  His  total  bill  would  be  about  $100,  but  on 
that  he  would  not  pay  any  tax  at  all  under  the  present  law. 

On  the  other  hand,  the  ordinary  man  could  buy  a  frame  like  this 
[illustrating],  which  costs  $3  to  $4,  He  would  pay  $3  for  profes- 
sional service  to  an  optometrist;  the  lenses  would  cost  possibly  S5 — 
about  $14  in  all;  and  on  that  he  would  pay  a  5  per  cent  tax  on  the 
professional  services  and  the  lenses  as  well  as  on  the  frames,  luider 
the  ruling  of  the  Treasury  Department.  That  is  unjust  to  the 
wearer;  it  is  also  unjust  to  the  optometrist,  who  does  this  work  from 
start  to  finish,  who  makes  the  professional  examination,  who  fits  the 
lenses  to  the  frames,  and  who  fits  the  frames  to  the  face. 

The  Chairman.  Would  it  not  cover  what  you  want  by  just  print- 
ing your  letter  addressed  to  the  committee  ? 
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Mr.  Gaunt.  I  am  practically  done,  Mr.  Chairman.  I  just  want  to 
point  out  that  it  is  wrong  in  principle  and  wrong  in  practical  applica- 
tion. As  a  matter  of  fact,  attention  to  eyesight  snould  he  encour- 
aged. The  factories  are  taking  it  up  and  having  the  eves  of  their 
employees  examined;  the  schools  are  taking  it  up;  and  this  tax  does 
discourage  the  use  of  glasses.  I  have  been  informed  by  optometrists 
that  they  have  had  to  absorb  the  tax  or  else  lose  the  customer,  be- 
cause the  customer  said  that  glasses  are  not  a  luxury,  which,  of 
course,  is  a  correct  statement. 

I  think  that  the  law  should  be  made  clear,  as  it  was  in  the  case  of 
surgical  instruments,  that  spectacles  and  eyeglasses  are  to  be  exempt 
from  this  tax. 

(Following  is  the  letter  above  referred  to:) 

Providence,  R.  I.,  May  27, 1921. 
Finance  Comicitteb, 

United  States  SeTiate,  Washingtonj  D,  C, 

Gentlemen:  For  your  consideration  in  connection  with  the  revision  of  revenue 
laws,  we  beg  to  present  the  views  of  the  Optical  Manufacturers'  Association  in  regard 
to  section  905  of  the  United  States  revenue  act  of  1918,  under  which,  by  a  ruling  of 
the  Treasury  Department,  spectacles  and  eyeglasses  are  classed  with  articles  which  are 
commonly  and  sometimes  mistakenly  call^  luxuries  and  made  subject  to  a  5  per 
cent  tax. 

Those  who  wear  glasses  and  those  who  manufacture,  distribute,  or  fit  them  to  the 
wearer,  have  been  at  a  loss  to  understand  why  spectacles  and  eyeglasses  were  ever 
classed  with  so-called  luxuries,  as  it  is  so  obvious  that  they  are  absolute  necessities. 
Their  conclusion  has  been  that  the  ruling  of  the  Treasury  Department  was  not  in 
accordance  with  the  intentions  of  tho«e  who  framed  the  law,  and  although  mild  pro- 
tests were  made,  the  matter  was  not  vigorously  followed  up  because  it  was  realized  that 
the  Government  needed  to  get  money  for  the  prosecution  of  the  war  and  had  no  time 
to  remedy  even  such  p&tent  injustices.  We  understand  that  there  was  a  division  of 
opinion  on  this  subject  among  the  legal  advisers  of  the  Treasury  Department  and  that 
the  first  recommendation  was  to  exempt  spectacles  and  eyeglasses,  but  that  this 
opinion  was  afterwards  reversed. 

However,  now  that  the  revenue  revision  is  being  considered,  it  is  wise  and  just  that 
the  error  made  in  taxing  spectacles  and  eyeglasses  be  corrected.  Whether  or  not  the 
taxes  on  so-called  luxuries  are  removed,  spectacles  and  eyeglasses  should  be  no  longer 
included  with  these  articles. 

We  understand  that  the  theory  upon  which  commodities  were  selected  under  section 
905  of  the  United  States  revenue  act  of  1918  was  that  they  were  "not  of  the  first  neces- 
8*  ty . ' '  We  might  go  into  an  extended  discussion  to  show  that  this  theoay  was  and  stiU 
is  wron^  when  applied  to  spectacles  and  eyeglasses,  but  it  does  not  require  a  technic^ 
discussion  to  demonstrate  that  spectacles  and  eyeglasses  are  a  necessity  and  that  it 
is  a  great  injustice  to  put  them  in  the  luxury  class  for  purposes  of  taxation.  Those  who 
wear  glasses,  or  who  have  members  in  their  families  who  wear  them,  know  that  those 
who  Wear  glasses  can  not  do  without  them  without  paying  a  heavy  penalty.    Some 

Seople  are  absolutely  helpless  without  glasses.  Doing  without  gUsBes  is  an  entirely 
ifferent  matter  from  doing  without  diamonds  or  other  such  articles  of  adornment* 
Doing  without  so-called  liixuries  does  not  in  any  way  affect  the  health,  but  doing 
without  glasses  most  certainly  does  affect  the  health. 

Besides  those  who  already  wear  glasses,  there  are  a  large  number  of  people  who  do 
not  wear  glasses  who  need  to.  Nearly  every  person  beyond  40  should  wear  glasses. 
Research  shows  that  at  least  half  of  tlie  people  who  do  not  wear  glasses  need  to  wear 
them  for  the  sake  of  their  health  and  efficiency. 

Statistics  compiled  by  one  of  the  most  prominent  oculists,  as  the  result  of  examina* 
tions  of  thousands  of  s-^hool  children  in  one  of  our  largest  cities,  indicated  that  only 
7.5  per  cent  of  the  children  had  normal  eyes,  and  of  the  92.5  per  cent  having  abnormal 
or  defective  eyes,  66  per  cent  had  errors  of  refraction  or  defects  high  enough  to  war- 
rant the  wearing  of  glasses. 

At  a  recent  meeting  of  the  Eye  Sight  Conservation  Council  of  America  the  following 
statement  was  made  by  one  of  the  most  prominent  oculists  in  the  United  States  and 
chairman  of  the  committee  on  conservation  of  vision  of  the  council  on  health  and  public 
instruction  of  the  American  Medical  Association: 
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**  Ninety  per  cent  of  the  school  children's  eyes  are  imperfect  and  at  least  60  per  cent. '' 
he  said,  **  are  being  used  at  a  diaadvantac^e.  Many  a  child  groping  Vidth  poor  eye?  and 
struggling  for  an  education  against  his  nandicap,  becomes  not  only  a  stupid  child, 
but  a  rebellious  child,  a  truant  child,  and  a  truant  child  is  a  criminal  in  embryo. 
There  is  no  question  about  that;  it  has  been  demonstrated  again  and  aeain. " 

In  connection  with  child  welfare,  Dr.  Thomas  Wood,  of  Columbia  UniveiaitT. 
says:  'There  are  24,000,000  school  children  in  the  United  States,  and  only  a  small 
fraction  of  them  have  received  a  reasonably  adequate  test  of  vision.  Probably  not 
more  than  one-tenth  of  the  children  who  liave  defective  vision  are  having  piopw 
attention  for  these  defects." 

A  great  and  increasing  number  of  schools  and  factories  require  or  encourage  eye 
examinations.  The  great  number  of  people  who  do  not  wear  glasses  and  reallv  need 
them  should  be  encouraged  to  wear  them  and  not  discouraged,  as  they  are  try  the 
present  tax  on  spectacles  and  eyegla^'ses.  A  tax  on  spectacles  and  eyesHasses  is  a  tax 
on  sick  people.  A  tax  on  articles  not  of  the  first  necessity — so-called  luxuries-- 
may  or  may  not  be  justified,  but  whether  it  is  or  not,  it  diould  have  no  bearing  on  a 
tax  on  spectacles  and  eyeglasses.  During  the  war  tiie  optical  industry  was  clamd  as 
an  essential  industry.  It  was  given  preference  in  the  supply  of  coal  and  coke  and 
also  was  allotted  gola  on  the  same  basis  as  the  dental  industry,  it  being  considered 
as  much  of  a  necessity  for  spectacle  and  eyeglass  frames  and  moontings  as  for  the  fiUin^ 
of  teeth. 

We  have  been  informed  by  eye'glaas  specialists  who  fit  glasses  to  the  wearer  that 
the  present  5  per  cent  tax  has  discouraged  people  from  the  purchase  of  spectacles  and 
eyeglasses.  Some  of  them  state  that  they  have  absorbed  the  present  tax  rather  than 
pass  it  on  to  the  wearers  of  glasses,  many  of  whom  have  refused  to  pay  it  stating  that 

glasses  are  not  a  luxury. " 

A  concrete  case  of  the  way  the  tax  works  out  is  as  foljows:  A  person  can  ord«9>  a 
frame  finely  made  of  genuine  shell  for  as  much  as  $40  or  $50,  even  more,  after  having 
had  their  eyes  examined  by  an  oculist  at  a  cost  of  from  $5  to  $50.  They  can  then  have 
invisible  bifocal  lenses  costing  about  $25.  The  complete  job,  from  the  examination 
to  the  fitting  of  the  frames,  will  cost  the  wealthy  patient  often  $100  or  more,  and  yet 
there  would  be  no  tax.  On  the  other  hand,  the  avera^  man  would  go  to  an  opto- 
metrist who  charged  possibly  $3  for  his  professional  services,  and  would  select  a  gold- 
filled  frame  as  the  one  to  give  the  best  service,  costing  poesibly  $4,  and  would  be  given 
the  cheapest  kind  of  lenses  in  double  vision,  costing  possibly  $7,  making  a  total  of 
$14,  on  which  he  would  have  to  pay  a  tax  of  70  ce^pts. 

Is  it  lust  that  there  should  be  a  tax  on  professional  services  when  given  by  the  man 
who  sold  the  glasses,  and  no  tax  on  professional  services  by  some  one  oUier  than  the 
one  who  sold  the  glasses?  Is  it  just  to  tax  the  lenses  simply  because  they  are  inserted 
in  a  frame? 

It  seems  self-evident  that  glasses  are  of  the  first  necessity,  and  we  know  that  many 
Senators  and  Congressmen  do  not  need  to  be  convinced  of  that  fact.  However,  we 
present  this  brief,  in  order  to  properly  br'mg  out  the  principles  and  facts  which  may 
have  been  overlooked  in  passing  and  ruling  upon  the  revenue  act  of  1918. 

In  section  905,  surgical  instriunents  are  specifically  excluded  from  the  tax  imposed 
on  articles  made  of  or  ornamented,  mounted  or  fitted  with,  precious  metals  or  imita- 
tions thereof.  Spectacles  and  eyeglasses  should  also  have  been  excluded  at  that 
time  but  were  not,  and  we  respectfully  submit  that  her^ifter  spectacles  and  eye- 
glasses should  be  put  in  the  same  cla^  with  surgical  instruments  and  other  appliances 
of  the  same  nature,  and  should  not  be  classed  in  any  way  with  articles  cal^  non- 
essentials. 

We  hope  that  in  revising  the  revenue  laws,  any  section  under  which  Bpectarle« 
and  eyeglasses  may  possibly  come  will  be  made  so  clear  that  the  rulings  of  the  Treasury 
Department  can  not  include  spectacles  and  eyeglasses  with  so-called  luxuiies. 

We  present  our  views  chiefiy  because  the  matter  is  of  definite  business  interest  to 
us.  Naturally  we  also  have  some  interest  in  the  matter  as  bearing  on  the  public 
interest  and  have  aided  in  the  formation  and  support  of  broad  efforts  for  the  conserva- 
tion of  vision;  but  we  know  that  your  committee  and  ConG:re8s  have  the  public  interest 
fully  at  heart  and  feel  that  if  given  opportunity  to  consider  all  phases  of  the  matter 
you  will  remedy  any  such  unwise  and  imjust  axation  as  is  the  present  5  per  cent  tax 
on  spectacles  and  eyeglasses  under  section  905  of  the  United  States  revenue  act  of 
1918. 

We  shall  be  glad  to  have  you  call  on  us  for  further  information  and  assistance  in 
this  vital  matter. 

Respectfully  submitted. 

Optical  ^Ianufacturers*  Association. 
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SPORTING  GOODS. 

STATEMENT  OF  JULIAN  W.  CXJBTISS,  KEFBESENTING  ATHLETIC 
GOODS  MANXJFACTUBEBS  OF  THE  UNITED  STATES  AND  A.  G. 
SPALDING  &  BBOS.,  NEW  YOBK,  N.  Y. 

Mr.  CuRTiss.  I  represent  the  athletic  goods  manufacturers  of  the 
United  States. 

The  Chairman.  You  desire  to  address  yourself  to  the  tax  on  sport- 
ing goods  ? 

Afr.  CuBTiss.  I  do. 

The  Chairman.  Please  bear  in  mind,  Mr.  Curtiss,  that  the  com- 
mittee is  fairly  saturated  with  that  question,  but  we  will  be  glad  to 
hear  you  brieny. 

Mr.  Curtiss.  This  group  of  manufacturers  that  I  represent  came 
together 

The  Chairman,  (interposing).  Do  you  represent  them  as  an  at- 
torney? 

Mr.  Curtiss.  No,  sir;  I  am  president  of  A.  G.  Spalding  &  Bros. 
I  am  not  an  attorney.  I  am  simply  the  head  of  the  largest  individual 
firm  in  the  group.  I  feel  that  tnis  tax  was  first  imposed  because  in 
the  opinion  of  the  committees  of  Congress  sporting  goods  were  con- 
sidered as  luxuries.  May  I  not,  therefore,  in  a  few  brief  words  ex- 
plain why,  m  my  own  opinion,  they  are  far  from  that? 

As  an  industry,  we  were  first  called  together  during  the  progress  of 
the  war,  and  the  War  Industry  Board  allotted  us  precious  raw  ma- 
terials that  we  might  make  goods  to  send  abroad,  and  I  have  been 
told  by  the  officers  that  these  goods  did  their  share  in  helping  the 
morale  of  oiu*  men,  and  in  the  winning  of  the  war. 

Now  that  the  war  is  over,  we  feel  that  these  same  goods  are  per- 
forming a  most  important  service  in  sustaining  the  phvsical  well- 
being  of  the  people  of  our  country.  The  number  ot  d.efects  that 
the  draft  boards  discovered  brought  home  to  this  country  a  realiza- 
tion of  the  astounding  number  of  physically  ailing,  ana  it  gave  a 
great  impetus  to  the  movement  wnicn  was  then  on  way,  both  in 
schools  and  colleges  of  compulsory  exercise  and  sport.  This  is  not 
only  taking  place  in  all  the  colleges  of  the  land,  out  in  the  public 
schools  as  well.  State  after  State  is  adopting  this  plan.  Our  leaders 
of  education  have  awakened  to  the  fact  that  to  graduate  a  man  with 
a  well-developed  mind  and  weakened  body  is  not  the  way  to  send  that 
man  on  to  success. 

I  think  the  college  situation  is  well  explained  in  this  short  statement 
made  by  President-elect  Angell,  of  Yaie,  at  a  dinner  given  in  New 
York  recently  by  the  alumni: 

I  believe  that  there  is  an  obligation  on  every  college  to  see-  that  ever>'  boy  in  it  gets 
the  \ery  beet  type  of  physical  education  along  with  his  mental  and  moral  eduf  aticn; 
that  he  be  given  every  poasible  opportunity  to  develop  the  strongest  possible  phj'Bique; 
that  he  be  taken  into  sports  and  games,  and  U  he  doesn't  want  to  play,  that  he  be 
h\T)erinduced  to  play;  tnat  he  learn  the  iov  of  playing,  and  that  he  get  the  moral  and 
physical  values  tnat  come  out  of  a  wholenearted  participation  in  American  college 
sports. 

At  the  present  time  one  sees  in  many  of  our  colleges  the  underdeveloped  frail  boy; 
the  timid  boy,  allowed  to  stay  on  the  side  lines  or  stay  at  home,  thus  failing  wholly 
to  participate  with  other  boys  in  wholesome  exercise  and  sport.  Now,  I  say  that  I 
beneve  it  is  the  job  of  the  colleges  to  see  that  that  condition  is  corrected  first. 
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In  the  two  great  Government  schools,  Annapolis  and  West  Point, 
every  cadet  and  midshipman  is  required  to  take  part  in  some  sport 
or  some  game.  He  has  no  option.  It  is  considered  and  is  a  part 
of  the  curriculum,  and  I  am  proud  to  say  that  we  make  the  textbooks 
for  that  branch  of  study. 

When  one  gets  into  the  maturer  side  of  life,  in  the  afternoon,  as  it 
might  be  called,  there  has  been  another  game  introduced  into  this 
country  in  the  last  25  years,  the  game  of  golf.  It  affords  great 
pleasure  and  a  great  deal  of  physical  benefit  to  those  who  participate, 
and  I  refer  without  permission  to  the  President  of  the  United  States. 

But  it  is  of  the  small  boy  I  wish  particularly  to  talk  here;  it  is 
he  that  is  largely  paying  the  tax,  because  the  baseball  side  of  athletic 
goods  is  by  far  the  greater  side. 

Senator  Calder.  Do  I  understand  that  every  baseball,  every  base- 
ball bat  and  mask  that  a  boy  uses  and  wears,  every  baseball  glove, 
every  tennis  racket  and  net— all  these  things  in  athletic  goods — are 
taxed  specifically  ? 

Mr.  CuRTiss.  They  are  taxed  10  per  cent,  every  one;  and  the  tax  is 
added  in  just  this  way 

Senator  Walsh  (interposing).  How  are  they  taxed? 

Mr.  CuRTiss.  It  is  added  to  the  w^holesale  price,  and  in  our  cata- 
logue we  do  not  conceal  it  in  any  way,  but  we  take  pains  to  illustrat-e 
just  exactly  what  it  is.  If  the  wholesale  of  the  article  is  $1,  it  is  put 
down  ''Trade  price,  $1.'' 

Senator  Calder.  The  manufacturer  pays  the  tax  ? 

Mr.  Curtiss.  The  manufacturer  always  pavs  the  tax — '*  war  tax 
10  cents,  total  price  $1.10" — and,  of  course,  that  is  handed  on  to  the 
consumer,  never  less  than  10  per  cent  tax  and  sometimes  more. 

I  think  you  all  have  a  warm  spot  in  your  heart  for  the  boy;  and 
the  game  of  baseball  means  much  to  him.  It  is  helpful  in  training 
and  making  him  the  man  we  all  want  him  to  be. 

Senator  Calder.  If  he  pays  50  cents  for  a  baseball  he  pays  5  cents 
tax? 

The  Chairman.  There  is  no  evidence  that  if  the  tax  is  removed 
baseballs  will  come  down  in  price  ? 

Mr.  Curtiss.  Yes,  sir;  they  would,  most  decidedly,  come  down  in 
price. 

The  Chairman.  There  is  grave  doubt  about  that  ? 

Mr.  Curtiss.  No;  there  is  not.  Incidentally,  we  have  put  our 
catalogue  out  in  such  form  so  that  if  the  tax  is  removed  the  prices 
must  be  reduced  just  that  much.  We  have  not  tried  to  conceal 
this  tax  from  its  very  inception,  but  have  printed  it  out  conspicu- 
ously and  made  it  very  plain. 

Senator  Walsh.  Wnat  is  the  popular  present  retail  price  of  a 
baseball  ? 

Mr.  Curtiss.  A  good  boys'  baseball  may  be  had  from  20  to  25 
cents  up  to  the  league  balls  at  $2,  $2.25,  and  $2.50. 

Senator  Walsh.  What  would  the  25-cent  ball  retail  for  if  it  were 
not  for  the  tax  ? 

Mr.  Curtiss.  If  it  were  not  for  this  tax  the  25-cent  ball  would 
retail  at  20  cents,  there  being  no  popular  intermediate  price  between 
20  and  25  cents. 

Senator  Calder.  How  much  revenue  is  collected  from  that  source  ? 
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Mr.  CuRTiss.  I  have  been  told  by  the  Internal  Revenue  Bureau 
of  the  Treasury  Department  that  there  was  a  trifle  less  than  $3,000,000 
total  collection  on  subdivision  5,  article  900.  But  in  this  clause 
is  included  billiard  and  pool  tables,  billiard  and  pool  balls,  checkers 
and  games  of  that  sort;  also  fishing  tackle,  with  which  this  associa- 
tion has  nothing  to  do.  So  I  estimate  that  at  least  20  per  cent  could 
be  deducted  from  that  tax,  making  a  total  tax  of  not  more  than 
$2,400,000,  and  the  bulk  of  it  is  taken  out  of  the  vouth  of  the  land. 
Outside  of  the  golfers,  I  think  it  is  practically  all  taken  out  of  tha 
youth  of  the  land.  As  a  matter  of  fact,  the  boy  can  buy  a  di*um,  tin- 
trumpet,  or  a  pushmobile  and  pay  no  tax  whatever,  but  the  minute 
he  buys  a  baseoall,  tennis  racket,  or  a  pair  of  skates,  he  pays  10  per 
cent.  He  can  buy  a  rubber  ball,  with  German  pictures  on  it,  with 
no  tax  whatever,  but  if  he  buys  a  ball  to  play  the  national  game  with^ 
he  pays  a  tax  of  10  per  cent. 

The  professional  plays  a  very  small  part  in  the  use  of  athletic 

foods.     I  estimate  that  at  the  outside  not  over  15  per  cent  of  the  baise- 
alls  used  are  used  by  all  professional  players,  and  in  their  case  they 
are  very  largely  paid  for  by  the  clubs  themselves. 

Suppose  nine  boys  get  together,  form  a  baseball  nine  and  desire 
to  purchase  imiforms.  They  can  secure  nine  good,  serviceable  suits 
for  about  $75,  but  to  this  price  has  to  be  added  a  tax  of  10  per  cent. 
Yet  a  banker  can  go  into  anv  clothing  store  and  buy  a  golf  suit,  pay 
$75  for  it,  and  pay  no  tax  whatever. 

Senator  Calder.  Do  you  mean  to  say  that  the  baseball  player 
would  have  to  pay  a  tax  on  his  uniform  while  the  golfer  may  ouy  a 
golfing  suit  and  pay  no  tax  on  it  ? 

Mr.  CuRTiss.  Yes;  and  he  has  to  pay  a  tax  on  baseball  shoes,  yet 
if  he  wishes  to  wear  a  pair  of  tennis  snoes  he  pays  no  tax;  if  he  buys  a 
pair  of  sprinting  shoes  he  pays  a  tax;  golf  shoes  with  rubber  soles  do 
not  have  any  tax  whatever  collected  on  them. 

This  mix-up  was  unavoidable;  and  indeed  the  administering  of  any 
excise  tax  on  such  a  variety  of  goods  as  we  are  manufacturing,  em- 
bracing pretty  much  every  known  raw  material,  can  not  help  but  be. 
The  point  that  I  wish  to  emphasize  is  that  this  tax  has  been  largely 
collected  from  the  boys  and  youths  of  our  land.  I  hate  to  draw  any 
invidious  comparisons,  but  the  boy,  in  buying  athletic  goods,  that, 
as  I  said  before,  count  mightily  in  the  development  of  his  health 
and  strength,  and  also  needed  in  the  building  of  his  character,  is 
compelled  to  pay  over  three  times  as  much  of  a  tax  as  is  levied  on 
chewing  gum,  twice  as  much  as  on  jew^ry,  and  nearly  three  times 
as  mucn  as  on  cosmetics,  hair  dyes,  and  talcum  powder. 

In  England — and  I  dislike  to  quote  any  other  country,  but  I  think 
she  needs  money — and  I  think  the  previous  speaker  Drought  that 
out — more  than  ourselves — at  the  same  time  srie  has  never  placed 
the  slightest  tax  on  an^  athletic  goods  that  she  considers  are  needed 
for  the  physical  well-being  of  her  people. 

There  are  millions  of  youngsters  interested  in  this  matter,  as  well 
as  those  of  mature  age.  Every  college  in  the  country  feels  deeply  on 
this  subject.  The  different  organizations,  like  tennis  associations, 
with  its  million  members,  and  golf  and  base  ball  associations  every- 
where; and,  in  addition  to  that,  the  Y.  M.  C.  A.,  the  Knights  of  Colum- 
bus, and  organizations  of  that  sort,  all  feel  deeply  grieved  at  this 
tax  and  feel  that  some  change  should  be  made. 
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But  my  plea  is  really  in  behalf  of  the  boy.  We  all  love  him.  There 
is  not  a  man  with  rea  blood  in  his  veins,  who  does  not  enjoy  seeing 
him  play  that  old  game  of  baseball  as  if  his  very  life  depended  upon 
the  result.  May  I  not  hope  that  you  will  see  that  in  future  our  boys 
be  allowed  to  play  that  game  witnout  annoyance  and  without  a  tax  i 

YACHTS. 

STATEMENT  OF  WILLIAM  SHEBMAN  BAXJCH,  NEW  YOBK,   H.  Y., 
PRESIDENT  OF  THE  WATEBWAT  LEAGUE  OF  AMEBICA. 

The  Chairman.  What  is  your  occupation? 

Mr.  Eattch.  I  am  a  credit  man.  I  am  president  of  the  Waterway 
League  of  America  in  m^  capacity  here. 

The  Chairman.  What  is  that  league? 

Mr.  Rauch.  That  league  is  composed  of  yachtsmen  throughout 
the  country.  It  is  an  organization  that  has  close  on  to  4,000  indi- 
vidual members  and  represents  a  couple  of  hundred  yacht  clubs  from 
coast  to  coast  and  from  Canada  to  Mexico. 

The  Chairman.  Then  you  are  here  as  a  yachtsman  and  member 
of  the  league  ? 

Mr.  Rauch.  Yes,  sir.   We  have  Mr.  Stephens  with  us,  who  is  more 

Practical  on  the  yacht  subject  than  I  am,  and  we  have  our  secretary 
ere,  who  can  give  you  some  facts  concerning  the  conditions  of  the 
different  yachtmg  clubs  on  account  of  the  tax.  So  that  if  it  is  the 
wish  of  the  committee  that  only  one  be  heard,  we  would  prefer  to 
put  Mr.  Stephens  on. 

STATEMENT  OF  WILLIAM  F.  STEPHENS,  BATONNE,  N.  J.,  SEPBE- 
SENTINO  THE  WATEBWAT  LEAaXJE  OF  AMEBICA. 

The  Chairman.  What  is  your  occupation  ? 

Mr.  Stephens.  I  am  the  editor  of  Lloyd's  Register  of  American 
Yachts. 

The  Chairman.  Where  do  you  reside? 

Mr.  Stephens.  I  reside  in  Bayonne,  N.  J. 

The  Chairman.  What  have  you  to  say  to  the  committee? 

Mr.  Stephens.  We  have  made  our  statement  in  this  brief  [indi- 
cating]. I  may  say,  briefly,  that  I  have  been  in  yachting  for  40 
years.  My  business  has  been  ^vriting  for  various  yachting  publica- 
tions, and  for  nearly  18  years  I  have  been  editing  Lloyd's  Register, 
which  is  the  American  record  of  all  yachts  and  yachtsmen.  That 
has  placed  me  in  very  close  touch  with  the  yachting  industry.  I 
am  a  designer  myself,  and  intimate  with  all  designers,  and  in  that 
way  I  am  in  close  touch  with  yachting. 

We  feel  that  in  framing  this  bill  due  consideration  was  not  given 
to  the  importance  of  yachting  as  a  national  sport,  and  also  that  the 
technical  considerations  of  yachting,  tonnage,  etc.,  were  not  duly 
•considered. 

So  we  have  set  forth  here  what  we  think  about  yachting.  It  is 
the  one  national  sport  that  is  of  material  value  to  the  country  in 
promoting  a  love  of  the  water.  The  Germans  appreciated  that 
years  ago  under  William.  They  made  every  possible  effort  to 
encourage  yachting  in  Germany,  and  with  good  results.    But  here 
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yachting  is  left  to  shift  for  itself,  until  this  bill  was  passed  with 
an  adverse  influence. 

The  Chairman.  What  do  you  suggest? 

Mr.  Stephens.  We  have  suggest,  in  the  first  place,  a  change 
of  the  basis  of  taxation.  The  present  basis  for  the  bulk  of  the  taxes 
is  on  over-all  length,  which  is  very  inequitable.  We  propose  a 
substitution  of  the  gross  tonnage. 

In  order  to  ascertain  the  over-all  length  it  is  necessary  to  measure 
the  yacht,  which  is  a  matter  of  uncertainty.  The  gross  tonnage  for 
those  above  16  gross  tons  is  taken  as  a  matter  of  course  by  the  Gov- 
ernment and  is  accessible  in  the  List  of  Merchant  Vessels  of  the 
United  States.  We  propose  that  as  the  most  equitable  basis  and 
the  most  practicable. 

The  Chairman.  You  do  not  ask,  then,  to  have  the  tax  abolished? 

Mr.  Stephens.  We  ask  primarily  for  the  abolition  of  the  tax 
on  the  construction  of  yachts. 

The  Chairman.  New  yachts? 

Mr.  Stephens.  Yes,  sir.  It  is  a  very  oppressive  tax.  I  go 
through  the  building  yards  and  am  in  touch  with  the  men  who  are 
building  yachts  and  ordering  yachts,  and  I  could  speak  at  some 
length  on  the  condition  of  the  industry  in  the  last  two  or  three 
years.  It  is  in  a  very  low  condition.  We  want  to  preserve  our  yacht 
yards,  not  for  sport  but  for  purposes  of  defense.  In  case  of  war 
it  is  the  yacht  yards  which  do  the  work  of  providing  in  a  hurry  the 
auxiliary  fleet  which  has  been  proved  so  necessary.  We  must  rely 
on  yacht  builders,  on  their  yards  and  their  trained  men  to  build 
the«e  boats.    We  needed  them  in  1898,  and  we  needed  them  recently. 

We  represent  the  smaller  yachtsmen  who  use  and  own  small 
boats.  I  design  and  build  all  my  own  boats  and  run  them  myself,  and 
we  of  the  Waterway  League  represent  that  class  of  yachtsmen  rather 
than  the  wealthy  men. 

We  want  to  say  a  word  for  the  builder  and  for  the  industry,  and 
we  would  like  the  abolition  of  this  tax  on  the  construction  of  yachts, 
the  10  per  cent  tax.    It  is  holding  up  the  building  of  yachts. 

As  to  the  users'  tax,  it  is  now  very  complicated.  In  framing  this 
bill  the  committee  revived  the  limit  of  5  tons,  which  was  abolished 
in  1906  by  the  Commissioner  of  Navigation  of  the  Department  of 
Commerce.  It  had  always  been  customary  to  document  yachts  down 
to  5  ^oss  tong.  In  1906  this  was  changed,  and  no  documents  are 
issued  to  yachts  under  16  gross  tons. 

In  this  bill  it  is  provided  that  boats  of  6  gross  tons  shall  pay  a 
certain  tax.  If  a  man  has  a  small  yacht  he  has  to  have  it  measured, 
which  means  half  a  day's  work  for  the  measurers.  They  go  out 
usually  some  distance  from  the  customhouse.  In  New  York  it  may 
be  some  miles,  and  it  involves  at  least  half  a  day  in  measuring  this 
boat.  If  she  comes  out  4.95  tons  she  is  given  a  certain  tax,  and  if  she 
comes  out  5.6  tons  the  Government  gets  a  little  more  tax. 

The  method  itself  is  obsolete  and  complicated. 

We  propose  for  yachts,  which  are  now  measured  officially  by  the 
Government  by  a  very  complicated  process,  to  have  a  simpler  meas- 
urement, length,  breadth,  and  depth,  multiplied  by  a  constant  which 
will  give  approximately  the  gross  tons.  This  tax  applies  to  a  boat 
10  feet  long  with  a   1-horsepower  engine.     A  steam  yacht  may 
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pay  a  heavy  tax  on  her  own  individual  self,  with  additional  taxes 
on  several  tenders.  We  propose  to  substitute  a  simple  tax  with  a 
lessening  of  the  rate.  It  is  very  difficult  to  get  at  the  statistics  of 
yachting.  I  have  handled  yachts  all  my  life,  and  exact  statistics  are 
not  available.  We  can  only  guess  at  the  result  as  to  these  small  classes, 
but  we  feel  that  it  would  be  better  to  apply  some  simple  method  of 
measurement  which  would  be  easy  for  the  Government  and  difficult 
to  evade,  and  make  the  rate  correspondingly  small. 

Senator  Smoot.  Does  your  association  recommend  any  specific 
thing? 

Mr.  Stephens.  Yes,  sir.    It  is  all  set  out  in  that  brief. 

The  Chairman.  This  seems  like  a  good  statement. 

Senator  Saioor.  I  was  just  telling  Senator  La  FoUette  that  it 
was  as  good  a  statement  as  anybody  could  make,  and  I  think  it 
would  be  well  to  have  it  go  into  the  record. 

The  Chairman.  It  is  short,  and  it  is  rather  better  than  the  usual 
statement  submitted  on  the  part  of  witnesses. 

Mr.  Stephens.  As  shown  by  the  Yacht  Register,  we  had  five  years 
ago  over  six  hundred  small  yacht  clubs.  We  have  a  little  over' four 
hundred  to-day,  and  they  tell  me,  "  We  do  not  know  whether  we 
are  alive  or  not."  They  have  been  hurt  by  the  war;  they  pay  10 
per  cent  tax  on  dues;  their  membership  is  falling  off.  The  club 
€nd  of  it  is  down.  A  large  number  of  the  finest  yachts  were  taken 
during  the  war  and  they  have  not  been  replaced.  The  tax  on  con- 
struction hinders  their  replacement. 

We  would  ask  you  gentlemen  to  consider  yachting  as  a  national 
asset,  as  helping  to  promote  love  of  the  water  and  helping  to  bring 
up  our  merchant  marine.  The  men  who  manned  this  fleet  during 
the  war  were  yachtsmen.  We  want  to  speak  for  the  building  cor- 
porations as  well  as  for  the  little  individual  yachtsman  who  owns 
his  own  boat. 

I  do  not  want  to  take  up  any  more  of  your  time,  but  I  would  be 
glad  to  answer  any  questions. 

The  Chairman.  We  have  your  statement  and  we  are  going  to 
have  it  printed  so  that  the  committee  will  be  fully  informed  of 
your  views. 

Mr.  Stephens.  I  think  you  as  a  yacht  owner  will  appreciate  this 
matter.  I  can  mention  one  man  who  bought  a  yacht  that  was  unfor- 
tunately 51  feet  in  length.  The  man  who  owns  it  runs  it  together 
with  the  help  of  his  son,  and  he  could  just  afford  a  power  boat  of  that 
size.  After  the  boat  was  received  he  found  that  it  was  51  feet  instead 
of  50  feet,  and  instead  of  being  taxed  $1  a  foot  he  pays  $2  a  foot,  or 
a  hundred  and  two  dollars  instead  of  $50. 

The  construction  of  the  yacht  is  such  that  he  can  not  cut  off  that 
extra  foot  without  obviously  mutilating  her.  I  have  had  cases  re- 
ported in  which  the  length  had  been  decreased ;  the  owner  had  been 
able  to  cut  off  a  foot  or  two  feet  or  so  of  length  and  save  over  $50. 

That  certainly  is  inequitable,  and  it  is  a  poor  method  of  taxation 
which  was  not  devised  by  anyone  practically  familiar  with  yachting. 
I  have  had  a  great  many  letters  this  year  from  men  who  declined  to 
go  on  with  yachting  because  of  the  present  conditions. 
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BRIEF  OF  WILLIAM  P.  BTSPHEH8,  RSPRE8ENTIN0  THE  WATEBWAY  LEAGUE  OF 

AMERICA. 

Mkmorandum  in  Support  of  House  Bill  12957  and  Senate  Bill  3904,  Similab 

Acts  to  Amend  the  Re\'enlt:  Act  of  1918. 

The  revenue  act  of  1918  at  section  900,  subdivision  20,  imposes  a  tax  of  10 
per  cent  upon  the  cost  of  new  yachts  and  motor  boats  not  used  exclusively  for 
trade  and  pleasure  boats  and  pleasure  canoes  if  sold  for  more  than  $15. 

Section  1003  of  the  same  act  Imposes  a  tax  on  the  use  of  yachts,  pleasure  and 
motor  boats,  as  follows :  Over  5  net  tons  and  not  over  50  feet,  $1  per  foot ;  over 
50  feet  and  not  over  100  feet,  $2  per  foot ;  over  100  feet,  $4  per  foot ;  motor  boats, 
not  over  5  net  tons,  with  fixed  engines,  $10  per  annum. 

By  House  bill  12957  and  Senate  bill  3904,  based  on  a  scheme  of  taxation 
worked  out  by  the  tax  committee  of  the  Waterway  League  of  America  after  very 
careful  consideration  of  the  subject,  it  is  proposed  to  abolish  the  tax  on  new 
yachts  and  boats,  and  Instead  of  the  present  tax  on  the  use  of  yachts  and  boats 
it  provides  for  a  tax  of  50  cents  per  gross  ton  on  yachts,  pleasure  boats,  and 
motor  boats  with  fixed  engines,  of  less  than  16  gross  tons,  and  sailing  boats  of 
more  than  5  gross  tons  and  under  16  gross  tons  with  a  minimum  tax  of  $1,  and 
$1  per  gross  ton  over  16  gross  tons. 

TlfE  amendment  sought  WILL   NOT  REDUCE  REVENUE,  BUT  WILL   UN:H)UnTEDLY 

INCREASE  IT. 

1.  By  stimulating  the  sport  of  yachting  and  boating,  increasing  building,  and 
increasing  the  use  of  yachts  and  boats  to  such  an  extent  that  the  tax  upon  the 
use  of  boats  and  yachts  will  more  than  offset  the  loss  of  taxes  on  new  boats. 

2.  By  subst'tuting  a  simple,  definite  method  of  measurement  in  order  to  arrive 
at  the  gross  tonnage,  the  basis  of  taxation.  In  place  of  the  present  method  with 
the  arbitrary  5  net  ton  dividing  line  between  boats  paying  $1  per  foot  of  over- 
all length  and  boats  paying  the  flat  $10  tax. 

■  THE  TAX  ON  NEW  YACHTS  AND  BpATS  SHOULD  BE  ABOLISHED. 

Yachting  receives  no  Government  support,  and  the  sport  and  its  attendant  In-^ 
dustry  are  maintained  exclusively  from  the  pockets  of  individual  yachtsmen. 

In  the  event  of  war,  as  in  1898  and  again  in  1917,  the  privately  built  and  owned 
yacht  is  considered  as  Government  property  and  is  taken  without  regard  to  the 
wishes  of  the  owner  and  usually  without  just  and  adequate  compensation. 

Rack  of  and  dependent  on  the  sport  of  yachting  is  an  established  system  of 
building,  maintained  exclusively  by  private  means,  giving  employment  to  many 
thousands  of  artisans  and  keeping  in  existence  a  large  number  of  plants  per- 
fectly equipped  for  the  construction  of  such  a  fleet  of  auxiliary  small  craft  as 
all  past  experience  proves  to  be  necessary  as  a  complement  to  the  varous  types 
of  strictly  naval  vessels  provided  in  the  regular  naval  program. 

The  work  during  the  late  war  of  such  establishments  as  the  George  Lawley  & 
Son  Corporation,  the  Consolidated  Ship  Building  Corporation  (Gas  Engine 
&  Power  Co.),  the  Klco  Co.,  and  the  Herreshoff  Manufacturing  Co.,  all  dis- 
tinctively yacht  building  organizations,  is  suflicient  evidence  of  the  value  to 
the  Nation  at  large  of  an  established  system  of  yacht  building. 

Supplementing  this  is  the  i^ersonnel  of  yachting,  experienced  Corinthian 
yachtsmen,  skille<l  officers  and  navigators,  and  expert  paid  hands,  all  called  on 
to  man  the  auxiliary  fleet. 

The  taxation  of  pleasure  vessels  is  contrary  to  the  established  policy  of  all 
maritiire  nations,  and  the  above  considerations  suggest  that  even  though  not 
deemed  worthy  of  such  governmental  rocogn  tlon  and  supiiort  as  is  accorded 
l\v  other  nations,  American  yachting  should  at  least  be  left  unhampered  by 
taxation. 

If,  in  an  emergency  such  as  exists  at  the  present  time,  it  is  deemed  necessary 
to  place  taxes  on  the  construction  and  use  of  pleasure  vessels  the  framing  of 
requisite  legislation  slnmld  be  plaoe<l  in  the  hanfls  of  experts  familiar  with  every 
phase  of  yachting,  some  of  whom  should  be  practical  yachtsmen. 

In  the  framing  of  the  revenue  act  of  1918  no  opportunity  was  afforded  to 
yachtsmen  to  present  suggestions  or  criticism,  and  the  various  provisions  of  the 
act  offer  convincing  evidence  that  the  framers  possessed  no  knowledge  whatever 
of  the  standing  of  yachting  as  the  oldest  and  most  heli)ful  of  American  siwrts, 
of  its  technical  details,  or  of  the  existing  laws  applying  to  yachts. 


744  INTBBBTAL  BEVBNUB. 

The  sole  Justification  for  the  tax  on  the  construction  of  yachts,  boats,  and 
canoes  is  that  it  would  produce  an  amount  of  revenue  large  in  proportion  to  the 
expense  and  trouble  of  collection  and  to  the  harm  which  must  necessarily  result 
to  yachting  as  a  whole.  So  far  as  definite  results  are  discernible,  the  amount  of 
revenue  has  been  far  less  than  estimated ;  while  it  has  acted  to  cripple  the  yacht 
yards  and  to  throw  out  of  work  not  merely  the  skilled  hull  worker  but  the  in- 
numerable allied  workers  connected  with  the  various  branches  of  the  marine 
fittings  and  supplies  and  the  engine  industry.  Such  work  as  is  in  hand  at  the 
present  time  is  to  the  order  of  a  limited  number  of  wealthy  yachtsmen,  to  whom 
neither  the  abnormally  high  direct  cost  nor  the  10  per  cent  tax  are  of  serious 
moment. 

Those  most  familiar  with  yachting  have  looked  forward  to  a  speedy  revival 
of  the  sport  as  yachtsmen  were  freed  from  the  various  restraints  imposed  by 
the  w^ar,  and  it  was  confidently  expected  that  many  new  recruits  would  be 
enrolled  in  the  pleasure  navy  from  the  ranks  of  the  younger  men  released  from 
the  Navy  and  Army.  Unfortunately  the  man  of  moderate  means  finds  himself 
face  to  face  with  prices  hitherto  unknown  for  material  and  labor,  he  must  do 
his  part  to  build  up  his  club  after  three  years  of  reduced  Income  and  increased 
expenses,  and  in  addition  to  the  tax  on  his  club  dues  he  is  taxed  another  10  per 
cent  on  the  cost  of  his  new  yacht.  The  increase  in  the  cost  of  yachts  through 
natural  causes  which  only  time  can  remedy  is  of  itself  a  serious  bar  to  the  re- 
vival of  American  yachting ;  the  imposition  of  an  additional  tax  means  a  stop- 
page of  construction  which  not  only  cuts  the  anticipated  revenue  from  con- 
struction but  its  supplementary  revenue  from  annual  use.  In  the  opinion  of 
some  who  have  studied  carefully  the  provisions  of  Title  IX,  section  900,  article 
20,  there  is  fair  epportunity  for  the  evasion  of  the  law. 

If  American  yachting  is  to  return  within  any  reasonable  time  to  Its  prewar 
condition,  if  the  yacht  yards  and  engine  shops  are  to  be  permanently  prosper- 
ous, and  If  the  great  army  of  workers  in  yacht  and  engine  building  and  their 
allied  industries  are  to  be  assured  of  regular  and  profitable  employment  the 
tax  on  construction  imposed  by  section  900,  article  20.  must  be  removed  in  its 
entirety. 

The  tax  on  the  use  of  yachts  and  boats  should  be  a  fair,  reasonable  tax, 
with  a  simple,  definite  method  of  measurement,  free  from  all  questionable 
additions  and  deductions,  as  the  basis  of  determii>ing  the  tax. 

The  basis  of  taxation  for  tlie  great  majority  of  yachts  under  section  1003  Is 
the  length  over  all,  a  measurement  not  always  agreed  to  by  all  parties,  as  it 
never  has  been  officially  defined.  This  measurement  must  be  specially  taken 
on  all  yachts  of  over  5  tons.  The  rates  per  foot  increase  by  sharp  and  abrupt 
intervals,  with  no  graduation;  thus  a  yacht  of  50  feet  over-all  length  pays, 
at  $1  per  foot,  $50,  while  a  yacht  of  51-foot  length  pays,  at  $2  per  foot,  $102 : 
$52  for  1  foot  of  yacht ;  a  yacht  of  100-foot  length  pays  $200,  while  a  yacht  of 
but  1  foot  longer  pays  $404 ;  $204  for  1  foot  of  yacht. 

At  the  lower  end  of  the  scale  is  a  tax  of  $10  each  upon  all  small  boats  with 
fixed  engines,  with  no  qualification  as  to  value  or  use.  Under  this  clause  a 
racing  hydroplane  costing  at  least  $1,000  per  foot  of  over-all  length  would  pay 
$10  tax  and  in  contrast  may  be  instanced  the  type  of  small  craft  to  be  seen 
to-day  in  the  vicinity  of  every  waterside  city,  25  to  30  feet  overall,  homemade 
or  converted  from  a  catboat  too  old  to  carry  sail  safely,  equipped  with  a 
small  secondhand  engine  and  towing  a  flat-bottomed  dingy  with  a  half  horse- 
power kicker.  Such  an  outfit  Is  the  week-end  home  of  many  an  American 
family,  giving  healthy,  wholesome  and  innocent  recreation  throughout  the 
entire  season ;  the  tax  would  be  $1  per  foot  for  the  yacht,  say,  $25,  and  another 
$10  on  the  tender.  Different  in  proportion  but  no  less  unjust  in  principle  is 
the  application  of  the  same  clause  to  a  large  yacht,  which,  after  paying  an 
unfair  tax  on  her  own  length,  must  pay  another  tax  of  $10  on. every  i>ower 
tender  hanging  at  her  davits. 

Prior  to  1906  documents  were  issued  to  pleasure  vessels  of  from  5  tons  up- 
ward ;  the  measurement  of  such  vessels  for  tonnage  being  done  by  the  Govern- 
ment with  no  cost  to  the  owner  except  for  traveling  expenses  of  the  sur- 
veyors; two  surveyors  are  necessary  for  even  the  smallest  yachts  and  the 
average  time  of  measurement,  unless  several  yachts  are  to  be  found  in  one 
place,  is  at  least  one  half  day.  Under  a  ruling  of  the  Bureau  of  Navigation  in 
1906  (Bureau  Circular  No.  2,  June  30,  1906)  no  licenses  were  issued  after  that 
date  to  pleasure  vessels  under  16  gross  tons;  and  all  yachts  under  thtB  meas- 
urement were  dropped  from  the  list  of  merchant  vessels  of  the  United  States 
in  succeeding  years. 
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The  existing  laws  for  the  measurement  of  vessels  are  an  outgrowth  of  the 
old  laws  for  the  measurement  of  wooden-sailing  vessels;  they  have  never  been 
fully  adapted  to  metal  construction,  and  the  provisions  as  to  motive  power 
relate  only  to  steam  engines  with  boilers  such  as  are  found  in  large  commer- 
cial vessels.  No  revision  of  the  laws  to  apply  to  pleasure  vessels  of  medium 
or  small  size  has  ever  been  made;  much  less  to  apply  to  modern  means  of 
propulsion;  and  the  measurement  of  such  craft  is  largely  a  matter  of  discre- 
tion on  the  part  of  tlie  surveyors. 

The  provisions  of  section  1003  restore  this  obsolete  limit  of  5  net  tons  and 
necessitate  the  measurement  of  all  yachts  which  are  not  obviously  well  above 
or  below  this  limit.  While  the  expense  to  the  owner  is  but  small,  the  measure- 
ment of  every  such  yacht  involves  the  waste  of  time  of  two  surveyors  whose 
services  are  badly  needed  on  large  commercial  work;  the  net  result  being  in 
many  cases  that  the  yacht  or  boat  works  out  at  4.95  net  tons  and  consequently 
pays  but  $10  instead  of  pos.sibly  $25  to  $35.  Owing  to  the  complicated  nature 
of  the  measurement  regulations  and  the  uncertainty  of  yachtsmen  as  to  their 
rights,  disputes  and  misunderstandings  are  apt  to  arise  as  to  the  result  of 
such  measurement. 

THE    REMEDY. 

As  a  remedy  for  the  various  unfair  and  unscientific  provisions  of  section 
1003  it  is  proposed  in  House  bill  12957  and  Senate  bill  3904  to  take  as  the 
basis  for  the  tax  on  the  use  of  yachts  and  boats  the  gross  registered  tonnage, 
as  already  established  by  law,  duly  measured  and  recorded  in  the  list  of  mer- 
chant vessels  of  the  United  States,  for  all  such  yachts  of  16  gross  tons  and 
over;  thus  providing  an  equitable  graduation  by  intervals  of  a  single  gross 
ton  in  place  of  the  inequitable  jump  from  50  feet  to  51  feet  and  from  100 
to  101  feet;  at  the  same  time  the  necessity  for  new  measurements  is  avoided, 
to  the  advantage  of  owner  and  the  Government. 

As  to  the  rate  per  gross  ton  for  yachts  of  16  gross  tons  and  over,  it  is 
proposed  to  fix  this  at  $1,  which  in  many  yachts  of  various  sizes  will  work 
out  at  about  the  present  total,  though  it  will  be  less  in  the  case  of  some  yachts 
near  the  50  and  100  foot  limits  which  were  unfairly  penalized  under  the  length 
measurement. 

In  those  yachts  and  boats  of  under  16  gross  tons,  and  consequently  not  now 
measured  and  recorded,  it  is  proposed  to  apply  the  same  principle  of  tonnage 
or  cubic  capacity  measurement  by  employing  three  dimensions  easily  taken 
by  owner  or  club  measurer  without  the  aid  of  the  customs  surveyors  multi- 
plying together,  and  by  a  constant  and  dividing  by  100  (cubic  feet)  to  give 
an  approximation  to  the  gross  tons  of  the  larger  vessels. 

As  this  class  is  made  up  very  largely  of  yacht  tenders  and  other  very  small 
power  boats  of  cheap  construction,  and  also  of  the  small  family  cruisers  now 
so  deservedly  popular,  mainly  of  very  moderate  cost  of  construction,  it  Is 
proposed  to  make  the  rate  50  cents  per  gross  ton,  with  no  tax  below^  the 
minimum  of  $1. 

While  positive  figures  are  lacking  as  to  the  exact  revenue  thus  far  derived 
from  the  existing  law  and  the  probable  loss  of  revenue  from  the  stoppage  of 
construction,  from  evasion,  and  from  keeping  yachts  out  of  commission  to 
avoid  paying  the  tax,  there  is  every  reason  for  the  belief  that  the  changes 
proposed  ^ill  not  only  simplify  and  make  the  laws  more  certain  of  application, 
less  subject  to  evasion,  less  oppressive  to  yachting,  but  will  result  in  a  larger 
return  to  the  Government  than  at  the  present  time. 

It  is  respectfully  urged  that  these  bills  be  approved  and  their  passage 
recommended  at  this  time,  regardless  of  general  revenue  measures,  in  order 
that  yachting  may  have  the  benefit  of  the  stimulus  that  will  follow  their 
passage  for  the  summer  season  of  1920.  If  these  bills  are  not  now  passed, 
yachting  will  lose  a  year,  and  the  Government  will  lose  the  increased  revenue, 
which  would  naturally  and  certainly  follow  their  passage. 

Respectfully  submitted. 

Waterway  League  of  America, 

W^M.  S.  Rauch,  President. 

Edward  C.    Schiffmacher,   Secretary. 

OiTO  B.  Schmidt, 

William    S.   Rauch, 

W.  P.   Stephens, 

Edward  C.  Schiffmacher, 

Tax  Committee. 
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CANADA. 

[10-11  George  V.l 
Chap.  71. — AN  ACT  To  amend  the  special  war-revenue  act,  1915. 

[Assented  to  July  1,  1020.] 

His  Majesty,  by  and  with  the  advice  and  consent  of  the  Senate  and 
House  of  Commons  of  Canada,  enacts  as  follows : 

1.  Section  12  of  the  special  war-revenue  act,  1915,  is  a:mended  as 
follows : 

(1)  Subsection  3  is  repealed  and  the  following  is  substituted 
therefor : 

(3)  (a)  Subject  to  the  provisions  hereinafter  set  out,  no  person 
shall  transfer  a  bill  of  exchange  or  promissory  note  to  a  bank  in  such 
manner  as  to  constitute  the  bank  the  holder  thereof  or  deliver  a  bill 
of  exchange  or  promissory  note  to  a  bank  for  collection  unless  there 
is  affixed  thereto  an  adhesive  stamp  or  unless  there  is  impressed 
thereon  by  means  of  a  die  a  stamp  or  the  value  of,  if  the  amount  of 
the  money  for  which  the  bill  or  note  is  drawn  or  made  (i)  does  not 
exceed  $100,  2  cents;  {ii)  exceeds  $100,  for  every  $100  or  fraction 
thereof,  2  cents. 

(6)  If  a  bill  of  exchange  transferred  or  delivered  to  a  bank  or 
issued  by  a  bank  is  payable  on  demand  or  at  sight,  or  on  presentation 
or  within  three  days  after  date  or  sight,  such  bill  shall,  for  the  pur- 
pose of  the  value  of  the  stamp  to  be  affixed  thereto  or  impressed 
thereon,  be  deemed  to  be  drawn  for  an  amount  not  exceeding  $100. 

(c)  Whenever  a  promissory  note  payable  on  demand  is  transferred 
or  delivered  t6  a  bank  in  such  manner  as  to  constitute  the  bank  the 
holder  for  an  advance  made  or  to  be  made  bv  the  bank  a  stamp  of  the 
value  of  2  cents  only  is  required  to  be  affixed  to  the  note  or  impressed 
thereon  whatever  the  amount  of  the  money  for  which  the  note  is 
made.  The  bank  shall  quarterly,  on  the  last  day  of  March,  the  last 
day  of  June,  the  last  day  of  September,  and  the  last  day  of  December 
in  each  year,  or  within  five  days  thereafter,  prepare  a  statement  show- 
ing the  maximum  amount  of  the  advances  maae  to  the  person  trans- 
ferring or  delivering  such  notes  outstanding  at  the  close  of  business 
on  any  day  during  the  period  of  three  months,  or  portion  of  such 
period,  then  ending  in  respect  of  notes  payable  on  demand,  and  shall 
affix  thereto  at  the  time  the  statement  is  prepared  a  stamp  or  stamps 
of  the  value  of  2  cents  for  every  $100  or  fraction  thereof  by  which 
the  maximum  amount  of  the  advances  as  aforesaid  exceeds  $100;  and 
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the  bank  shall  forthwith  render  such  statement  to  the  person  to  whom 
the  advances  were  made,  and  the  amount  of  the  stamps  so  affixed  shall 
forthwith  be  payable  by  such  person  to  the  bank. 

(d)  Whenever  a  document  or  writing  is  given  or  delivered  to  a 
bank  in  respect  of  an  advance  made  or  to  be  made  by  the  bank  to  the 
person  giving  or  delivering  the  document  or  writing  and  containing 
a  promise  to  pay  any  sum  of  money  advanced  pursuant  thereto,  or 
containing  a  pledge  of  securities  to  secure  the  payment  of  any  ad- 
vance, and  no  promissory  note  or  bill  of  exchange  in  respect  of  sucli 
advance  is  transferred  or  delivered  to  the  bank,  the  following  provi- 
sion shall  apply : 

The  bank  shall  quarterly,  on  the  last  day  of  March,  the  last  day 
of  June,  the  last  day  of  September,  and  the  last  day  of  December  in 
each  year,  or  within  five  davs  thereafter,  prepare  a  statement  showing 
the  maximum  amount  of  the  advances  made  to  the  person  giving  or 
delivering  such  document  or  writing  outstanding  at  the  close  of 
business  on  any  day  during  the  period  of  three  months,  or  a  portion 
of  such  period,  then  ending  in  respect  of  such  document  or  documents, 
and  shall  affix  thereto  at  the  time  the  statement  is  prepared  a  stamp 
or  stamps  of  the  value  of  2  cents  for  every  $100  of  such  maximum 
advances  or  fraction  thereof;  and  the  bank  shall  forthwith  render 
such  statement  to  the  person  to  whom  the  advances  were  made  and 
the  amount  of  the  stamps  so  affixed  shall  forthwith  be  payable  by  such 
person  to  the  bank. 

(e)  If  the  person  to  whom  an  advance  is  made  as  mentioned  in 
either  of  the  next  preceding  paragraphs  (<?)  and  (d)  closes  the  ac- 
count in  respect  or  such  advances  at  any  time  during  a  Quarterly 
period,  or  if  such  account  becomes  payable  at  any  time  auring  a 
quarterly  period,  such  statement  shall  be  rendered  forthwith  and  the 
maximum  amount  of  the  advances  made  to  the  person  outstanding  at 
the  close  of  business  on  any  day  in  either  ease  during  the  portion  of 
such  period  shall  determine  the  value  as  aforesaid  of  the  stamps  to 
be  affixed  to  the  statement. 

(/)  Whenever  an  advance  is  made  by  a  bank  to  a  person  by  way 
of  overdraft  the  bank  shall  on  the  last  day  of  each  month  or  within 
five  days  thereafter,  prepare  a  statement  showing  the  maximum 
amount  of  the  overdraft  outstanding  at  the  close  of  business  on  any 
day  during  the  month,  and  shall  affix  to  the  statement  a  stamp  or 
stamps  of  the  value  of  2  cents  for  every  $100  or  fraction  thereof  of 
such  »maximum  amount,  and  the  bank  shall  forthwith  render  such 
statement  to  the  person  to  whom  the  advances  were  made,  and  the 
amount  of  the  stamps  so  affixed  shall  forthwith  be  payable  by  such 
person  to  the  bank.  An  overdraft  to  be  taken  into  account,  for  the 
purposes  of  the  statement  and  the  value  of  the  stamps  to  be  affixed 
shall  not  be  deemed  to  be  outstanding  until  the  fourth  day  on  which 
the  account  is  overdrawn. 

(g)  If  the  person  to  whom  an  advance  is  made,  as  mentioned  in 
the  next  preceding  paragraph,  closes  the  account  at  any  time  during 
a  month,  or  if  the  account  becomes  payable  at  any  time  during  a 
month,  the  statement  mentioned  in  such  paragraph  shall  be  rendered 
forthwith,  the  maximum  amount  of  the  advances  made  to  the  person 
outstanding  at  the  close  of  business  on  any  day  during  the  portion  of 
such  month  shall  determine  the  value  of  the  stamps  to  be  affixed  as 
aforesaid  to  the  statement. 
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(A)  Every  adhesive  stamp  affixed  to  a  bill  of  exchange  or  promis- 
sory note,  transferred  or  delivered  or  issued  in  the  manner  herein- 
before set  forth,  or  affixed  to  a  statement  to  be  rendered  as  hereinbe- 
fore set  forth,  shall  be  canceled  by  the  bank  at  the  time  of  transfer, 
delivery,  issue,  or  rendering. 

(2)  Subsection  6  is  repealed  and  the  following  is  substituted 
therefor : 

(5)  No  check  or  other  bill  of  exchange  shall  be  issued  or  paid  by  a 
bank  unless  there  is  affixed  thereto  an  adhesive  stamp  or  impressed 
thereon  by  means  of  a  die  a  stamp  or  stamps  of  the  requisite  value 
according  to  the  requirements  of  tnis  section. 

(3)  Subsection  6  is  repealed  and  the  following  is  substituted  there- 
for: 

(6)  Every  bank  having  in  possession  in  Canada  any  promissory 
note,  check,  or  other  bill  of  exchange  made  or  drawn  out  of  Canada 
on  which  a  stamp  prepared  for  the  purposes  of  this  part  or  author- 
ized to  be  used  in  lieu  thereof  has  not  been  affixed  or  impressed  shall 
before  payment  or  presentment  for  acceptance  or  payment,  if  the 
same  is  payable  in  Canada,  affix  thereto  an  adhesive  stamp  of  the 
requisite  value  according  to  the  requirements  of  this  section,  and  the 
value  of  the  stamp  so  affixed  shall  be  payable  to  the  bank  by  the 
person  entitled  to  the  proceeds  of  the  note,  check,  or  bill.  The  bank 
shall,  before  payment  or  presentment  for  acceptance  or  payment,  if 
the  stamp  is  affixed  by  the  bank,  cancel  the  stamp. 

(4)  Subsection  8  is  repealed  and  the  following  is  substituted  there- 
for: 

(8)  Every  person  who  (a)  transfers  a  bill  of  exchange  or  promis- 
sory note  to  a  bank  in  such  manner  as  to  constitute  the  bank  the 
holder  thereof,  or  (&)  delivers  a  bill  of  exchange  or  promissory  note 
to  a  bank  for  collection;  to  which  there  is  not  affixed  an  adhesive 
stamp  or  on  which  there  is  not  impressed  by  means  of  a  die  a  stamp 
of  the  requisite  value  according  to  the  requirements  of  this  section 
shall  be  liable  to  a  penalty  not  exceeding  $50. 

(5)  Subsection  10  is  repealed  and  the  following  is  substituted 
therefor : 

(10)  Every  bank  which  issues,  pays,  presents  for  acceptance  or 
payment  or  accepts  payment  of  a  cneck  or  other  bill  of  exchange  or 
promissory  note  upon  which  a  stamp  of  the  requisite  value  accord- 
mg  to  the  requirements  of  this  section  has  not  been  affixed  or  im- 
pressed shall  be  liable  to  a  penalty  of  $100. 

(10)  (a)  Every  bank  which  omits  or  neglects  to  prepare  a  state- 
ment as  and  within  the  time  called  for  by  the  provisions  of  this  sec- 
tion, and  to  affix  thereto  a  stamp  or  stamps  of  the  requisite  value 
according  to  the  requirements  of  this  section,  shall  be  liable  to  a 
penalty  equal  to  the  amount  of  the  stamps  required  to  be  affixed  and  a 
further  penalty  of  $500. 

(6)  Subsection  11  is  repealed  and  the  following  is  substituted 
therefor  i 

(11)  Every  bank  which  omits  or  neglects  to  cancel,  in  accordance 
with  the  requirements  of  this  section,  the  adhesive  stamp  or  stamps 
affixed  to  (a)  a  check,  (6)  a  bill  of  exchange  or  promissory  note,  (c) 
a  receipt  for  money,  (d)  a  statement,  shall  be  liable  to  a  penalty 
equal  to  the  amount  of  the  uncanceled  stamps  and  a  further  penalty 
of  $100. 
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(7)  The  following  subsection  is  added  immediately  after  subsec- 
tion 12: 

(13)  No  i)erson  shall  sell  or  transfer  the  stock  or  shares  of  any 
association,  company,  or  corporation  by  agreement  for  sale,  entry  un 
the  books  of  the  association,  company,  or  corporation,  by  delivery  of 
share  certificates  or  share  warrants  indorsed  in  blank,  or  in  any  other 
manner  whatsoever,  or  accept  the  transfer  or  delivery  of  any  stock 
or  share  unless  in  respect  of  such  sale  or  transfer  there  is  affixed  to  or 
impressed  upon  the  document  evidencing  the  ownership  of  such  stock 
or  shares,  or  a  document  showing  the  transfer  or  agreement  to  trans- 
fer thereof  an  adhesive  stamp,  or  a  stamp  impressed  thereon  by  means 
of  a  die  of  the  value  of  2  cents  for  every  $100  or  fraction  thereof  of 
the  par  value  of  the  stock  Or  shares  sold  or  transferred:  Provided^ 
That  in  case  of  sale  where  the  evidence  of  transfer  is  shown  only  by 
the  books  of  the  company  the  stamp  shall  be  placed  or  impressed  upon 
such  books;  and  where  the  change  of  ownership  is  by  transfer  of  the 
certificate  the  stamp  shall  be  placed  or  impressed  upon  the  certificate : 
and  in  case  of  an  agreement  to  sellor  where  the  transfer  is  by  de- 
liverv  of  the  certificate  assigned  in  blank  there  shall  be  made  and  de- 
livered  by  the  seller  to  the  buyer  a  bill  or  memorandum  of  such  sale, 
to  which  the  stamp  shall  be  affixed  or  impressed ;  and  every  bill  or 
memorandum  of  sale  or  agreement  to  sell  before  mentioned  shall  show 
the  date  thereof,  the  name  of  the  seller,  the  amount  of  the  sale,  and  the 
matter  or  thing  to  which  it  refers :  Provided^  That  the  first  delivery 
by  a  corporation  or  company  of  such  shares,  or  debenture  stock,  in 
order  to  effect  an  issue,  shall  not  be  subject  to  the  tax  imposed  by  this 
subsection. 

Any  person  who  violates  any  of  the  provisions  of  this  subsection 
shall  be  liable  to  a  penalty  not  exceeding  $500. 

2.  (1)  Part  IV  of  the  said  act,  as  enacted  by  chapter  46  of  the 
statutes  of  1918,  is  amended  by  inserting  the  following  sections  imme- 
diately after  section  19b  thereof: 

19bb.  (1)  The  following  excise  taxes  shall  be  imposed,  levied,  and 
collected  on  the  total  purchase  price  of  the  articles  hereinafter  speci- 
fied: 

id)  A.  tax  of  10  per  cent  on — 

Hats,  men's  and  boys',  in  excess  of  $7  each. 

Caps,  except  fur  caps,  or  caps  wholly  or  partly  lined  with  fur, 
men's  and  boys',  in  excess  of  $3  each. 

Hose  or  stockings,  silk  or  artificial  silk,  men's  and  boys',  in  excess 
of  $1  per  pair. 

Neckties  and  neckwear  and  scarfs,  men's  and  boys',  in  excess  of 
$1.50  each. 

Shirts,  including  nightshirts,  men's  and  bojrs',  in  excess  of  $3  each. 

Hats,  bonnets,  and  hoods,  women's  and  misses',  in  excess  of  $12 
each. 

Hose  or  stockings,  silk  or  artificial  silk,  women's  and  misses',  in 
excess  of  $2  per  pair. 

Kimonos,  petticoats,  and  waists  in  excess  of  $12  each. 

Nightgowns  in  excess  of  $3  each. 

House  or  smoking  jackets  or  bath  or  lounging  robes. 

Pyjamas  in  excess  of  $6  per  pair. 

XJnderwear  consisting  of  shirte  and  drawers  in  excess  of  $4  per 
separate  garment. 
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Underwear  combinations  in  excess  of  $8  each. 

Fans. 

Purses  and  pocketbooks  in  excess  of  $2  each. 

Shopping  and  hand  bags  in  excess  of  $6  each. 

Umbrellas,  parasols,  and  sunshades  in  excess  of  $4  each. 

Trunks  in  excess  of  $40  each. 

Valises,  traveling  bags,  suit  cases,  hat  boxes,  and  fitted  traveling 
cases  in  excess  of  $25  each. 

Gloves,  except  fur,  in  excess  of  $3  per  pair. 

Opera  cloaks. 

Coats,  the  component  material  of  chief  value  being  fur,  including 
repairs  thereto,  in  excess  of  $200  each. 

Gloves,  the  component  material  of  chief  value  being  fur,  in  excess 
of  $15  per  pair. 

Caps,  the  component  material  of  chief  value  being  fur,  in  excess 
of  $15  each. 

Muffs  and  neck  pieces,  the  component  material  of  chief  value  being 
fur,  in  excess  of  $35  each. 

Robes  and  rugs,  the  component  material  of  chief  value  being  fur, 
in  excess  of  $50  each. 

Wearing  apparel,  not  elsewhere  specified,  the  component  material 
of  chief  value  being  fur. 

Ivory  handled  cutlery. 

Ebony  and  imitation  ivory  toiletware. 

Cut  glassware  and  etched  glassware. 

Sporting  goods,  such  as  tennis  rackets,  nets,  racket  covers  and 
presses,  canoe  paddles  and  cushions,  polo  mallets,  baseball  protectors, 
football  helmets,  harness  and  goals,  basketball  goals  and  uniforms, 
golf  bags  and  clubs,  baseball,  lacrosse,  hockey,  and  football  uniforms, 
balls  of  all  kinds  not  hereinafter  specified  (not  including  children's 
balls),  fishing  rods,  reels,  lines,  spoons,  and  artificial  bait,  billiard 
and  pool  tables,  chess  and  checker  boards,  and  pieces,  dice,  games, 
and  parts  of  games  (except  playing  cards  and  children's  toys,  games, 
and  express  wagons),  and  all  similar  articles  not  elsewhere  specified 
commonly  or  commercially  known  as*  sporting  goods,  in  excess  of  50 
cents. 

Baseball  bats  and  baseballs  in  excess  of  $2  each. 

Baseball  masks  and  gloves  in  excess  of  $1.50. 

Skates  in  excess  of  $2  per  pair. 

Tobojrgans  and  hand  sleds  in  excess  of  $3  each. 

Skis  m  excess  of  $3  per  pair. 

Footballs  in  excess  of  $3  each. 

Lacrosse  sticks  in  excess  of  $2  each. 

Hockey  sticks  in  excess  of  75  cents  each. 

Articles  plated  with  gold  or  silver  not  otherwise  provided  for  in 
this  section  adapted  for  household  or  office  use. 

Velvets,  velveteens,  plush,  silk,  and  artificial  silk  fabrics  in  excess 
of  $2  per  yard. 

Curtains,  including  tapestry  curtains,  in  excess  of  $7.50  each. 

Embroideries  of  silk  or  artificial  silk. 

Lace  and  braid  in  excess  of  50  cents  per  yard. 

Collars  and  collarettes  of  lace  and  all  manufactures  of  lace  in  ex- 
cess of  $2  iper  article. 
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Ribbons  of  all  kinds  and  material  (except  typewriter  ribbons)  in 
excess  of  50  cents  per  yard. 
Corsets  in  excess  of  $5. 
Walking  sticks. 
Silk  clothing,  including  artificial  silk  clothing,  not  elsewhere  speci- 

Clocks  and  watches  in  excess  of  $10  each. 

Articles  commonly  or  commercially  known  as  jewelry,  whether  real 
or  imitation,  for  personal  use  or  for  adornment  of  the  person,  except 
wedding  rings,  when  said  articles  do  not  exceed  $5  in  value. 

(h)  A  tax  of  15  per  cent  on — 

Oriental  rugs. 

All  antique  furniture  of  walnut,  mahogany,  rosewood,  ebony, 
prima  vera,  or  oak. 

Carved  ebony  or  teakwood  and  lacauered  furniture- 
All  furniture  finished  in  gold  leaf,  verni  martin,  or  with  orna- 
mental or  expensive  inlays,  such  as  mother-of-pearl,  or  with  hand- 
painted  decorations. 

All  tables  made  especially  for  cards,  checkers,  chess,  or  other 
games. 

All  liquor  cabinets,  smoker  cabinets,  tea  wagons,  sewing  cabinets, 
work  tables,  piano  lamps  or  stands,  table  lamps  or  stands,  ferneries, 
jardinieres,  pedestals,  and  bric-a-brac  made  or  rosewood,  primia  vera, 
solid  mahogany,  or  ebony,  or  lacquered  or  decorated. 

Chinaware  and  crockery  known  as  Royal  Crown  Derby,  Wedge- 
wood,  Minton,  Ainsley,  Limoges,  Coalport,  Pekard,  Copeland,  and 
similar  quality  chinaware  and  crockery,  by  whatever  name  known. 

(c)  A  tax  of  20  per  cent  on — 

Cigar  and  cigarette  holders  and  pipes  in  excess  of  $2.50  each. 

Cigar  and  cigarette  cases,  ash  trays,  and  match  boxes  of  gold  or 
silver. 

Humidors  and  smoking  stands. 

Hunting  and  shooting  garments  and  riding  habits. 

Hunting  and  Bowie  knives. 

Gold  and  silver  handled  pocketknives  and  pencils. 

Fountain  pens  in  excess  of  $5  each. 

Gold,  silver,  and  ivory  toilet  ware. 

Articles  of  silver  not  otherwise  provided  for  in  this  section  adapted 
for  household  or  office  use. 

Silver  and  gold  deposit  ware. 

Liveries,  livery  boots  and  hats. 

Articles  commonly  or  commercially  known  as  jewelry,  whether 
real  or  imitation,  for  personal  use  or  for  adornment  of  the  person, 
except  plain  gold  wedding  rings,  when  said  articles  exceed  $5  in 

value. 

Any  person,  firm,  or  corporation,  including  the  jewelry  branch  of 
a  departmental  store,  whose  chief  business  is  the  selling  of  jewelry 
by  retail,  shall  obtain  a  special  license  to  sell  jewelry  and  other  ar- 
ticles specified  in  this  section,  in  which  case  the  tax  payable  shall  be 
10  per  cent  on  the  value  of  the  total  sales  of  such  establishment  or 
branch,  except  pipes  selling  in  excess  of  $2.50  each,  plain  stationery, 
books,  magazines,  spectacles,  eyeglasses,  and  goods  specified  in  sub- 
section 4  of  this  section,  under  regulations  to  be  made  oy  the  minister 
of  customs  and  inland  revenue. 
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(d)  A  tax  of  50- per  cent  on  articles  of  gold  not  otherwise  provided 
for  in  this  section  adapted  for  household  or  office  use,  not  including 
gold  pen  nibs. 

(2)  The  following  excise  taxes  shall  be  imposed,  levied,  and  col* 
lected  on  so  much  of  the  amount  paid  for  any  of  the  following  arti- 
cles as  is  in  excess  of  the  price  hereinafter  specified  as  to  each  such 
article : 

(a)  A  tax  of  10  per  cent  on  carpets  and  rugs  in  excess  of  $6  per 
linear  yard  of  27  inches  in  width. 

(&)  A  tax  of  16  per  cent  on — 

Boots,  shoes,  pumps,  and  slippers  of  any  material  (not  including 
shoes  or  appliances  made  to  order  for  persons  having  a  crippled  or 
deformed  foot  or  ankle,  or  to  top  boots  not  less  than  10  inches  in 
height,  such  as  are  used  in  lumbering,  mining,  and  fishing  indus- 
tries or  to  river  driving  boots)  in  excess  of  $9  per  pair. 

Clothing  consisting  of  coat,  vest  and  pants,  or  coat  and  pants, 
men's  and  boys',  in  excess  of  $45 :  Provided^  That  on  clothing  cov- 
ered by  this  item  made  to  the  order  and  measure  of  each  individual 
customer  by  a  merchant  tailor  or  journeyman  tailors  in  his  employ, 
the  tax  shall  be  payable  on  the  amount  in  excess  .of  $60. 

Trousers,  sold  separately  from  suits,  in  excess  of  $12  per  pair. 

Coats,  men's  and  boys',  sold  separately  from  suits  (not  including 
leather  coats  lined  with  sheepskin),  in  excess  of  $26  each. 

Cloth  overcoats,  men's,  boys',  women's  and  misses',  in  excess  of 
$50  each. 

Waistcoats,  men's,  sold  separately  from  suits,  in  excess  of  $5  each. 

Dresses,  women's  and  misses',  except  silk,  in  excess  of  $45  each. 

Skirts,  separate  from  dresses,  except  silk,  in  excess  of  $15  each. 

Suits,  women's  and  misses',  except  silk,  in  excess  of  $60  each. 

Coats,  women's  and  misses',  sold  separately  from  suits,  except  silk, 
in  excess  of  $35  each. 

Knitted  sweaters  and  knitted  sweater  coats,  in  excess  of  $15  each. 

On  articles  of  clothing,  the  selling  price  of  materials  and  cost  of 
manufacture  when  sold  separately  are  to  be  combined  when  de- 
termining the  selling  price. 

(3)  The  excise  taxes  imposed  by  the  preceding  subsections  shall 
be  paid  by  the  purchaser  to  the  vendor  at  the  time  of  sale  and  de- 
livery for  consumption  or  use,  or  on  importation  for  consumption 
or  use  other  than  for  resale  on  the  duty-paid  value  in  addition  to 
the  duties  of  customs  already  imposed,  and  such  taxes  shall  be  paid 
in  stamps  or  otherwise  by  the  vendor  to  His  Majesty  in  accordance 
with  such  regulations  as  may  be  prescribed. 

(4)  The  following  excise  taxes  shall  be  imposed,  levied  and  col- 
lected on  the  articles  hereinafter  specified,  namely : 

^a)  A  tax  of  3  per  cent  on  chewing  gum  or  substitutes  therefor. 

(6)  A  tax  of  5  per  cent  on  pianos  not  exceeding  $450  each  and 
organs  not  exceeding  $150  each  (other  than  pianos  and  organs  for 
religious  or  educational  purposes). 

(c)  A  tax  of  10  per  cent  on — 

^oats,  yachts,  canoes,  and  motor  boats:  Provided,  That  on  satis- 
factory proof  being  furnished  that  these  articles  will  be  used  for 
trading  or  commercial  purposes  the  said  tax  shall  not  be  collected. 

Cameras  weighing  not  more  than  100  pounds. 
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Confectionery  which  may  be  classed  as  candy  or  a  substitute  for 
candy  (this  item  not  to  include  goods  packed  ready  for  sale  in  car- 
tons or  other  packages  bearing  thereon  the  name  of  the  manufac- 
turer, selling  by  retail  at  10  cents  or  less  per  carton,  or  to  candy 
known  as  "gross  goods"  selling  by  retail  at  1  cent  each). 

Firearms,  shells,  or  cartridges  for  use  other  than  for  militia  pur- 
poses. 

Pianos  exceeding  $450  each  and  organs  exceeding  $150  each  (other 
than  pianos  and  organs  for  religious  or  educational  purposes). 
Mechanical  player  pianos,  graphophones,  phonographs,  talking  ma- 
chines, music  boxes  and  records  used  in  connection  therewith  or 
with  any  musical  instrument ;  musical  instruments  (other  than  band 
instruments)  not  otherwise  specified. 

Chandeliers,  except  for  churches,  in  excess  of  $12  each. 

Gas  and  electric  light  wall  brackets,  in  excess  of  $3  each. 

Gas  and  electric  light  fixtures  not  elsewhere  specified,  in  excess 
of  $e3  each. 

f  d)  A  tax  of  15  per  cent  on — 

Automobiles  adapted  or  adaptable  for  passenger  use,  retailing 
for  not  more  than  $3,000  each  and  a  tax  of  20  per  cent  on  such 
automobiles  when  retailing  for  more  than  $3,000  each. 

(e)  A  tax  on  playing  cards  for  every  54  cards  or  fraction  of  54 
in  each  package,  when  selling  at  $24  or  less  per  gross  packages,  15 
cents  per  pack;  when  selling  in  excess  of  $24  per  gross  packages 
but  not  in  excess  of  $36  per  gross  packages,  25  cents  per  pack ;  when 
selling  in  excess  of  $36  per  gross  packages,  50  cents  per  pack. 

(/)  A  tax  of  $2  per  gallon  on  rum,  whisky,  brand;|r,  gin,  wines 
containing  more  than  40  per  cent  proof  spirits,  cordials,  liqueurs, 
and  spirituous  and  alcoholic  liquors  not  otherwise  provided  for  in 
this  subsection  suitable  for  beverage  purposes  (not  including  alcohol 
used  in  the  process  of  manufacturing  articles  of  commerce  in  which 
the  alcohol  is  destroyed  and  from  the  resultant  products  of  which  it 
can  not  be  recovered). 

{{/)  A  tax  of  30  cents  per  gallon  on  ale,  beer,  porter,  and  stout; 
on  wines  of  all  kinds,  except  sparkling  wines,  containing  not  more 
than  40  per  cent  of  proof  spirits. 

(A)  A  tax  of  $3  per  gallon  on  champagne  and  all  other  sparkling 
wines. 

(5)  The  excise  taxes  as  imposed  by  the  preceding  subsection  4 
shall  be  payable  on  the  duty  paid  value  in  addition  to  the  present 
duties  of  excise  and  customs  at  the  time  of  sale  by  the  Canadian 
manufacturer  or  when  imported  or  when  taken  out  of  customs  or 
excise  bond,  but  shall  not  apply  to  such  articles  when  exported,  and 
shall  be  accounted  for  to  His  Majesty  in  accordance  with  such  regu- 
lations as  may  be  prescribed. 

**(6)  The  following  excise  taxes  shall  be  imposed,  levied,  and  col- 
lected at  the  time  of  importation  or  when  taken  out  of  customs 
wai*t4iouse  for  consumption  on  the  duty  paid  value  of  the  articles 
hereinafter  specified,  namely: 

{a)  A  tax  of  20  per  cent  on  medicinal  or  medicated  wines,  ver- 
mouth, and  ginger  wines,  and  patent  and  proprietary  medicines  con- 
taining alcohol,  but  not  more  than  40  per  cent  of  proof  spirit. 
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(6)  A  tax  ot  $2  per  gallon — 

On  lime  juice  or  fruit  juices  fortified  with  or  containing  more  than; 
85  per  cent  of  proof  spirits. 

On  spirits  and  strong  waters  of  any  kind,  mixed  with  any  ingre-: 
dient  or  ingredients,  as  being  or  known  or  designated  as  anodynes^ 
elixirs,  essences,  extracts,  lotions,  tinctures  or  medicines,  or  ethereal 
and  spirituous  fruit  essences  not  otherwise  provided  for  in  this 
subsection. 

On  alcoholic  perfumes  and  perfumed  spirits,  bay  rum,  cologne 
and  lavender  waters,  hair,  tootn,  and  skin  washes,  and  other  toiletf 
preparations  containing  spirits  of  any  kind.  •  t 

(c)  A  tax  of  50  cents  per  gallon  on  lime  juice  and  fruit  juices  for-- 
tified  with  or  containing  not  more  than  25  per  cent  of  proof  spirits 
not  otherwise  provided  for  in  this  subsection. 

(7)  Every  person  selling  or  dealing  in  the  articles  upon  which 
taxes  are  imposed  as  prescribed  by  this  section  may  be  required  by 
the  minister  to  take  out  an  annual  license  therefor,  for  which  license- 
a  fee  not  exceeding  $2  shall  be  paid,  and  the  penalty  for  neglect  or. 
refusal  to  obtain  a  license  shall  be  a  sum  not  exceeding  $1,000,  which' 
shall  be  recoverable  upon  summary  conviction. 

19bbb.  (1)  In  addition  to  the  present  duty  of  excise  and  customs 
a  tax  of  1  per  cent  shall  be  imposed,  levied,  and  collected  on  sales 
and  deliveries  by  manufacturers  and  wholesalers  or  jobbers  and  on* 
the  duty  paid  value  of  importation,  but  in  respect  of  sales  by  manu*. 
facturers  to  retailers  or  consumers  or  on  importations  by  retailers 
or  consumers  the  tax  payable  shall  be  2  per  cent;  the  purchaser 
shall  be  furnished  with  a  written  invoice  of  any  sale,  w^hich  invoice 
shall  state  separately  the  amount  of  such  tax  to  at  least  the  extent  of 
1  per  cent,  but  such  tax  must  not  be  included  in  the  manufacturer's, 
or  wholesaler's  costs  on  which  profit  is  calculated;  and  the  tax  shall 
be  payable  by  the  purchaser  to  the  wholesaler  or  manufacturer  at  the 
time  of  such  sale,  and  by  the  wholesaler  or  manufacturer  to  His 
Majesty  in  accordance  with  such  regulations  as  may  be  prescribed, 
and  such  wholesaler  or  manufacturer  shall  be  liable  to  a  penalty 
not  exceeding  $500,  if  such  payments  are  not  made,  and  in  addition 
shall  be  liable  to  a  penalty  equal  to  double  the  amount  of  the  excise 
duties  unpaid:  Provided^  That  a  drawback  may  be  granted  of  the 
tax  paid  on  goods  exported  or  on  materials  used,  wrought  into,  or 
attached  to  articles  exported :  Provided  also^  That  this  tax  on  sales 
shall  not  apply  to  sales  or  importations  of  animals,  living;  poultry; 
fresh,  salted,  pickled,  smoked,  or  canned  meats;  canned  poultry; 
soups  of  all  kinds;  milk,  cream,  butter,  cheese,  buttermilk,  condensed 
milk,  condensed  coffee  with  milk,  milk  foods,  milk  powder,  and 
similar  products  of  milk;  oleomargarine,  margarine,  butterine,  or 
any  other  substitutes  for  butter;  lard,  lard  compound,  and  similar 
substances;   cottolene;   eggs;   chickory,   raw   or   green,  kiln-dried, 
roasted,  or  ground ;  coffee,  green,  roasted,  or  ground ;  tea ;  hops ;  rice, 
cleaned  or  uncleaned ;  rice  flour ;  sago  flour ;  tapioca  flour ;  rice  meal ; 
corn  starch;  potato  starch;  potato  flour;  vegetables,  fruits,  grains, 
and  seeds  in  their  natural  state;  buckwheat,  meal  or  flour;  pot,  pearl,, 
rolled,  roasted,  or  ground  barley ;  corn  meal ;  corn  flour ;  oatmeal  or 
rolled  oats;  rye  flour;  wheat  flour  or  wheat  meal;  sago  and  tapioca; 
macaroni  and  vermicelli;  split  peas  and  pea  meal;  cattle  foods;  hay 
and  straw;  nursery  stock;  vegetables,  canned,  dried,  or  desiccated; 
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fruijbs,  canned,  dried,  desiccated,  or  evaporated ;  honey ;  fish  and  prod- 
ucts thereof;  sugar,  molasses;  maple,  corn,  and  sugar  cane  sirups 
and  all  imitations  thereof;  ice;  newspapers  and  quarterly,  monthly, 
and  semimonthlj  magazines  and  weekly  literary  papers,  unbound; 
gold  and  silver  ingots,  blocks,  bars,  drops^  sheets,  or  plates  unmanu- 
factured ;  gold  and  silver  sweepings ;  British  and  Canadian  coin  and 
foreign  gold  coin;  materials  for  use  only  in  the  construction  of  ships; 
anthracite  and  bituminous  coal  and  coal  dust^  lignite,  briquettes  made 
from  anthracite  or  bituminous  coal  or  lignite,  coke,  charcoal,  peat, 
wood  for  fuel  purposes;  electricity;  calcium  carbide;  gas  manufac- 
tured from  coal,  calcium  carbide,  or  oil  for  illuminating  or  heating 
purposes;  fiber  for  use  only  in  manufacture  of  binder  twine;  ships 
licensed  to  engage  in  the  Canadiah  coasting  trade;  artificial  limbs 
and  parts  thereof;  donations  of  clothing  and  books  for  charitable 
purposes;  settlers'  effects;  articles  enumerated  in  Schedule  C  of  the 
West  India  agreement  or  to  articles  purchased  for  use  of  the  Do- 
minion Government  or  any  of  the  departments  thereof  or  by  or  for 
the  Senate  or  House  of  Commons ;  and  the  governor  in  council  shall 
have  power  to  add  to  the  foregoing  list  of  articles  exempted  from  the 
tax  on  sales  such  other  articles  as  he  may  deem  it  expedient  or  neces- 
sary to  exempt  from  the  said  tax. 

(2)  The  minister  may  require  every  manufacturer  and  wholesaler 
to  take  out  an  annual  license  for  the  purposes  aforesaid,  and  may  pre- 
scribe a  fee  therefor  not  exceeding  $5,  and  the  penalty  for  neglect  or 
refusal  shall  be  a  sum  not  exceeding  $1,000. 

(3)  Any  such  tax,  costs,  or  penalties  may,  at  the  option  of  the 
minister,  be  recovered  and  imposed  in  the  Exchequer  Court  of 
Canada  or  in  any  other  court  of  competent  jurisdiction  in  the  name 
of  His  Majesty. 

3.  (1)  The  provisions  of  this  act  shall  be  held  to  have  come  into 
force  on  the  19th  day  of  May,  in  the  present  year,  1920,  and  to  apply 
and  to  have  applied  to  all  goods  imported  or  taken  out  of  warehouse 
for  consumption  on  or  after  the  said  day:  Provided^  That  in  the 
case  of  goods  which  were  imported  or  taken  out  of  warehouse  for 
consumption  a|id  on  which  duty  was  paid,  on  or  after  the  19th  day  of 
Maj^  1920,  in  accordance  with  the  rate  of  duty  set  forth  as  payable 
on  such  goods  in  the  resolutions  respecting  the  duties  of  excise  intro- 
duced in  the  House  of  Commons  on  the  18th  day  of  the  said  month, 
or  in  any  amended  resolution  subsequently  introduced  in  the  said 
House,  the  duty  so  paid  shall  not  be  affected  nor  shall  the  person 
paying  it  be  entitled  to  any  refund  or  be  liable  to  any  further  pay- 
ment of  duty  by  reason  of  such  rate  of  duty  being  altered  before  the 
16th  day  of 'June,  1920. 

(2)  Section  19A  of  the  said  act,  as  enacted  by  fchapter  46  of  the 
statutes  of  1918,  is  amended  by  adding  thereto  the  following  words : 
"and  the  word  'jewelry'  shall  be  held  to  include  precious  stones 
and  imitations  thereof." 

(3)  Section  14  of  the  said  act,  as  amended  by  chapter  46  of  the 
statutes  of  1918;  section  15;  section  16;  section  16A,  as  enacted  by 
chapter  46  of  the  statutes  of  1918,  except  the  provisions  thereof  relat- 
ing to  matches ;  section  17,  as  enacted  by  chapter  46  of  the  statutes  of 
1918,  except  the  provisions  thereof  relating  to  matches;  section  18; 
subsection  8  of  section  19;  subsections  1,  2,  and  4  of  section  19B,  as 
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enacted  by  chapter  46  of  the  statutes  of  1918 ;  the  schedule  to  Part 
III  of  the  said  act ;  the  schedule  to  Part  IV,  as  enacted  by  chapter  46  of 
the  statutes  of  1918;  and  all  other  provisions  of  the  said  act  incon- 
sistent with  this  act  are  hereby  repealed. 

(4)  Every  person  who  being  thereto  liable  refuses  or  neglects  to 
pay  the  taxes  prescribed  by  sections  19bb  and  19bbb  of  this  act,  or  if 
such  duty  is  pavable  in  stamps  neglects  or  refuses  to  duly  affix  such 
stamps  and  to  duly  cancel  the  same,  shall  be  liable  on  summary  con^ 
viction  to  a  penalty  equal  to  not  less  than  ten  times  the  amount  of 
such  duty,  but  in  no  case  less  than  $50. 
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SUMMARY  OF  THE  FRENCH  TURNOVER  TAX,  1920. 

[Translated  and  digested  by  A.  Bernard,  research  assistant.  Legislative  Reference  Service, 

Library  of  Congress,  Dec.  8,  1920.] 

Otn-LINE. 

1.  Tax  on  the  payment  of  the  purchase  price  of  articles  of  luxury. 

2.  Stamp  duty  on  ordinary  payments. 

8.  The  turnover  tax : 

(a)  Nature  of  the  tax. 

(6)  Persons  liable  to  the  tax. 

(c)  Exemptions. 

(d)  Basis  of  the  tax. 

(e)  Rates  of  the  tax. 

4.  Tax  on  the  sale  of  brandies,  cordials,  appetizers,  and  sweet  wines. 

5.  Tax  on  the  sale  of  high-class  wines. 

Summary. 

In  lieu  of  the  tax  on  payments,  retail  sales  and  luxuries,  established 
by  sections  19  to  28  of  the  act  of  December  31,  1917,  the  act  of  June 
£5,  1920,*  has  established  a  turnover  tax  consisting  of  the  following: 

T.  A  tax  of  10  per  cent  on  the  payment  of  the  purchase  price  of 
articles  of  luxury. 

2.  A  graduated  stamp  duty  on  ordinary  payments. 

3.  A  tax  of  1.1  per  cent  (increased  to  3  and  10  per  cent  in  certain 
cases)  on  the  turnover  of  all  personstexercising  a  trade  or  profes- 
sion. 

.    4.  A  tax  of  25  per  cent  on  the  sale  of  brandies,  Cordials,  appetizers, 
and  sweet  wines. 
5.  A  tax  of  15  per  cent  on  the  sale  of  high-class  wines. 

.  ■  •     •  •  • 

1.  Tax  on  the  Payment  of  the  Purchase  Price  or  Articles  of 

Luxury.' 

* 

In  lieu  of*  the  luxury  tax  of  1917,  a  tax  of  10"  per  cent  is  levied 
on  the  payment  of  the  purchase  price  of  goods  classed  as  articles  of 
luxury  in  the  case  of  sales  made  between  persons  other  than  mer- 
chants. The  tax  is  collected  by  means  of  an  adhesive  stamp  affixed 
on  the  receipt  which  the  law  requires  to  be  delivered  to  the  purchaser 
regardless  of  the  amount  involved  in  the  sale.  Failure  to  deliver  a 
receipt  or  to  pay  the  tax  is  punished  by  a  fine  equal  to  three  times  the 
amount  of  the  tax  due,  but  which  may  not  be  less  than  100  francs. 

The  Government  is  authorized  to  specify  by  decrees  the  goods 
which  are  to  be  classed  as  articles  of  luxury.  A  decree  of  June  2C, 
1920,^*  contains  a  list  of  such  goods.  The  articles  subject  to  the  tax 
are  divided  into  goods  taxable  regardless  of  their  price  (schedule  A) 


1  Journal  Offlciel  de  la  R<*publique  Francaise,  June  26,  1920. 
»  Act  of  June  25,  1920,  sees.  57,  58. 
•  Journal  offlciel,  June  27,  1920. 

758 


SUPPUJMENT.  759 

and  goods  taxable  only  when  their  sale  price  exceeds  a  specified 
amount  (schedule  B). 

The  text  of  the  two  schedules  here  follows : 

Schedule  A. — Goods  Classed  as   "Abticles  of  Luxuby,"   Whatevek  Theib 

Pbice. 

Art  bindings. 

Art  bronzes,  Ironmongers'  and  locksmiths'  art  wares. 

Art  glassware,  stained-glass  windows  of  all  kinds,  art  china,  and  porcelain 

articles. 
Automobiles,  new  or  secondhand,  for  carrying  passengers,  their  chassis,  bodies, 

fittings,  and  accessories,  except  separate  parts  for  repair. 
Billiard  tables  and  accessories. 

Books,  art  editions  (printed  in  limited  numbers)  on  special  papers. 
Curiosities,  antiques,  old  books,  and  objects  for  collections. 
Dogs  and  other  pet  animals. 
Game  (living)  for  sporting  or  breeding  purposes. 
Goldsmiths'   and   silversmiths'   wares  of  gold,   silver,   or  platinum,   including 

medals,  tokens,  and  coins. 
Harness  for  riding  horses. 
Horses,  ponies,  mules,  etc.,  for  pleasure  or  sporting  purposes.     (Breeders  are  not 

subject  to  the  10  per  cent  tax.) 
Hosiery  and  lingerie  of  pure  or  mixed  silk ;  lingerie  of  linen  batiste  or  thread. 
Jewelry,  tine;  jewelry  of  gold,  silver,  and  platinum;  imitation  jewelry  of  all 

kinds. 
Liveries,  uniforms  for  private  services. 
Objetcts  of  tortoise  shell  and  ivory. 
Paintings,  water  colors,  pastels,  drawings,  original  sculptures.     (Original  works 

of  this  class  which  are  sold  by  the  artist  himself  are  exempt  from  the  tax  of 

10  per  cent.) 
Fine  pearls. 
Perfumery:  Extracts,  essences,  perfumes,  almond  paste,  beauty  creams,  rice 

powder,  rouge,  sachets  and  powder  for  sachets,  tinctures  and  all  other  such 

articles  except  soaps  and  dentifrices. 
Pianos,   other   than   upright   pianos,   phonographs,   graphophones,   mechanical 

pianos,  and  their  accessories. 
Pleasure  boats  and  canoes,  mechanically  propelled ;  yachts. 
Precious  stones  and  natural  gems. 
Riding  habits  and  hunting  garments. 
Brandies,  cordials,  appetizers,  and  sweet  wines. 
Sporting  guns  and  articles,  gunsmiths'  wares. 
Tapestry,  ancient  or  modern,  of  wool  or  silk,  fabrics  made  by  machine  or  by 

hand.    Turkish  and  oriental  rugs. 
Truffles,  Including  truffled  poultiT  or  game,  truffle  p&tes. 
Gold  or  platinum  watches. 

Schedule  B. — Goods  Classed  as  "  Articles  of  Luxuby  "  when  Sale  Price  Ex- 
ceeds Amount  Noted  per  Article. 
Lamp  shades:                                                                                                    Francs. 

In  china  or  glass 40 

In  any  other  material 20 

Photographic  apparatus  and  lenses,  except  apparatus  and  objects  for 

radiography  or  medical  use 150 

Paris  specialties  (articles  de  Paris),  all  fancy  articles  of  French  or  for- 
eign origin  of  every  description  and  all  kinds  of  materials,  except  those 

included  in  scl^edule  A 20 

Fancy  articles  for  offices . .- — : —  10 

Smokers'  articles 12 

Devotional  articles . — — : 30 

Brushes,  combs,  and  other  toilet  articles 25 

Picture,  etc.,   frames- ^ — w — •-^ 50 

Walking  sticks- (except  those  for -cripples'  use)  and  riding  whips 15 


760 


INTERNAL  REVENUE. 


Chinn : 

t**^  J^^nner  sets  for  12  persons  (74  pieces) 400 

^ssert  sets  for  12  persons  (42  pieces) 200 

^in^le  piece :  plate 4 

SiUicle  piece  (small) _  _               __     6 

gingle  piece  (medium) 12 

bingle   piece    (large) 30 

(D)  Complete  toilet  sets liiO 

oingie  pieces _                                      _                __     _  30 

(c)  Tea  or  coffee  sets I II__riIIIIII._IIZIIIIZ__IZ_  50 

Ifngle  piece   (small) 6 

Mngle  piece   (large) 12 

^^''nifei^^^  i^ats  --i::::::::::::::::::::::::::::::::::::::::::::::::::::  m 

>\^^^'      (per  pair)  : 

^^^"^^^XiM^-^^^'^   75 

^^^^nV  ana  women's II_IIZ_III_I_III__I_IIII_II__I  luo 

.w.w^uli^*^  ^^  any  kind  and  cocoa  (per  kilogram) 12 

V.^A^*  ^-^'"^  ^'^'^  kilogram) .. 13 

Y^^  ii>li"»'s  ana  leads 15- 

^^aittvtlo»^\ry    (per  kilogram) 12 

cU's^i*  niul  stays : 

Slrtys^*   etc 50 

^0)  Suits  or  overcoats — 

Children's 200 

Boys' 300 

MtMi's  (dress  suit,  frock  coat,  cutaway) 600 

{b)  Snck  suits  for  men 500 

(c)   Sepnrate  garments — ' 

Vests 50 

Trousers IHO 

Dress  coat,  tuxedo,  frock  coat,  cutaway 400 

Sack  coat 300 

{U)  Suits: 

Misses' 300- 

Ladles' 600- 

(e)  Coats — 

Misses' 300 

Ladles' COO 

(/)  Separate  garments — 

Skirls 250- 

Waists 175 

{if)  Negligee  and  lounging  robes — 
For  ladies — 

Dressing  gowns  and  bath  robes 125- 

Pajamas 50 

For  men — 

Bath  robes 250 

Pajamas 50 

{h)  Clothing  accessories  for  men,   women,  or  children:  Neckties, 

suspenders,  mufflers,  etc 20^ 

{i)  Woolen    wearing   apparel,   underclothing  for  men,   women,  or 
children  (woolen  wearing  apparel  used  as  clothing  is  taxed  as 

clothing) GO 

\VU^ry»  itclssors,  all  articles  having  less  than  25  centimeters  in  length 

V|HH*  article) 25- 

WJAuK^rn.  quilts,  eiderdowns 275 

\avV<<  «m\broideries,  guipures: 

Mnchlne  made  (per  meter) 10 

HMtulmade  (per  meter) 25 

Mwchtne  made  (per  article) 20 

H^^udniade  (per  article) -. 50- 

>Sm«      . 10 

\>4«««^  artiticial,  or  sterilized  flowers,  hothouse  or  house  plants  (per 

INKV^t^) ^^ 
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Francs. 

Furs  1 250 

Gloves  (per  pair) 20 

Fire  irons 150 

Engravings,  prints,  art  photographs,  and  reproduction  of  works  of  art 

by  photograpliic  process 100 

Gaiters,  leggings  (per  pair) 45 

Game  and  sporting  goods 60 

Fishing  tackle,  except  fisliing  nets  used  by  fishermen 15 

Musical  instruments  other  than  those  listed  In  Schedule  A 400 

Toys 30 

Field  glasses,  opera  glasses,  lorgnettes,  stereoscopes 30 

Lamps,  bracket  lamps 100 

Household  linen : 

Sheets 200 

Pillowcases 80 

Tablecloths  (per  square  meter) 45 

Napkins  or  towels 12 

All  other  articles 12 

Chandeliers,  drop-lights,  and  ceiling  lamps: 

Chandeliers  and  drop-lights 200 

Ceiling    lamps 150 

Trunlcs 150 

Small  fancy  leather  articles  (per  article) 20 


Furniture : 
Bedroom — 

1  wardrobe 1, 500 

1  bed 1, 200 

1  bedside  stand 300 


Total 3, 000 


Dining  room — 

1  cupboard 1, 500 

1  table 600 

6  chairs  (150  francs  each) 900 


Total 8, 000 


Living  room — 

1  sofa 1,200 

2  armchairs  (600  francs  each) 1,200 

2  chairs  (300  francs  each) 600 


Total 3, 000 


Library — 

1  bookcase 1, 500 

1  desk 1, 100 

1  armchair 400 


Total 3, 000 


Furniture  other  than  listed  above  and  generally  sold  by  the  piece : 

Large  size , 1, 500 

Medium  size 600 

Small   size 300 

Separate  pieces  of  minor  importance 150 

Mirrors : 

Large  mirrors  (framed) 2(X) 

Hand  glasses 50 

Motor  cycles,  side  cars,  and  the  like 2,000 

Side  cars  alone 1, 000 

Watches  other  than  those  listed  In  schedule  A 200 

Handkerchiefs  (per  dozen) 48 
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Franca. 

Goldsmiths*  wares  of  common  metals,  whether  or  not  gilt  or  silvered; 

•    except  tableware    (per  piece) 20 

Wall  paper  (per  roll  of  8  meters) 30 

Umbrellas  and  parasols ^ 1 80 

Perfumery  articles  other  than  those  classified  In  schedule  A: 

Soaps,  powders,  tooth  powders,  in  any  form  (per  article) 3 

Dentifrices  (per  liter) 35 

Toilet  waters  (per  liter).* 20 

Dress  ornaments  of  feathers 50 

Pelts 100 

Clocks,  wall  clocks,  timepieces, 500 

Upright  pianos,  organs,  and  harmoniums , 3,  OCX) 

Ornamental  feathers 10 

Book  binding  (per  volume)  : 

Octavo  and  smaller  sizes * 20 

Folio  and  quarto  size 40 

Alarm  clocks,  traveling  clocks,  desk  clocks 50 

Curtains,  bed  and  window  draperies: 

Curtains  or  draperies 200 

Double  portiere 200 

Single  portiere 1(X) 

Bed   draperies 100 

Window  curtains*  sash  curtains  (per  pair) 50 

Ribbons,  trimmings   (per  meter  or  piece) 10 

Ladles'  handbags  in  any  material 50 

Saddlery  (harness-making  articles  not  subject  to  the  tax)  : 

Complete  carriage  harness  for  private  use 1,500 

Single  piece 300 

Window   shades 100 

Fountain  pens 40 

Imitation  bronze-ware  articles 20 

Carpeting : 

Rugs 250 

Bedside  or  hearth  rugs 100 

Carpet  (per  meter,  1  m.  by  0  m.  70) 30 

Carpet  of  greater  width 40 

Table  covers 100 

Bedspreads 150 

Wall  hangings  of  every  description  (per  square  meter) 5 

Fabrics  of  every  description  for  clothing  and  for  furniture  (per  square 

meter) 50 

Suitcases,  traveling  bags,  and  cases 100 

Olassware  and  crystal  ware: 

(a)  Large  table  glasses 6 

(6)  Small  table  glasses 3 

(c)  Toilet  or  desk  articles 25 

(d)  Large  articles 25 

(e)  Table  sets,  52  pieces   (special  sets,  such  as  for  Madeira,  beer, 

cordials,  and  the  like,  are  taxed,  according  to  their  composi- 
tions, on  a  unit  basis) 300 

Postage  stamps,  per  collections  (per  purchase) 5 

WMnes : 

In  cask  (per  liter) 3 

Bottled—- _— — -. : 5 

Horse  carriages  for  private  use , — , 3,  000 

Avtarles,  bird  cages 15 

2.  Stamp  Duty  on  Ordinary  Payments. 

Sections  18  to  22  of  the  act  of  December  31,  1917,  had  established 
a  very  complicated  system  of  taxinor  payments.    While  the  majority 

of  payments  were  subject  to  a  graduated  tax  of  0.20  per  cent,  there 
was  imposed  on  other  payments  a  graduated  tax  of  from  0.10  to  0.50 
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per  cent  under  the  act  of  July  15,  1914,  which  made  it  diflScult  to 
make  a  departure  between  the  two  lorms  of  taxation. 

The  provisions  of  the  act  of  1917  have  now  been  repealed,  and 
section  54  of  the  act  of  June  25, 1920,  has  established  a  single^taxation 
standard  for  all  ordinary  payments,  whether  private  or  involving  a 
business  transaction,  and  regardless  of  the  character  of  the  persons 
receiving  or  making  them.    The  rate  of  the  tax  is  as  follows : 

1.  Twenty-five  centimes  when  the  amount  involved  is  100  francs 
or  less.* 

2.  Fifty  centimes  when  the  amount  involved  is  between  100  and 
1,000  francs. 

3.  One  franc  when  the  amount  involved  exceeds  1,000  francs. 

3.  The  Tuhnover  Tax. 

In  contradistinction  to  the  system  of  taxing  business  provided  for 
by  the  act  of  December  31,  191 Y,  the  turnover  tax  established  by  sec- 
tions 69  to  72  of  the  act  of  June  25, 1920,  places  the  burden  of  paying 
the  tax  on  the  amount  of  sales  made  not,  as  precedently,  on  the  pur- 
chaser but  on  the  vendor,  who  is  now  also  solely  accountable  for  the 
failure  to  pay  the  tax  or  for  in  any  way  violating  the  law. 

A.   NATURE  OF  THE  TAX. 

The  tax  consists  of  the  levy  of  a  percentage  payment  on  the  turn- 
over (i.  e.,  the  amount  of  sales  made)  of  every  business. 

B.   PERSONS  LIABLE  TO  THE  TAX. 

Payment  is  due  by  all  persons  who  either  as  a  regular  business  or 
occasionally  •  purchase  goods  to  resell  them,  or  do  acts  pertaining  to 
the  professions  liable  to  the  tax  on  industrial  and  commercial  profits 
established  by  the  act  of  July  31, 1917.  The  tax  is  also  due  by  mine 
operators.* 

0.   EXEMPTIONS, 

The  tax  does  not  apply  to  liberal  professions  or  to  farmers  selling 
their  crops  themselves. 
The  following  are  likewise  exempted : 

1,  The  turnover  of  any  business  subject  to  governmental  control 
as  to  sale  price.    This  includes : 

(a)  The  transactions  connected  with  the  sale  of  bread. 

(6)  The  transactions  connected  with  the  sale  of  products  monopo- 
lized by  the  Government,  as  well  as  those  connected  with  the  sale  of 
stamps  and  stamped  papers  by  the  Government. 

(c?)  The  sale  transactions  connected  with  the  operation  of  public 
utilities  enjoying  a  monopoly  and  subject  to  Government  control  as 
to  rates,  such  as  railroads,  etc. 

2.  The  sale  transactions  already  taxed  under  previous  laws. 

*  The  rate  Is  not  lOTled  on  an  amount  less  than  1  franc. 

"As  middlemen  or  agents.  Cf.  Instruction  of  Aug.  29,  1920,  concerning  the  execution  of 
the  act  of  June  25.  1020.  sees.  69  to  7'j,  and  of  the  regulations  governing  the  same.  (Jour- 
nal offlclel.  Sept.  3,  1920.) 

«  Sec.  33  of  the  act  of  Apr.  10,  1810.       Mine  operators  are  now  classed'  as  merchants 
(Act  of  Sept.  9,  1919,  see.  6.) 
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3.  The  sale  transactions  connected  with  exports.  If,  however,  a 
person  living  outside  France  buys  goods  in  France  and  has  them 
delivered  to  a  third  person  in  France,  such  delivery  is  regarded  as 
an  importation,  and  the  seller  of  the  goods  must  pay  in  addition  to 
the  tax  of  1  per  cent  applicable  to  the  sale  transaction  a  second  tax 
of  1  per  cent  or  of  10  per  cent  (according  to  the  quality  of  the  third 
party  who  has  taken  delivery  and  to  the  nature  of  the  goods). 

D.  BASIS  OF  THE  TAX. 

The  tax  is  levied  as  follows : 

1.  In  the  case  of  persons  selling  any  goods  or  objects  which  they 
have  themselves  purchased  or  manufactured,  on  the  turnover  rep- 
resented by  the  amount  of  sales  actually  made. 

2.  In  the  case  of  persons  engaged  in  transactions  other  than  sales 
(contractors,  carriers,  bankers,  middlemen,  etc.),  on  the  turnover 
represented  by  the  amount  of  fees  or  profits  actually  received  in  any 
manner  or  under  whatsoever  name  (commission,  fee,  rent,  interest^ 
discount,  etc.). 

E.  RATES  OF  THE  TAX. 

The  turnover  tax  comprises  three  different  rates,  namelv: 

1.  A  rate  of  1  per  cent  on  sales  in  general,  plus  one  decime  "  ^ 
allocated  to  local  authorities. 

2.  A  rate  of  3  per  cent  (without  decime)  on  payments  for  lodging 
or  for  food,  or  drink  consumed  on  the  premises  when  made  to  an 
establishment  rated  as  second  class. 

3.  A  rate  of  10  per  cent  (without  dficime)  on  retail  sales  and  on 
any  articles  consumed  on  the  premises  classed  as  articles  of  luxury. 

As  regards  the  tax  of  1.1  per  cent,  section  12  of  the  budget  law  of 
July  31,  1920,  provides  that,  so  far  as  imports  are  concerned,  "  the 
tax  *  *  *  shall  be  increased  by  a  percentage  equal  to  the  turn- 
over tax,  when  the  French  or  foreign  seller  has  no  place  of  business 
or  branch  office  in  France  and  consequently  escapes  the  turnover 
tax.  This  increase  shall  not,  however,  apply  when  the  seller  is  estab- 
lished in  the  country  of  origin  of  the  goods  imported." 

4.  Tax  on  the  Sales  of  Brandies,  Cobdials,  Appetizers,  and  Sweet 

Wines. 

Intoxicating  beverages  remain  subject  to  the  provisions  of  the 
luxury  tax  of  December  31,  1917,  but  the  rate  or  the  tax  has  now 
been  raised  to  26  per  cent  with  regard  to  brandies,  cordials,  appe- 
tizers, and  sweet  wines. 

5.  Tax  on  the  Saij2  op  High-Class  Wines. 

In  the  case  of  high-class  wines  the  rate  of  the  tax  has  been  raised 
from  10  to   15  per  cent. 

In  both  cases  the  tax  is  due  by  the  purchaser.  Delivery  of  a  re- 
ceipt is  required.  The  tax  is  collected  by  means  of  an  adhesive  stamp 
affixed  to  such  receipt,  unless  the  vendor  has  an  account  opened  with 
the  Treasury,  in  which  case  monthly  payments  are  made. 

t  The  "  dMme  "  is  a  surtax  of  10  per  cent  of  tlie  principal  tax,  coUeetible  at  the 
time  and  by  the  same  means. 
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Taxation  ox  Tubnover. 

GERMANY. 

I.  Introduction. — On  July  26, 1918,  a  law  ^  was  passed  in  Germany 
known  as  the  "  TJmsatzsteuergesetz  "  or  tax  on  turnover.  This  law 
not  only  levies  taxes  on  sales  but  on  services  as  well,  and  makes 
provisions  for  both  wholesale  and  retail  sales.^  On  December  24, 
1919,^  the  German  National  Assembly  greatly  modified  and  ex- 
tended the  law,  which  was  amended  in  turn  by  the  laws  of  March 
29, 1920,*  March  30, 1920,"^  and  April  1, 1920.« 

II.  Objects  of  the  law  of  December  S4^  1919.'' — The  objects  of  the 
tax  have  been  summarized  as  follows:*  "(1)  To  transform  and 
modify  the  provisions  of  the  existing  tax  on  sales  (Umsatzsteuer) ; 
(2)  to  establish  an  especiallv  high  general  tax  on  the  process  repre- 
senting the  disappearance  of  goods  from  circulation;  (3)  to  transfer 
the  existing  luxury  tax  from  producers  to  purchasers,  regardless  of 
whether  such  purchasers  resell  the  articles  in  question^  and  to  extend 
the  existing  luxury  tax  so  that  it  will  include  all  articles  which  are 
not  necessities;  (4)  to  assimilate  all  articles  of  luxury  which  are  not 
adapted  to  the  treatment  described  in  (3)  to  a  new  class,  upon 
which  a  retail  tax  would  be  levied;  (5)  to  tax  certain  services  which 
are  not  actual '  deliveries.' " 

» Reichs-Gesetzblatt,  1918,  No.  95,  p.  779. 

*  Ibid.,  seci.  1,  2,  4,  8,  9,  14. 

>  Law  of  Dec.  24,  1919.    Relchs-Gesetzblatt,  1919,  No.  250,  p.  2157. 
« Beicbs-Gesetzblatt,  1920.  No.  57,  sec.  57. 
»  md.,  No.  60,  Bees.  41-43,  66. 

•  Ibid.,  No.  66,  sees.  16  and  17. 
»Ibld.,  1919,  No.  260,  p.  2167. 

"  U.  S.  Commerce  Reports,  No.  264,  Nov.  10,  1919,  p.  802,  quoting  the  Berliner  Boeraen 
Zeitnng. 
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III.  Nature  of  the  taw, — A.  Transactions  and  persons  subject  to 
the  law:  Subject  to  this  sales  and  service  tax  are  all  sales  transac- 
tions performed  within  the  country  which  are  not  specifically  ex- 
empted, and  all  services  of  persons  who  are  either  masters,  shop- 
keepers, or  other  independent  agents  and  artisans,  provided,  that 
their  services  fall  within  the  scope  of  their  business  (sec.  1).®  The 
tax  is  also  due  on  auction  sales,  with  the  exception  of  forced  sales* 
Moreover,  the  tax  is  payable  by  persons  who  take  from  their  own 
store,  shop,  or  business  articles  for  their  private  use  (sec.  1.). 

B.  Exemptions :  Excluded  from  this  tax  are  a  number  of  banking 
transactions,  exchanges  of  bank  notes,  paper  money,  coins;  also 
precious  metals  and  their  alloys,  provided  that  they  were  not  ac- 
quired in  the  retail  business.  Medical  services  are  excluded  only  in 
so  far  as  they  are  payable  by  the  Government  (sick  fund)  or  by 
incorporated  workers'  unions  (sec.  1).  Exempt  are  also  the  Govern- 
ment postal,  telegraph,  telephone,  and  transportation  services,  as  well 
as  the  stockyards,  gas,  electricity,  and  waterworks  which  are  under 
Government  control.  Charitable  and  public- welfare  institutions  arc 
not  subject  to  the  tax  (sec.  3).  Reductions,  however,  which  had  been 
granted  in  the  case  of  fathers  of  families  with  certain  limited  incomes 
were  canceled  by  the  law  of  March  29,  1920,^"  repealing  section  14 
of  the  present  law.  Thus,  transactions  amounting  to  less  than  3,000 
marks  per  annum  are  no  longer  exempted  from  the  levy. 

C.  Rate  of  the  tax:  (1)  Necessaries. — The  rate  of  the  tax — in  so 
far  as  there  are  no  stipulations  to  the  contrarj^  ^*-r-is  1^  per  cent  on 
necessaries  and  on  all  other  taxable  transactions. 

(2)  Luxuries. —  (a)  Tax  payable  on  sales  by  manufacturers :  This 
law  decrees  that  the. manufacturer  shall  pay  on  the  sale  of  luxuries 
a  tax  at  the  rate  of  15  per  cent.  The  list  of  articles  classed  as 
luxuries  for  the  purpose  of  this  law  includes  the  following :  ^- 

(1)  Articles  subject  to  this  tax  owing  to  the  nature  of  the  material 
or  the  workmanship  expended  upon  it : 

Jewelry  consisting  partly  or  wholly  of  precious  metal,  ceramics, 
cut  glass,  plate  glass,  leather  articles,  articles  of  carved  wood,  wicker- 
work,  furniture  covered  with  certain  materials  as  velvet,  plush,  silk^ 
and  the  like.* 

(2)  Articles  subject  to  this  tax  owing  to  the  nature  of  their 
utility. — Jewelry  of  all  kinds  (not  already  included  under  (1)): 
paintings,  sculptures,  and  other  works  of  art;  limited  editions  of 
books  printed  on  special  paper ;  photographic  apparatus,  lenses,  and 
accessories;  firearms  and  ammunition;  musical  instruments,  includ- 
ing phonographs  and  talking  machines;  billiard  tables  and  accesso- 
ries; vehicles  (air,  water,  and  land)  propelled  by  motor  power  or  em- 
ployed for  purposes  of  amusemefnt ;  especially  ornamented  children's 
carriages;  furs;  fans;  hat  feathers;  articles  partly  or  wholly  made  of 
rubber:  perfumery  articles  and  cosmetics;  secret  remedies:  canes, 
umbrellas,  and  whips  made  of  costly  woods  or  ornamented  with  val- 

"  "A  further  InnoTation  is  the  levying  of  the  tax  on  services  as  well  as  sales,  so  that 
now  the  barber,  the  doctor,  the  lawyer,  etc.,  must  each  pay  the  tax  and  pass  Jt  on  to 
his  client.  From  this  riilo  only  the  clerk  and  official  is  exempt"  Comment  from  Business 
Digest,  June  19,  1918,  p.  805.  discussing  the  bill  then  pending; 

>o  Reichs-Oesetzblatt.  1920.  No.  57,  sec.  57. 

"  Reichs-Geseztblatt,  1919,  No.  250.  sees.  15,  21,  26,  27,  providing  for  higher  rates  on 
certain  transactions  and  sales  of  luxuries ;  see  below. 

« Reichfl-Gesetzblatt,  1919,  No.  250,  sec.  15. 
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uable  kinds  of  horn ;  dolls ;  fancy  clocks  and  lamps ;  hardwood  floors ; 
carpets;  wall  decorations;  fiber  trunks  of  more  than  65  centimeter 
length ;  underclothing  of  silk,  half  silk,  or  linen  cambric ;  fancy  bed 
covers,  table  decorations,  garments,  embroideries,  hats,  and  caps ;  cer- 
tain specified  grades  of  candy. 

(b)  Tax  payable  on  sales  by  retail  merchants:  The  rate  of  taxa- 
tion in  the  case  of  sales  of  luxuries  by  retail  merchants  is  15  per  cent. 
The  list  of  articles  enumerated  in  this  group  includes  the  following : 

Precious  metals;  jewelry ;  original  works  of  art;  valuable  old  books 
and  prints  if  not  acquired  for-  scientific  purposes ;  flower  bouquets 
and  floral  decorations,  the  price  of  which  exceeds  30  marks;  riding 
horses  and  coach  horses ;  live  ^ame. 

(3)  Special  transactions:  The  rate  of  the  tax  is  10  per  cent  in  the 
case  of  the  following  transactions :  ^^ 

(a)  Advertisements  in  so  far  as  they  have  no  connection  with  pub- 
lic elections. 

(&)  Renting  of  rooms  to  transients  in  hotels  or  private  houses  if 
the  rent  per  day  or  per  night  amounts  to  5  marks  or  more. 

{c)  Safekeeping  of  money,  securities,  valuables,  jewelry,  works  of 
art,  furs,  and  wearing  apparel. 

(d)  Renting  of  animals  for  riding  purposes. 

D.  Punishments :  Violations  of  the  law  are  punishable  by  fine  upi 
to  20  times  the  amount  of  the  tax  due  or  by  imprisonment  (sec.  43) . 

>*  Belchs-Gesetzblatt,  1919,  No.  250,  Bee.  25 ;  for  reductions  in  the  rate,  see  sec.  27. 
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TAX  ON  SALES  IN  MEXICO. 

[Translated  and  digested  by  A.  Bernard,  researcb  assistant.  Legislative  Reference  Service, 

Library  of  Congress,  Mar.  29,  1920.] 

Mezioo. 

fedebal  tax  ok  retail  and  wholesale  sales. . 

The  tax  on  retail  and  wholesale  sales  is  contained  in  the  Federal 
stamp  act  of  April  23,  1893,  superseded  on  June  1,  1906,  by  a  new 
act  which  has  since  been  extensively  amended. 

1.  Tax  on  retail  sales. — ^For  the  purposes  of  the  act,  retail  sales  are 
those  involving  an  amount  less  than : 

a)  Twenty  dollars  in  national  gold  specie,  or 
6)  One  hundred  dollars  in  "  unf alsifiable  "  paper  of  the  new 
issue.^ 

2.  Tax  on  wholesale  sales. — ^Any  sale  which  is  made  in  a  single 
operation  to  one  purchaser  involving  $20  or  more  is  deemed,  for  the 
purposes  of  the  law,  to  be  a  wholesale  sale.  The  uniting  in  one  re- 
ceipt, invoice,  or  docmnent  of  different  sales  made  in  the  same  day 
and  which  amount  to  $20  or  more  is  also  considered  a  wholesale  trans- 
action. The  omission  of  the  dates  on  which  the  different  sales  speci- 
fied in  the  document  have  been  made  is  sufficient  reason  for  consider- 
ing them  as  made  on  one  and  the  same  day.* 

3.  Schedule  of  the  tax. — By  decree  of  May  22,  1917,  the  federal 
stamp  tax  established  by  the  act  of  1906  was  increased  50  per  cent, 
beginning  January  1,  1918.^ 

In  the  following  schedule  only  the  rates  prevailing  before  January 
1,  1918,  have  been  given.  In  order  to  know  the  present  rate  of 
assessment  the  figures  must  be  increased  50  per  cent. 

4.  Rate  of  assessment  of  the  tax  on  retail  sales.* 

Rate  of 
assessment. 

I.  Sales  Involving  less  than  $20  made  directly  by  merchants  or  by  commer- 

cial, industrial,  agricultural,  or  mining  establishments per  cent 1 

II.  Sales  involving  less  than  $20  made  by  others  than  the  above — for 

each  2  pesos  or  fraction  thereof $0. 02 

1  Sec.  62  of  the  act  of  June  1,  1906,  as  amended  by  the  decree  of  ^ay  31,  1916  (El 
Constitucionalista,  June  6,  1910,  p.  401). 

*  Sec.  86  of  the  act  of  June  1,  1906  (Ley  de  la  renta  federal  del  timbre  y  su  reglamento. 
Mexico,  1911,  with  Appendix  to  Dec.  31,  1913,  inclusive). 

« Diario  oflcial.  May  26,  1917,  p.  604. 

*  No.  28  of  the  schedule  forming  part  of  the  act  of  June  1,  1916,  as  amended  by  the 
decree  of  Jan.  7,  1914  (Diario  oliclal,  Jan.  7,  1914,  p.  62).  The  rates  are  given  in 
Mexican  money. 
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5.  Rate  of  assessment  of  the  tax  on  wholesale  sales. 

Rate  of 
assessment. 

li  Sales  involving  $20  or  over,  without  regard  to  the  form  of  the  docu- 
ments recording  the  same,  for  each  10  pesos  or  fraction  thereof $0. 10 

11.  If,  owing  to  the  nature  of  the  transaction  or  of  its  provisions,  it  is 
not  possible  to  determine  the  price  at  the  time  the  purchase  contract 
is  agreed  to,  the  tax  to  be  collected,  in  conformity  with  the  prov- 
visions  of  Nos.  I  and  II,  shall  be  due  within  the  period  determined 
by  section  110  of  Uie  law,  and,  in  addition,  at  the  time  of  executing 
the  contract  there  shall  be  paid: 

(a)  If  the  document  in  which  the  sale  is  stipulated  is  a  public  instni- 

ment,  per  sheet . -. - .* %W* 

(&)  If  It  is  not  a  public  instrument,  per  sheet —      -SQ* 

6.  T<£x:  exemptions. — The  following  retail  sales  are  exempted  from, 
the  tax,  namely: 

(a)  Sales  not  amoimting  in  the  aggregate  to  $100  per  month. 

{b)  Sales  made  in  stalls  or  stands  in  public  markets,  streets,, 
squares,  or  other  places  for  the  us0  of  which  a  due  is  ordinarily' 
paid,  provided  that  these  are  not  occupied  permanentljr, 

(c)  Sales  made  within  the  premises  of  a  club  or  private  meeting 
places,  provided  that  the  payments!  are  made  for  the  immediate 
and  direct  benefit  of  the  organization  and  not  for  the  benefit  of 
third  contractors  or  lessees. 

(d)  The  payments  in  seeds  to  ^^ peons''  and  laborers  on  account 
of  their  wages. 

(e)  The  sale  of  periodical  publications. 

(/)  The  sale  of  their  own  products  by  schools,  industrial  bureaus, 
and  establishments  n^iaintained  by  the  Federal  Governmient,  the 
States,  or  municipalities,  or  public  charity. 

(ff)  The  direct  sales  of  articles  subject  to  the  special  tax  on  cotton 
thread  and  goods,  including  hosiery. 

The  transactions  referred  to  under  (g)  are  exempted  also  from  the 
tax  on  wholesale  sales. 
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PHILIPPINE  SALES  TAX,  1917. 

Chapter  40  of  the  Administrative  Code  ^  (p.  365flP)  of  the  Philip- 
pine Islands  creates  a  Bureau  of  Internal  Revenue  and  imposes  cer- 
tain taxes.  Among  these  are  the  cedula  tax,  the  documentary  stamp 
tax,  certain  specific  taxes,  privilege  taxes,  etc.  Among  the  privilege 
taxes  is  the  ''  percenta£:e  tax  on  merchants'  sales,"  the  text  of  which  is 
given  below: 

• 

Sec.  1459.  Percentage  tax  on  merchants'  sales, — AU  merchants  not  herein  spe- 
cifically exempted  shaU  pay  a  tax  of  one  per  centum  on  the  gross  valne  In  money 
of  the  commodities,  goods,  wares,  and  merchandise  sold,  bartered,  exchanged,  or 
consigned  abroad  by  them,  such  tax  to  be  based  on  the  actual  seUing  price  or 
value  of  the  things  in  question  at  tlfe  time  they  are  disposed  of  or  coaslgneU, 
whether  consisting  of  raw  material  or  of  manufactured  or  partially  manu- 
factured products,  and  whether  of  domestic  or  foreign  origin.  The  tax  upon 
things  consigned  abroad  shall  be  refunded  upon  satisfactory  proof  of  the  return 
thereof  to  the  Philippine  Islands  unsold. 

The  following  shall  be  exempt  from  this  tax : 

(a)  Persons  engaged  in  public  market  places  In  the  sale  of  food  products  at 
Vetail,  and  other  smaU  merchants  whose  gross  quarterly  sales  do  not  exceed 
two  hundred  pesos. 

(b)  Peddlers  and  sellers  at  fixed  stands  of  fruit,  produce,  and  food,  raw  or 
otherwise,  the  total  selling  value  whereof  does  not  exceed  three  pesos  per  day 
and  who  do  not  renew  their  stock  oftener  than  once  every  twenty-four  hours. 

(c)  Producers  of  commodities  of  all  classes  working  In  their  own  homes,  con- 
sisting of  parents  and  children  living  as  one  family,  when  the  value  of  each 
•day's  production  by  each  person  capable  of  working  is  not  in  excess  of  one  peso. 

'*  Merchant,**  as  here  used,  means  a  person  engaged  In  the  sale,  barter,  or  ex- 
•change  of  personal  property  of  whatever  character.  Except  as  specially  pro- 
vided, the  term  includes  manufacturers  who  sell  articles  of  their  own  prodnc^ 
tion  and  commission  merchants  having  establishments  of  their  own  for  the  keep- 
ing and  disposal  of  goods  of  which  sales  or  exchanges  are  effected,  but  does  not 
include  merchandtse  brokers. 

[12657—1614.] 

Sec  1460.  Sales  not  subject  to  merchant's  tax. — In  computing  the  tax  above 
Imposed  transactions  In  the  following  commodities  shall  be  excluded : 

(a)  Things  subject  to  a  specific  tax. 

lb)  Agricultural  products  when  sold  by  the  producer  or  owner  of  the  land 
where  grown,  or  by  any  person  other  than  the  merchant  or  commission  merchant, 
whether  in  their  original  state  or  not. 


*■  1917.    Printed  as  Senate  DocumeDt  No.  124,  65th  Cong.,  2d  Bess. 
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APPENDIX. 

EXTBACT8    FBOM    REGUU^TIONS    OF    THE    DEPABTMBNT    OF    CUSTOMS    AI^D    INL4NU 

Revknue  Kelatixyo  to  the  Canadian  Sales  Tax. 

[Canadian  sales  tax.    Extracts  from  excise  tax  regulations  Usued  by  the  Department  of 
Customs  and  Inland  Bevenuei  Ottawa,  Canada,  July  80,  1920  (0.  31)]. 

SALES   TAX. 

(d)  The  sales  tax  Is  collectible  at  the  time  of  sale  by  manufacturers,  whole- 
salers, or  jobbers,  or  on  Importation. 

The  sales  tax  collected  by  manufacturers,  wholesalers,  or  jobbers  must  be 
returned  by  the  vendor  to  the  collector  of  inland  revenue  for  the  division  in 
which  the  collection  was  made,  or  as  otherwise  authorized  by  the  department, 
not  later  than  the  last  day  of  the  month  following  the  monthly  transactions 
covered  by  the  return. 

Returns  of  sales  tax  must  be  made  on  Form  93  and  must  be  supported  by 
affidavit.  Sales  records  showing  total  of  sales  and  amount  of  tax  represented 
thereby  may  be  accepted. 

Certificates  from  chartered  accountants  or  independent  auditors  covering  sales 
of  companies  may  be  accepted  in  lieu  of  the  affidavit  of  the  dealer. 

The  sales  tax  on  importations  will  be  collected  by  officers  of  customs  at  the 
time  of  passing  customs  entry  for  duty. 

For  purposes  of  the  sales  tax,  the  term  manufacturer,  wholesaler,  jobber,  re- 
tailer, and  consumer  shall  have  the  meaning  as  hereinafter  defined : 

Manufacturers  are  persons,  firms,  or  corporations  who  produce,  manufacture, 
process,  or  assemble  articles  or  materials  into  salable  articles  or  materials 
for  sale. 

Wholesalers  or  Jobbers  are  persons,  firms,  or  corporations  who  sell  for  the  pur- 
pose of  resale. 

Retailers  are  persons,  firms,  or  corporations  who  sell  to  the  user  or  the  con- 
sumer, or  who  have  a  retail  counter. 

Examples  of  status: 

Manufacturers. — Job  ^printers,  sash  and  door  manufacturers,  lumber  planing 
mills,  foundries. 

Wholesalers, — Regular  wholesalers  and  also  concerns  having  wholesale  and 
retail  departments  which  are  segregated ;  the  wholesale  department  is  regarded 
as  a  wholesaler. 

Retailers. — ^Regular  retailers,  building  or  similar  contractors,  concerns  having 
wholesale  and  retail  departments  but  not  segregated  are  held  to  be  retailers  for 
purposes  of  the  sales  tax. 

Con8utii«r.-<-Individual  users  or  consumers,  also  municipalltieB,  railways,  ship- 
ping and  other  public-utility  companies  are  regarded  as  consumers  of  materials, 
including  materials  used  in  manufacturing  articles  for  use  in  their  service. 
Manufacturers  are  consumers  in  respect  of  machinery  and  material  for  plant 
equipment  purchased  by  them. 

All  manufacturers,  wholesalers,  or  jobbers  selling  articles  subject  to  sales  tax 
are  required  to  take  out  a  license. 

Sales  by  manufacturers  direct  to  retailers  or  consumers  are  subject  to  a  sales 
tax  of  2  per  cent. 

Sales  by  manufacturers  to  wholesalers  or  jobbers  or  by  wholesalers  or  jobbers 
are  subject  to  sales  tax  of  1  per  cent 

Importations  by  manufacturers,  wholesalers,  or  jobbers  are  subject  to  the  sales 
tax  of  1  per  cent  unless  said  Importations  consist  of  equipment  for  their  own 
use,  in  which  case  the  tax  is  2  per  cent. 

Importations  by  retailers  or  consumers  are  subject  to  sales  tax  of  2  per  cent 
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METHOD  OF  DETERMINING  BATE  OF  SALES  TAX. 

Wholesalers  or  jobbers  ordering  from  manufacturers  must  state  conspfcuouslj 
on  such  order  the  serial  number  and  character  of  license  held  by  them,  thus : 

"  Wholesaler's  License  No. " 

Manufacturers  purchasing  material  from  other  manufacturers,  such  material 
to  be  used  and  Incorporated  In  or  attached  to  their  finished  product,  must  cer- 
tify on  their  orders  that  such  materials  are  for  use  as  above  and  must  also  state 
the  nature  and  serial  number  of  their  license. 

Manufacturers  selling  materials  to  other  manufacturers  on  orders  which  do 
not  bear  the  above  certificate  must  charge  the  second  manufacturer  the  2  per 
cent  sales  tas. 

Manufacturers  will  charge  a  sales  tax  of  1  per  cent  when  the  orders  received 
from  wholesalers  or  Jobbers  state  that  such  wholesaler  or  jobber  is  .n  possession 
of  a  sales  tax  license  and  note  the  number  thereof,  otherwise  they  will  charfje 
2  per  cent. 

Manufacturers  must  charge  a  sales  tax  of  2  per  cent  unless  orders  for  mate- 
rials show  that  the  purchaser  has  a  manufacturer's  or  wholesaler's  license  and 
states  the  number  thereof.  The  status  of  persons  purchasing  from  laanuftic- 
turers  is  subject  to  special  corroboration  by  ofiicei*s  of  this  department 

Customs  officers  will  collect  the  2  per  cent  sales  tax  unless  the  importer  can 
show  tliat  he  is  in  possession  of  a  wholesaler's  or  manufacturer's  license  and 
states  the  number  thereof.  When  importers  have  manufacturer's  llc^^nse,  cus- 
toms officers  will  be  required  to  ascertain  whether  or  not  the  importation  Is  for 
manufacturer's  plant  equipment.  Materials  imported  by  manufacturers  for  their 
own  use  or  for  plant  equipment  are  subject  on  importation  to  the  sales  tax  of 
2  per  cent. 

Customs  officers  and  manufacturers  will  be  able  to  verify  the  character  of 
license  held  by  persons,  firms,  or  corporations,  by  reference  to  collectors  of  inland 
revenue,  who  will  keep  a  record  of  all  licenses  issued. 

Every  manufacturer,  wholesaler,  or  Jobber  dealing  In  articles  subject  to  the 
sales  tax  must  furnish  the  purchaser  with  a  written  Invo.ce  of  such  sale.  Such 
invoice  must  show,  as  a  separate  item,  the  amount  of  tax  upon  such  sale  to  at 
least  the  extent  of  1  per  cent. 

Manufacturers  only  are  allowed  to  absorb  a  portion  of  the  tax,  and  that  only 
when  the  sale  is  made  by  the  manufacturer  to  the  retailer  or  user  whereby  the 
tax  is  2  per  cent ;  in  this  event  the  manufacturer  may  absorb  1  per  ct^nt  tax,  but 
must  show  1  per  cent  on  the  invoice  to  the  purchaser  as  a  separate  item. 

The  tax  pa.'d  by  manufacturers,  wholesalers,  or  jobbers  at  the  time  of  pur- 
chase of  goods  may  be  charged  to  the  person  purchasing  from  such  manufacturer, 
wholesaler,  or  jobber  provided  it  is  not  shown  as  a  separate  item  on  the  invoice 
and  not  included  in  the  seller's  cost  upon  which  profit  i&  calculated. 

As  regards  goods  destined  for  export,  the  sales  tax  is  applicable  except  on 
sales  and  deliveries  direct  to  a  foreign  purchaser ;  that  is  to  say,  material  sold 
by  a  dealer  to  a  foreign  purchaser  is  not  subject  to  sales  tax  if  such  material  is 
shipped  to  the  foreign  purchaser  direct  from  the  mill.  If  the  material  is  shippe<l 
from  the  mill  to  a  Canadian  dealer  and  is  exported  by  such  dealer,  the  sale  and 
delivery  by  the  mill  to  the  dealer  is  subject  to  the  tax,  but  the  delivery  by  the 
dealer  to  the  foreign  purchaser  is  exempt  from  the  tax ;  In  this  event,  however^ 
the  tax  paid  on  the  sale  and  delivery  by  the  mill  to  the  dealer  is  subject  to  draw- 
back upon  furnishing  proof  of  export  and  of  payment  of  the  tax. 

When  goods  are  exempt  from  the  sales  tax  conditionally,  such  as  materials- 
used  only  in  the  construction  of  ships — orders  placed  for  such  goods  must  bear 
the  certificate  of  the  purchaser  as  respects  the  purpose  for  which  the  goods  are 
to  be  used. 

VALUE  FOB  EXCISE  TAXES. 

(a)  The  sales  tax  on  domestic  sales  must  be  computed  upon  the  regular 
(open)  market  value  at  point  of  shipment,  provided,  however,  that  the  excise 
tax  nmst  in  no  case  be  collected  on  less  than  the  actual  net  selling  price  of  the 
goods. 

When  goods;  are  sold  at  a  delivered  price  and  estimated  or  actual  freight 
charges  have  been  added  to  the  price  f.  o.  b.  point  of  shipment  to  arrive  at  such 
delivered  price,  the  actual  charges  so  added  may  be  deducted  from  the  gross 
Invoice  value  to  ascertain  the  value  upon  which  to  compute  the  sales  tax. 

A  concern  which  has  wholesale  and  retail  departments  that  are  segregatecl 
must,  upon  the  sale  of  the  goods  from  the  wholesale  to  the  retail  department^ 
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pay  the  sales  tax  on  such  sale  and  the  tax  so  payable  must  be  computed  on  tb* 
value  of  the  transferred  goods  as  if  sold  to  the  regular  retail  trade. 

Trade  discounts  which  are  regularly  allowed  under  like  conditiohs  of  sal^ 
may  be  allowed  for  excise-tax  purposes  if  such  dlsooants  are  allowed  and 
deductetl  on  the  face  of  the  invoice  by  the  shipper. 

Cash  discounts  may  be  allowed  for  excise-tax  purposes  if  allowed  and  de- 
ducted on  tlie  face  of  the  invoice  by  the  shipper.  If  the  shippier  grants  to  the 
purchaser  the  privilege  of  deducting  from  the  gross  invoice  price  a  discount  for 
cash  payment  in  a  stated  period,  and  if  the  purchaser,  when  making  settlement 
of  the  bill,  avails  himself  of  the  condition  under  which  the  discount  is  allow- 
able, the  tax  paid  on  the  amount  of  such  discount  may  be  credited  in  the  next 
succeeding  tax  return  furnished  by  the  shipper,  provided  that  such  next  suc- 
ceeding return  is  nmde  within  60  days  of  the  payment  of  the  tax  upon  the 
amount  of  discount  allowed.  If  the  adjustment  of  the  tax  paid  on  the  amount 
of  the  discount  can  not  be  made  within  the  60  days,  such  adjustment  can  only 
be  made  by  application  for  refund  to  the  department. 

(b)  The  sales  tax  on  importations  must  be  computed  upon  the  duty-paid 
value  of  such  Importations.  If  the  article  is  subject  to  the  luxury  tax  the  sales 
tax  is  not  collectible  on  the  amount  of  such  luxury  tax. 

OENEBAL. 

The  books  and  records  of  manufacturers,  wholesalers,  and  jobbers  shall  be 
ojyen  at  all  times  for  inspection,  examination,  or  investigation  by  departmental 
officials. 

Returns  of  sales  tax  furnished  by  manufacturers,  wholesalers,  or  jobbers  will 
be  audited  by  inland  revenue  auditors  as  frequently  as  deemed  necessary. 

Manfacturers,  wholesalers,  and  jobbers  will  be  required  to  retain  on  file  for  a 
period  of  two  years  all  Invoices  and  vouchers  relating  in  any  way  to  sales  and' 
deliveries  of  articles  subject  to  sales  tax  for  purposes  of  adjustments  found 
necessary  by  means  of  the  audit  and  also  for  requisite  investigation  for  purposes 
of  refund  or  drawback,  where  legally  payable. 

RETURNABIE  CONTAINERS. 

Manufacturers  dealing  in  goods  shipped  in  returnable  packages  may  make  to 
the  Government,  not  later  than  the  end  of  March  in  each  year,  an  annual  sa lea- 
tax  return  as  to  such  packages,  instead  of  monthly  returns,  and  the  sales  tax 
so  payable  to  the  Government  by  the  manufacturer  shall  be  paid  on  the  differ- 
ence between  the  amount  charged  for  the  returnable  containers  shipped  during 
the  year  and  the  equivalent  amount  rebated  for  containers  returned  during  the 
same  period,  and  it  shall  be  optional  with  the  manufacturer  to  charge  the  sales 
tax  on  the  value  of  returnable  containers  in  invoices  to  the  purchaser  subject 
to  credit  when  returned,  or  to  pay  such  sales  tax  himself. 


Memorandum  4B. 

Department  of  Customs  and  Inland  Revenue, 

Inland  Revenue  Service, 
Ottawa,  Ontario,  September  10,  1920, 
Memorandum. 

Sir  :  Your  attention  Is  drawn  to  our  memo  of  the  21st  ultimo : 
"  The  tax  paid  by  manufacturers,  wholesalers,  or  jobbers  at  the  time  of  pur- 
chase of  goods  may  be  included  in  the  selling  price  and  charged  to  the  purchaser, 
provided  it  is  not  Included  in  the  amount  upon  which  profit  is  calculated,** 
should  read,  "  The  tax  set  forth  on  Invoices  to  customers  must  not  be  included 
by  manufacturers  or  wholesalers  as  part  of  the  cost  on  which  profit  is  calcu- 
lated." I  remain,  sir, 
Yours,  very  truly, 

Geo.  W.  Taylor, 
Assistant  Deputy  Minister  Inland  Revenue, 

To  the  Collector  of  Inland  Revenue. 
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Dkpabticent  of  Cubtoms  and  Inland  Bevenue» 

Ottawa,  November  25,  19M0. 
Fractional  sales. 

For  the  purpose  of  determining  the  amount  of  sales  tax  applicable  on  anjr  s&le, 
the  following  regulations  shall  govern : 

(1)  Sales  tax  shall  be  computed  upon  the  total  value  of  any  sale. 

(2)  Where  the  amount  of  the  sales  tax  thus  computed  results  in  a  figure  con- 
taining a  fraction  of  a  cent  and  the  fraction  is  less  than  one-half  cent,  socb 
fraction  shall  be  disregarded;  where  the  fraction  is  one-half  cent  or  more,  it 
shall  be  treated  as  1  cent. 

(3)  Where  the  amount  of  the  tax  on  any  sale  is  less  than  one-half  cent,  no 
tax  is  collectible. 

The  above  regulations  are  effective  from  December  1,  1920. 

Geo.  W.  Taylor, 
Assistant  Deputy  Minister  Inland  Revenue. 
Approved : 

R.  R.  Fabrone, 

ComnUsaioner  of  Customs,  Deputy  Minister  of  Inlati-d  Revenue. 


fEztract  from  a  letter  of  Dec.  9,  1920,  from  the  deputy  mtnister  of  Inland  reTenQe. 
Ottawa,  Canada,  to  the  United  States  consulate  at  Ottawa  in  response  to  an  Inquiry  of 
Dec.  6  from  Hon.  Joseph  W.  Fordney,  chairman  of  the  Ways  and  Means  Committee, 
House  of  Representatives.! 

The  sales  tax  is  applicable  on  sales  by  manufacturers,  wholesalers,  or  jobbers, 
or  on  importation,  and  is  payable  on  all  goods  or  articles  which  are  not  specially 
exempted.    The  sales  tax  is  cumulative  in  effect,  the  rate  of  sales  tax  being 

1  per  cent  on  sales  and  deliveries  by  manufacturers,  wholesalers,  or  jobbers, 
but,  in  respect  of  sales  by  manufacturers  direct  to  retailers,  or  to  consumers, 
or  on  importations  by  a  retailer  or  consumer,  the  tax  is  payable  at  the  rate  of 

2  per  cent. 

In  order  that  manufacturers  may  know  the  proper  rate  of  sales  tax  to 
collect  on  their  sales,  the  department  has  established  a  system  of  control  by 
means  of  the  issue  of  sales  tax  licenses,  thus  determining  the  status  of  the 
purchaser.  Further  details  concerning  the  operation  of  licenses  will  be  cov- 
ered in  a  subsequent  paragraph  of  this  communication. 

Returns  of  sales  tax  collected  are  submitted  to  the  collector  of  inland 
revenue  for  the  division  in  which  the  taxpayer  Is  situated.  Such  returns  may 
be  sworn  before  an  officer  of  inland  revenue  or  customs,  or  before  a  justice  of 
the  peace  or  other  person  authorized  to  administer  oatha  Sales  tax  returns 
are  required  to  show  only  totals  of  sales  and  the  amount  of  tax  collected  in 
respect  thereto.  The  accuracy  of  returns  furnished  by  the  taxpayer  is  de- 
termined by  the  employment  of  auditors  who  make  investigation  into  the  tax- 
payer's books  and  accounts. 

The  collection  of  the  tax  on  imported  alcoholic  preparations  is  under  the 
control  of  customs  officers,  and  Is  collected  at  the  time  of  passing  customs  entry. 

Four  classes  of  licenses  are  issued  as  follows : 

Retailer's  license :  Must  be  obtained  by  any  person,  firm,  or  corporation,  which 
sells  for  consumption  or  use  articles  which  are  subject  to  the  payment  of 
luxury  tax. 

Sales  tax  license:  Must  be  obtained  by  all  persons,  firms,  or  corporations 
whose  sales  are  subject  to  payment  of  sales  tax. 

Manufacturer's  license :  Must  be  obtained  by  manufacturers  of  articles  speci- 
fied in  section  19BB,  subsection  4  of  the  act. 

Jeweler's  license :  Must  be  obtained  by  bona  fide  jewelers,  including  the  jewelry 
branch  of  a  department  store  whose  chief  business  is  the  selling  of  jewelry  by 
retail. 

Bona  fide  jewelers  are  entitled,  under  the  provisions  of  the  act,  to  collect 
the  luxury  tax  at  the  rate  of  10  per  cent  on  all  sales,  with  the  exception  of 
certain  articles  specially  exempted,  this  tax  being  payable  in  lieu  of  the  regular 
luxury  tax  at  the  rate  of  15,  20,  or  50  per  cent,  payable  on  sales  of  jewelry  or 
articles  composed  of  precious  metals.  The  special  jeweler's  license  is  Issued, 
therefore,  to  enable  the  department  to  distinguish  between  jewelers  who  are 
entitled  to  operate  on  the  basis  of  10  per  cent  turnover  tax  collection  from  con- 
cerns exposing  jewelry  for  sale  but  whose  chief  business  is  not  the  selling  of 
jewelry  by  retail. 
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It  is  provided  in  the  regulations  that  manufacturers,  wholesalers,  and  Jobbers 
mnst  show  the  number  and  character  of  sales  tax  license  held  by  them.  The 
2  per  cent  tax  is  payable  upon  materials  purchased  by  manufacturers,  and  in. 
respect  of  which  they  are  consumers,  such  as,  for  example,  plant  equipment 
and  other  material  not  actually  incorporated  in,  or  attached  to,  their  finished 
manufactured  product.  To  control  the  rate  of  tax  applying,  as  between  one 
manufacturer  and  another,  in  respect  of  such  materials,  the  second  manufac- 
turer must  certify,  on  his  order,  that  the  materials  being  purchased  by  him  are 
intended  to  be  incorporated  in,  or  attached  to,  his  finished  manufactured  prod- 
uct.   Sales  tax  licenses  are  not  issued  to  bona  fide  retailers. 

From  Indications  based  on  returns  of  collections  to  date,  it  appears  thatr 
unless  there  is  a  very  great  reduction  in  the  volume  of  domestic  trade  during- 
the  balance  of  the  present  fiscal  year,  the  total  amount  of  collections,  through 
the  medium  of  this  tax,  will  meet  the  expectations  held  by  the  Government  at 
the  imposition  of  the  tax. 

It  has  been  found  that  the  levying  of  the  sales  tax  has  caused  no  appreciable 
disturbance  of  markets  or  market  prices;  no  undue  enhancement  of  costs,  as 
reflected  in  index  figures,  is  discernible. 

Judging  from  the  paucity  of  complaints  and  the  number  of  commendations 
expressed,  the  principle  of  the  sales  tax,  being  virtually  a  tax  at  the  origin, 
appears  to  be  universally  acceptable  to  the  Canadian  people.  As  a  matter  of 
fact,  observations  of  the  department  indicate  that  the  sales  tax  is  a  popular 
innovation  in  the  production  of  revenue. 

The  initiation  of  so  new  a  form  of  taxation  was,  as  might  be  expected,  at- 
tended at  the  outset  by  considerable  difficulty,  which,  however,  has  now  been 
almost  entirely  eliminated,  owing  to  the  dose  cooperation  of  the  public  with  the* 
department.    I  remain,  sir. 
Your  obedient  servant, 

Qbo.  W.  Tatlob, 
Assistant  Deputy  MMster  Inland  Revenue^ 


NAME  INDEX. 
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Admissdone,  tax  on:  Page. 

Saundera,  William  C,  Richmond,  Va.,  American  Association  of  Fairs 638 

Beverages,  tax  on: 

Bottled  soft  drinks — 

Myers,  Hon.  Henry  L.,  U.  S.  Senator,  Montana 618 

Vernor,  James,  jr.,  Detroit,  Mich 614 

Grape  juice —  , 

Chalmers,  Hon.  William  W.,  Representative  in  Congress  from  the 

State  of  Ohio 624 

Demppey,  Hoh.  S.  Wallace,  Representative  in  Congress  from  the  State 

of  New  York,.. ." 637 

Falvay,  D.  K.,  Westfield,  N.  Y.,  Chautauqua  and  Lake  Erie  Fruit 

Growers'  Association 625 

Johnson,  0.  W.,  Geneva,  Ohio,  National  Grape  Growers'  Association 

of  the  United  States 629 

Layton,  Hon.  Caleb  R.,  Representative  in  Congress  from  the  State  of 

Delaware 623 

Nixon,  S.  F.,  Westfield,  N.  Y.,  Chautauqua  and  Lake  Erie  Fruit 

Growers'  Association 628 

Reed,  Hon.  Daniel  A.,  Representative  in  Congress  from  the  State  of 

New  York 631 

Brief  of  American  Fruit-Juice  Producers'  Association 632 

Shreve,  Hon.  Milton  W.,  Representative  in  Congress  from  the  State  of 

Pennsylvania 619 

Welch,  John  F.,  Westfield,  N.  Y.,  American  Fruit-Juice  Producers' 

Association 620 

Estate  tax: 

Cox,  Robert  Lynn,  Metropolitan  Life  Insurance  Co.  of  New  York  City. . . .      594 
Excess-profits  tax: 

Jaynes,  F.  H.,  Cleveland,  Ohio,  National  Association  of  Credit  Men 577 

Ramsay,  J.,  St.  Marys,  Pa.,  Refractories  Manufacturers'  Association  of  the 

United  States 593 

Schwarzenbach,  Robert  J.  F.,  New  York,  N.  Y 585 

Thomas,  Hon.  Charles  S.,  representing  Colorado  gold-mining  companies- . .      588 

Brief , 592 

Excise  tax : 
Art— 

Quinn,  John,  New  York,  N.  Y.,  American  Federation  of  Arts 638 

Automobiles —  , 

Graham,  George  M.,  Buffalo,  N.  Y.,  National  Automobile  Chamber  of 

Commerce 673 

Brief 681 

Hanch,  C.  C,  Indianapolis,  Ind.,  National  Automobile  Chamber  of 

Commerce 657 

Brief 671 

Harper,   H.   B.,    Philadelphia,   Pa.,   National  Automobile   Dealers' 

Association 685 

Brief 694 

Candy- 
Fuller,  Hubert  B.,  Cleveland,  Ohio,  National  Confectioners'  Associ- 
ation         697 

Price,  Vincent  L.,  St.  Louis,  Mo.,  National  Candy  Co 701 

Cou^  drops — 

Bates,  J.  S.,  Poughkeepsie,  N.  Y.,  representing  Smith  Bros 711 

Bodey,  A.  N.,  Reading,  Pa.,  representing  W.  H.  Luden  Co 703 

Brief , 705 
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Furs—  Page- 

Fillmore,  Edward,  New  York,  N.  Y.,  National  Committee  on  Fur 

Industry ^ 7^ 

Hahn,  John  W.,  New  York,  N.   Y.,  National  Garment  RetEdlere' 

AsBOciation 726 

Brief 726 

Piehler,  Otto  J.,  Boston,  Mass.,  New  England  Association  of  Fur 

Dealers 733 

Reilly,  Fairfax  A.,  New  York,  N.  Y.,  National  Committee  on  Fur 

Ind  ustry 729 

Spectacles  and  ey^laases — 

Gaunt,  Ernest  H.,  Providence,  R.  I.,  Optical  Manufacturing  Associ- 
ation         733 

Sporting  goods — 

Curtifis,  Julian  W.,  representing  athletic  manufacturers  of  the  United 

States 737 

Yachts —  • 

Ranch,  William  Sherman,  New  York,  N.  Y.,  Waterway  League  of 

America 740 

Stephens,  William  P.,  Bayonne,  N.  J.,  Waterwav  League  of  America. .      740 

Brief \ 743 

Income  tax: 

Braman,  D wight,  New  York,  N.  Y.,  Law  and  Order  I^nion  of  New  York 

State 563 

Brand,  Edward  A.,  New  York,  N.  Y.,  Tanners'  Council  of  the  United 

States  of  America 497 

Brief 498 

Garfield,  James  R.,  Cleveland  Foundation  Committee,  Cleveland,  Ohio.,      521 

Godman,  Elwood  G.,  Chicago,  111.,  National  Live  Stock  Exchange 575 

Greenough,  William,  New  York  Community  Trust.  Xew  York.  N.  Y 530 

Harris,  H.  Archibald,  Indiana  Association  of  Certified  Public  Accountants.       498 
Harris,  Julian  H.,   Detroit,  Mich.,  Investment  Bankers'^ Association  of 

America '. 558 

Kellogg,  Frederick  R.,  New  York,  N.  Y 534 

Seidman,  Frank  E.,  certified  public  accountant,  New  York  and  Michigan. .       505 

Brief 513 

Ward  well,  Shelden  E.,  Boston,  Mass.,  representing  various  paper  com- 
panies  ?. 574 

Insurance  tax : 

Ekem,  H.  L.,  Chicago,  111.,  representing  various  mutual  companies 609 

Estes,  P.  M.,  Southern  Industnal  Insurers'  Conference,  Nashville,  Tenn..       605 

Forrest,  A.  E.,  North  American  Accident  Insurance  Co.,  Chicago,  111 604 

Internal-revenue  laws,  letter  relative  to: 

Mellon,  Hon.  A.  W.,  Secretarjj^  of  the  Treasury 7 

Sales  tax: 

Opponents — 

Atkeson,  T.  C.,  Washington,  D.  C,  National  Grange 342 

Brayshaw,  John,  Washington,  D.  C,  National  Association  of  Retail 

Dealers, 384 

Clark,  W.  M.,  Washington,  D.  C,  representing  the  four  train-service 

organizations 347 

Elliott,  R.  G.,  National  Association  of  Credit  Men,  Chicago,  111 299 

Fairchild,  Prof.  Fred  Rogers,  Yale  University 408 

Fernald,  H.  B.,  New  York,  N.  Y.,  certified  public  accountant 331 

Brief 335 

Gadsden,  Philip  H.,  American  Electric  Railwav  Association,  Phila- 
delphia, Pju \ 296 

Goodman,  Robert  B.,  National  Lumber  Manufacturers'  Association.. .       330 
Liggett,  Walter  W.,  Committee  of  Manufacturers  and  Merchants  of 

Chicago 360 

McGrady,  Edward  F.,  Washington,  D.  C,  American  Federation  of 

Labor 404 

McKenzie,  H.  C,  American  Farm  Bureau  Federation,  Walton,  N.  Y..       307 
Marsh,   Benjamin  C,   Washington,   D.   C,   People's  Reconstruction 

League 351 

Miller,  Robert  N.,  formerly  Solicitor  of  Internal  Revenue 446 

Brief 453 
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Opponents — Continued.  Page. 
Peacock,  J.  C,  representing  Fayette  R.  Plumb  (Inc.),  Philadelphia, 

Pa 277 

Views  of  F.  B.  Plumb 288 

Rhodes,    A.    E.,    Elmira,    N.    Y.,    American    La    France    Fire 

Engine  Co 382 

Rothnis,  John  G.,  Detroit,  Mich .,  Detroit  Butter  and  E^  Board 456 

Seligman,  Prof.  Edwin  R.  A.,  McVickar  professor  of  political  economy, 

Columbia  University 1 .  457 

Starr,  Western,  Washington,  D.  C,  Farmer-Labor  Party 373 

Swanton,  Mrs.  Walter  1.,  Washington,  D.  C,  Women's  Single  Tax 

Club 358 

Wilson.  Robert  G.,  Washington,  D.  C,  American  Mining  Congress 386 

Brief 395 

ZoUer.  J.  F.,  Schenectady,  N.  Y.,  National  Conference  of  State  Manu- 

focturers'  Associations 423 

Brief 437 

Proponents — 

Associated  Retailers  of  St.  Louis,  resolution  of 277 

Babson,    Roger   W.,    Babson's   Statistical    Organization,    Wellesley 

Hills,  Mass 237 

Bacon,  Charles  F.,  Massachusetts  Retail  Merchants'  Association,  Bos- 
ton, Maes 139 

Clark,  Carlos  B.,  Detroit,  Mich.,  National  Retail  Dry  Goods  Asso- 
ciation   169 

Cox,  Guv  W.,  Boston  Chamber  of  Commerce 128 

Healy,  ftm.  New  York,  N.  Y.,  National  Council  of  Traveling  Sales- 
men 's  Associations 274 

•    Hord,  John  S.,  formerly  collector  of  internal  revenue,  Philippine 

Islands 103 

Johnson,  C.  Hudson,  Lynn,  Mass.,  Massachusetts  Retail  Dry  Goods 

Association 163 

Supplemental  statement 167 

Kelly,  A.  J.,  National  Association  of  Real  Estate  Boards,  Pittsbuigh. 

Pa 51 

Kip,  Frederick  E.,  Montclair,  N.  J 251 

Landreth,  C.  P.,  Business  Science  Club  of  Philadelphia 232 

Lord,  Charles  E.,  New  York,  N.  Y 21 

Lowell,  Alfred  S.,  Worcester,  Mass 262 

Opdycke,  Henry  G..  Tax  League  of  America,  New  York,  N.  Y 85 

Brief 85 

Orcutt,  B.  S.,  New  York,  N.  Y ., 267 

Pound,  George  W.,  Music  Industries  Chamber  of  Commerce  of  America, 

New  York.  N.  Y 122 

Brief. .,'. 124 

Reed,  Robert  R.,  New  York  Board  of  Trade  and  Transportation  of 

New  York  City 239 

Rothschild,  Meyer  D.,  New  York,  N.  Y.,  representing  jewelry  interests 

of  the  United  States 194 

Satterlee,  Hugh,  Trade  Council  of  the  Manufacturers'  Club,  Phila- 
delphia, Pa 31 

Brief 44 

Schwarzmann,  Dr.  Jak.  A.,  National  Industrial  Conference  Board 237 

Smith,  C.  H.,  Pittsburgh,  Pa.,  National  Association  of  Manufacturers. .  53 
Vorenberg,  Felix,  Massachusetts  Retail  Merchants'  Association,  Bos- 
ton, Mass 145 

Brief 155 

Weaver,  Frank  R.,  Washington,  D.  C 275 

Wilfley,  Lebbeus  R.,  Tax  League  of  America,  New  York,  N.  Y 65 

Brief 74 

Spendings  tax: 

Jordan,  Chester  A. ,  public  accountant*  Portland,  Me 487 

Transportation  tax: 

Marx,  S.  H.,  New  York,  N.  Y.,  American  Railway  Express  Co 600 
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Admissions,  tax  on:  Pagt. 

Dues  and  fees  of  clubs  and  societies,  law  should  be  specific  in  taxing 502 

Exemption  of  State  fairs  should  not  be  repealed 638 

Agricultural  and  industrial  depression,  main  cau^  of 260 

America  and  Europe  compared 483 

American  Mining  Con^cress: 

Abstract  of  resolution  adopted  by 399 

Committee  on  taxation,  report  of 397 

Federal  war-tax  settlement  board — 

Draft  of  bill  for  creation  of 403 

Urgent  necessity  of 400 

Analj^sis  of  piano  and  phonograph  sales,  1914  and  1920 125 

Associated  Retailers  of  St.  Louis,  resolution  adopted  by  bteard  of  directors  of, 

defining  views  on  taxation 277 

Automobile  industry  favors  moderate  protective  tariff 667 

Beverages,  tax  on: 

Bottling  concerns  are  in  precarious  condition *. 618 

Carbonated  beverages,  prohibition  has  not  increased  consumption  of 615 

Elimination  of  tax  on  soda  water 23 

Grape  juice — 

Comparison  of  business  with  that  of  carbonated  bottled  beverage 622 

Comparison  of  cost,  per  gallon,  of  grape  juice  and  soft  drinks 634 

Consumption  declining,  due  largely  to  tax. 621 

Eighteenth  amendment  of  no  value  in  increasing  sales  of 620 

FcSd  value  and  healthful  qualities  of,  authorities  on 636 

Insurance,  difficulty  of  obtaining,  upon  grape  crop 631 

Interests  of  growers  and  manufacturers  identical 625 

Medicinal  value  of 623,  629 

Only  food  product  taxed  under  revenue  act  of  1918 629 

Relationship  of  industry  to  that  of  grape  growing 635 

Summary  of  cost  of  operations 629 

Soft  drinks  in  bottles  and  from  fountains  should  be  equally  taxed 618 

Bonds,  municipal,  large  investment  in 243 

Bonds,  tax-exempt,  issuance  of,  by  municipalities  and  States,  should  be 

prohibited - .  -  - 560 

Business-profits  tax  would  hit  all  profits,  corporate  or  noncorporate,  distributed 

or  undistributed 477 

* '  Capital-stock  tax  shortcomings — proposed  remedies  " 513 

Capital-stork  tax  should  be  abolisned 38 

Community  foundations,  list  of 533 

Companies  incorporated  in  the  principal  States  during  the  last  three  years  with 

an  authorized  capital  of  $100,000  or  more 317 

Comparison  of  stock-market  prices  and  asset  values  of  successful  industrial 

companies 515 

Corporation  income  tax  should  be  shifted  to  individual 578 

Corporations,  special  tax  on  undistributed  profits  of,  unwise  and  unnecessary. .  472 
"Digest  of  fundamental  economic  principles  and  opinions  of  leading  tax  authori- 
ties," by  H.  J.  Burton,  president  Tax  League  of  America 86 

Discussion  of  naval  and  military  program 658 

Dues  and  fees  of  clubs  and  societies,  law  should  be  specific  in  taxing 502 

Dye  industry,  wisdom  of  building  up 646 

Earnings  tax,  undistributed,  based  on  corporation  with  net  income  of  1100,000. .  584 

781 
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Estate  tax: 

Harmonizing  of  certain  portions  of  sections  214,  219,  231,  and  403,  rela<ins 

to  deductions  and  exemptions  on  corporation  incomes  and  to  estates. ...  526 
Life  insurance  companies — 

Effect  of  law  on  business  of,  in  foreign  countries 596 

Request  exemption  of  enough  insurance  to  pay  inheritance  tax 595 

Repeal  of  section  ^2,  relating  to  life  insurance 600 

Estimated  expenditures  for  1921  and  1922 463 

Estimated  revenue  from  customs,  income,  profits,  and  miscellaneous  taxes, 

1921  and  1922 484 

Estimated  revenue  for  the  year  1921,  dassified  bv  sources 470 

Estimates  by  various  autiiorities  of  revenue  to  be  derived  from  turnover  tax 

of  1  percent 230 

Equal  taxation,  none  exists  where  there  is  unequal  ability  to  pay 432 

Excess-profits  tax: 

Artificial  method  for  taxing  different  forms  of  organizations 505 

Back  taxes  a  severe  indictment  of 559 

Complex  and  nonproductive 447 

Corporations  not  making  money  under 321 

Cost  of  living  higher  where  there  is  no  such  tax 433 

Discriminates  against  conservatively  financed  institutions 663 

Drives  monev  into  nontaxable  securities 318 

Elimination  of — 

On  corporations 23, 56 

Will  remit  in  reduction  of  prices 1S3 

Economic  monstrosity  and  must  be  abolished 567 

Plat  tax  on  business  profits  should  be  substitute  for 560 

Inducements  to  pyramid  very  great 73 

Is  a  consumption  tax , 660 

More  burdensome  to  consumer  than  sales  tax 381 

National  Grange  opposed  to  repeal  of 342 

Net  income  of  corporations,  flat  rate  on,  to  replace 23 

No  ju3tifi.?ation  for,  to-day 142, 333 

Not  a  substitute  for  sales  tax 449 

Not  bein-^  colle2ted 32 

Objected  to  by  corporations  because  of  Government  inspection  of  books 321 

Penalize?  small  capital 693 

Proposed  amendment  to  section  304,  relating  to  mining  of  gold 589 

Public  has  alread v  repealed 660 

Rate  not  the  same  on  all  corporations 4;H 

Reasons  why  it  should  not  be  repealed 502 

Removal  of,  will  nei^essitate  new  plan  for  taxing  corporate  profits d'Jo 

Repeal  of,  would  stimulate  business v 61 

Serious  burden  upon  public  utilities 29S 

Substitute  for,  by  E.  H.  Jaynes 580 

Treasury  substitute  for,  is  increased  corporation  tax 249 

Excise  tax: 
Art- 
Repeal  of  section  902,  reasons  for 649 

Taxing  sales  of  works  of,  memorandum  against 648 

Tax  of  10  per  cent  upon,  unjust  and  inequitable 640 

Tax  upon — 

Discriminates  in  favor  of  foreigner 645 

Is  killing  the  business 647 

Automobiles — 

Automobile,  telephone,  phonograph,  moving  picture  vital  to  farmer. . .  679 

Automobile  and  truck  have  become  transportation  agencies 675 

Chauffeurs  should  pay  Federal  license  tax 569 

Federal  funds  smill  part  of  sums  spent  on  highway  biiilding 695 

Industry  bears  considerable  amount  of  contemplated  revenue 673 

Industry  favors  moderate  protective  tariff 667 

Industry  pays  more  taxes  than  any  other 687 

List  of  taxes  paid  by  industry 6S7 

** Motor  car  has  indispensable  place  in  our  political,  industrial,  and 

social  life  " — President  Harding 676 

Motor-truck  and  wagon  haulage,  comparative  cost  of 6S4 

Motor  trucks,  importance  of,  in  transportation 685 
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Eneise  tax — Continued. 

Automobiles — Continued.  Page, 
National  Automobile  Dealers^  Association,  plan  of  taxation  recom- 
mended and  reasons  therefor 690 

One  out  of  three  in  United  States  owned  by  farmers 679 

Prices  of,  how  regfulated 689 

Relationship  of  industry  to  suburban  development  and  rural  schools. .  680 

Sales  tax,  general,  advocated  by  industry 667, 692 

Sales  tax  on,  existing,  is  a  discriminatoiy  tax 666 

Should  be  eliminated  from  luxury  class 679 

Tax  on  motor  vehicles  is  a  tax  on  transportation 674 

Tax  problems  as  specifically  related  to  the  industry 681 

Tax  upon  use  of,  opposed 686 

Candy — 

Basic  reasons  for  placing  tax  upon 701 

Greek  manufacturers,  large  number  of,  in  United  States 702 

Statistics  of  prices 698 

Unfair  advantage  lies  with  foreign-bom  competitor 699 

Cough  drops — 

Advantages  of  direct  tax  on  manufacturers'  sales 712 

Effect  of  tax  on  sale  of,  letters  relating  to 70^711, 714-725 

Sale  of,  seriously  affected  by  use  of  stamps 704 

Flu's — 

Discrimination  against,  should  be  removed 727 

Industry  favors  turnover  tax  of  1  per  cent  under  certain  conditions. . .  728 

Injustice  of  tax  upon 731 

Necessity,  not  a  luxur>^ 727 

Plan  of  taxation  advocated  by  the  industry 732 

Removes  live  capital  from  business  of  manufacturer 731 

Repeal  of  tax  on,  advocated  by  national  fur  industry 726, 729 

Tax  on,  in  Canada,  has  been  repealed 732 

Spectacles  and  eveglasses — 

Ruling  of  Treasury  Department  not  in  accordance  with  intent  of  the 

law 735 

Sporting  goods — 

Tax  upon,  borne  by  vouth  of  the  land 739 

Yachts- 
Construction  of,  tax  on,  should  be  abolished 741 

Gross  tonnage  tax  proposed 741 

Memorandum  with  respect  to  taxation  of  yachts  and  pleasure  boats. . .  743 

Tax  on,  hinders  replacement 742 

Expenditures  by  States  for  highways.  State  funds  available,  automobile  regis- 
tration fees,  and  amount  appropriated  by  Government 696 

Federal  and  State  Governments,  effect  of  taxing  obligations  of 415 

Federal  funds  are  small  i)art  of  sums  spent  on  highway  building 695 

Federal  sales  taxes,  existing,  on — 

Capital  assets 50 

Choses  in  action 51 

Goods,  wares,  and  merchandise 50 

Services 51 

Use  of  property 51 

Federal,  State,  and  local  securities,  exemption  of,  costly  to  Government 474 

Federal  taxation  system,  proposed  revision  of 437 

Federal  tax  revision,  statement  on,  by  Investment  Bankers'  Association  of 

America 561 

Resolution  regarding : 562 

*  *  Fiscah  outlook  and  the  program  of  tax  revision  " — Prof.  Seligman 482 

French  nation,  wise  tax  policv  of 259 

'  *  French  sales  tax  has  a  disastrous  business  effect " — New  York  Herald 481 

Gasoline,  small  tax  should  be  placed  upon 471 

Gifts,  taxation  of,  would  stop  leaks  in  p^'c^ent  income  tax 473 

Government  bonds,  part  payment  of  taxes  in,  suggested 590 

"Graduated  taxation,"  T^eckv,  political  economist,  on 568 

Greatest  need  of  Nation  is  proper  equilibrium  between  supply  and  demand 657 

Great  problems  of  government  center  on  production  and  distribution  of  wealth.  374 

Hard  times,  present  destructive  system  of  taxation  cause  of 373 
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High  taxes  and  high  wages,  business  can  not  pay  both 245 

Highway  mileage  and  Federal-aid  road  built,  by  States 697 

History  of  £ jundations  and  community  trusts « 522 

Income  tax: 

Amendment  of,  in  relation  to  net  and  inventory  losses 498 

Amend  section  214  so  that  contribution  or  gift  to  trustees  for  charitable 

purposes  also  shall  be  exempt 531 

Bonds,  tax-exempt,  issuance  of,  by  municipalities  and  States,  should  be 

prohibited 560 

Brief  review  of  history  of 566 

Capital  proceeds  and  sale  of  capital  assets  should  be  segregated  from  gen- 
eral taxation  and  subjected  to  flat  tax  of  10  per  cent 544 

"Capital  stock  tax  shortcomings — proposed  remedies" — F.  E.  Seidman 513 

Community  foundations,  list  of 533 

Comparison  of  individual  (for  a  single  man),  at  present  surtax  rates  and  at 

suggested  rates 341 

Comparison  of  stock-market  prices  and  asset  values  of  successful  indus- 
trial companies 515 

Corporate  dividends  should  be  exempted  from  surtax  in  hands  of  recipient 

shareholders 500 

Deductions,  additional,  favored  for  individuals,  chambers  of  commerce, 

civic  bodies,  and  corporations 499 

Depreciation  should  be  charged  off  ratably  in  computing  invested  capital .  501 

Famed  and  unearned  income,  should  be  no  distinction  between 579 

Earnings  tax,  undistributed,  based  on  corporation  with  net  income  of 

«100,000 584 

Effect  upon  securities  of  public  utilities 298 

Exemptions  should  be  raised  if  sales  tax  is  adopted 246 

Foundation  and  community  trust  funds  should  not  be  taxed 523 

Foundation,  under  present  regulations,  not  a  corporation  or  association 

organized  exclusively  for  charity 524 

Harmonizing  of  certain  portions  of  sections  214,  219,  231,  and  403,  relating 

to  deductions  and  exemptions  and  to  estates 526 

Higher  rates  of,  should  be  reduced , 32 

History  of  foundations  and  community  trusts 522 

Inequality  of 40 

Kellogg,  Frederick  R.,  statement  of,  before  House  Ways  and  Means  Com- 
mittee, December,  1920 548 

Leaks  in,  would  be  stopped  by  tax  on  gifts 473 

New  plan  must  be  devised  for  taxing  profits  of  corporations  if  excess- 
profits  tax  is  removed ' 506 

New  York  Community  Trust,  trustees  of 534 

Payment  of  small  tax  by  all  residents  would  produce  sufficient  revenue 

to  cover  expense  of  Bureau  of  Internal  Revenue 177 

Personal,  should  be  no  increase  in 659 

"Plan  for  taxation  of  corporate  profits " — F.  E.  Seidman 516 

Principle  of,  should  be  base  of  revenue 579 

Proposed  amendment  to — 

Section  202  (b)  and  comment  thereon 556 

Sections  2 14  and  234 574 

Proposed  new  section  207  and  comment  thereon 554 

Real  issue  lies  between  it  and  sales  tax 410 

Suggested  tax-rate  schedule  as  applied  to  corporation  with  taxable  income 

of  $100,000 518 

Surtaxes,  excessive,  driiing  liquid  capital  to  nontaxable  permanent  in- 
vestments   567 

Transfer  of,  from  monopoly  to  income  derived  from  personal  labor  would 

accentuate  dissatisfaction  with  our  economic  and  political  system 379 
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